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Preface

When we wrote the first edition of this text in
1999, Europe was still in the aftermath of the sin-
gle market and a general sense of ‘Europhoria’ pre-
vailed. As a consequence, European Business was
able to embed itself across many business schools
as a key programme of study. By the time the sec-
ond text was written in 2006, the EU had under-
gone substantive changes as it has both deepened
and widened, with the process of EMU becoming
established alongside the expansion of the group
into Central and Eastern Europe. Arguably, this
was the high-water mark of Europhoria. The study
of European Business — though an embedded topic
in the study of business — had less of the novelty
factor as the region was increasingly viewed as one
group of states in an ever-deepening global econ-
omy. Since then such complacencies have given
way to rising ‘Euroscepticism’ as civil society has
begun to doubt both the logic of the rapid expan-
sion and the move towards monetary integration.
These internal challenges have been compounded
by the rise of hyper-globalism, notably through
the rise of new competitors such as China. These

factors in combination have led many to contest

the consensus that economic integration was the
most effective method of meeting the challenge of
the political and economic reality of the evolving
global economy.

It is against this background that this third edi-
tion has been written. When first approached to
write the latest edition, we felt that the writing
would be straightforward but, with the uncer-
tainty of the Euro crisis looming large across so
many of the themes within the book, the process
was anything but. The result was perpetual delays
as we waited for events to play themselves out.
As such, the material presented comes with the
caveat that it reflects our best understanding of
events and processes up to the first quarter of
2015. Given such uncertainties, we would like
to thank the staff at Taylor and Francis for their
patience and hope they find the text worth the
wait. We would also like to extend our thanks to
our two guest contributors: Dr Lcigh Davison
and Ms Josephine Bisarce who have both writ-
ten excellent chapters on their respective areas of
expertise — competition policy and the European

citizen and consumer.
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A portrait of Europe

Squaring the circle of continuing
diversity and greater integration?

Why European business? What is different about European business or business in Europe from
American business or Asian business or business in any other part of the world? Clearly, businesses
have much in common whatever their origin. They are all trying to find the best way to compete
in a world which is becoming increasingly open and competitive. However, although their overall
objective may be similar, business strategies are shaped and influenced by the culture, traditions,
economies, political and institutional frameworks and general context of their home base. These
contexts vary tremendously from country to country and from region to region. European business
is no different and the first part of this volume establishes the context in which European business
operates and which provides it with the platform from which it engages with the rest of the world.
Part I also provides a context for the more detailed chapters that follow in Parts II to IV.

Chapter 1 opens with a broad-brush portrait of Europe which sketches the scope and main
characteristics of the European economy and markets. In the process, some of the main similari-
ties and differences among European countries are highlighted, particularly, but not only, in terms
of the major social and economic models that co-exist in Europe. The chapter then discusses the
nature of competitiveness in general and what measures various authors claim are necessary for
nations to be competitive. The chapter concludes by discussing the European Union’s latest long-
term initiative, Europe 2020, to boost Europe’s competitiveness and to enhance its place in the
world economy.

Chapter 2’s focus is on European business in general terms, providing a profile of its structure,
composition and measures of its competitiveness and the ease of doing business on its territory.
What really makes European business unique, however, is the depth, level and ambition of the
regional integration which shapes its operating environment. Indeed, in international business liter-
ature, regional integration is an important factor in business location: the example and experiences
(both good and bad) of European integration can help other regions that are not so far down the
integration road or even individual countries that are struggling to overcome market fragmentation.

1
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Chapters 3 and 4 outline how Europe has reached its current stage of integration. Chapter 3 dis-
cusses the theoretical and historical background to European integration while Chapter 4 sets out
the institutional and decision-making process in which European integration takes place. Although
it is not essential for those studying European business to know the ins-and-outs of the history of
the EU and its decision-making process, it is extremely useful to have an overarching knowledge of
these matters to help them understand the context in which European integration is taking place
and to understand where and how the important decisions that affect European business are taken.



* X

*
» Chapter 1

*
*

A portrait of Europe

I think he bought his doublet in Italy, his round hose in France, his bonnet in Germany, and his

behaviour everywhere.

William Shakespeare, Merchant of Venice,
(Act 1, Scene 2, line 78)

* This chapter will help you to understand:

key features of modern Europe;
different European social models;
conditions that can foster competitiveness;

Europe’s priorities going forward.

Much of the focus of regional interest in the field
of international business is on the rapidly grow-
ing emerging economies, particularly of India and
China. For business practitioners, academics and
students, these markets have attracted consider-
able attention, primarily because of their tremen-
dous trade and investment potential; because they
encompass two-fifths of humanity and because
they are behind the shifting power within the
global economy. Thus, the emergence of these

states and the intensified economic rivalry this has

provoked represent a serious strategic challenge
for the 28 relatively small states of the European
Union (EU) which occupy a comparatively small
area of land at the far end of the Eurasian plate.

A cursory examination of the business press
highlights the essence of the challenges facing
Europe. It is not uncommon for Europe to be
portrayed as the ‘old continent’, refusing to face
up to the reality of relative decline, bereft of ideas
and unwilling to make the necessary reforms to
enable it to compete. Whatever the truth in these

3
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allegations, Europe remains a pivotal player in the
global economic system as a market, a produc-
er, an exporter and an investor — and is likely to
remain so.

In historical terms, one cannot overstate the
significance of the ‘old continent’. For centuries,
Europe has been the source of ideas that have
shaped the world and its business practices. The
spread of Europeans throughout the globe has
been pivotal in shaping the contemporary envi-
ronment to which Europe must now respond.
The challenge for Europe is that it must be and
remain a good place to do business. To this end,
Europe has to undergo a process of adjustment.
This means a transformation of how it creates and
sustains employment; the types of jobs it creates;
how it innovates; how it enables its businesses to
expand and develop and how it engages with the
rest of the world.

Within the context of the rest of this text, this
chapter addresses a number of objectives. The
first is to offer a portrait of contemporary Europe
and to examine its economic structures. The sec-
ond is to elaborate upon the various European
social models — models which are both contro-
versial and important in terms of setting the con-
text within which businesses operate. The chapter
then examines the core competitive challenges
for Europe before moving on to outline how the
EU secks to address these challenges through its
Europe 2020 strategy.

CONTEMPORARY EUROPE

The bulk of contemporary Europe’s business
environment is organised within the framework
of European integration in the form of the EU,
an arrangement which is the main focus of this
text. In 2015, in Western Europe, only Switzer-
land and Norway plus a few smaller independent

nations such as Andorra and Liechtenstein stand
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outside this framework. The 2004 EU enlarge-
ment absorbed eight Central and Eastern coun-
tries plus the two island states of Cyprus and
Malta and two more — Bulgaria and Romania in
2007, followed by Croatia in 2013. The situation
is more complex in South-east Europe where sev-
cral Balkan states are at varying stages of applying
and negotiating to join the EU (see Chapter 16).
Further eastwards, Turkey has been in accession
negotiations with the EU for a number of years.

The EU in 2015 is composed of 28 nation
states with a combined population of over 500
million people (see Table 1.1). Europe’s main
traditional economic rivals — the United States
and Japan — have populations of 316 million and
127 million respectively whereas the two largest
emerging economies — China and India — have
populations of 1.4 and 1.3 billion respectively and
great potential as markets and labour forces.

A major thrust of Europe’s integration pro-
cess has been to create a Single European Market
(SEM) (see Chapters 3 and 5) within which Euro-
pean businesses can compete with each other on
equal terms and which creates a strong domestic
market for European business to use as a platform
from which they can compete with businesses in
the rest of the world.

Figures 1.1 and 1.2 go some way to explain
why a key thrust of European integration is to end
the fragmentation of the European market place.
Europe’s economies range widely in terms of their
size. The big four are Germany, France, the UK
and Italy. Their economic dominance helps explain
their centrality in many EU policy debates: Ger-
many’s GDP, for example, is bigger than the com-
bined GDP of the 21 smallest EU economies. This
dominance by a few states also explains why small-
er states are so anxious for their concerns to be
heard. However, in an international context, the
US economy is over 4.5 times bigger than that of
Europe’s biggest economy — Germany. It is, there-
fore, only through acting as an integrated unit that



Table 1.1 Portrait of the EU, 2013 (unless stated otherwise)

Population Population GDP per Social protection  Labour productivity
in millions density — head — PPS? expenditure asa  per person
inhabitants (EU-28 % of GDP employed (EU-28
per km? =100) —-2012 =100) — 2012

Austria 8.5 103 128 30.2 110
Belgium 11.2 340 119 30.8 129
Bulgaria 7.3 370 45 17.4 45
Croatia 4.3 76 61 21.2 81
Cyprus 0.9 124 89 23.1 74
Czech Rep. 10.5 136 82 20.8 73
Denmark 5.6 132 124 34.6 112
Estonia 1.3 31 73 15.4 70
Finland 5.4 18 113 31.2 109
France 65.6 121 107 34.2 116
Germany 87.0 231 122 29.5 107
Greece 11.1 86 73 31.2 92
Hungary 9.9 109 66 21.8 71
Ireland 4.6 67 130 32.5 142
Italy 59.7 203 99 30.3 109
Latvia 2.0 32 64 14.0 66
Lithuania 3.0 47 73 16.5 76
Luxembourg 0.5 210 257 23.3 162
Malta 0.4 1323 86 19.4 92
Netherlands 16.6 498 131 33.3 108
Poland 38.5 126 67 18.1 76
Portugal 10.5 114 79 26.9 76
Romania 20.0 87 65 15.6

Slovakia 5.4 113 75 18.4 82
Slovenia 2.1 102 82 25.4 81
Spain 46.7 94 94 25.9 110
Sweden 9.6 24 127 30.5 114
UK 63.9 265 109 28.8 100
Eurozone 334.6 107 30.4 109
EU-28 507.2 117.5 100 29.5 100

Notes
a PPS = Purchasing Power Standards — a form of measurement that is expressed in a common currency and corrects
for differences in price levels.

Source: Eurostat.



Germany |

France |

UK

Italy |

Spain |
Netherlands |
Sweden |
Poland |
Austria |
Belgium |
Denmark |
Finland
Greece
Portugal
Ireland
Czech Rep.
Romania
Hungary |
Slovakia
Luxembourg
Croatia
Bulgaria
Lithuania
Slovenia
Latvia
Estonia
Cyprus
Malta

iy

T
500

Figure 1.1 GDP of EU economies, 2013

Source: Eurostat.

Figure 1.2 Relative size of EU GDP compared to other major economies, 2013

T
1000

T
1500

€bn

T
2000

T
2500

14

12 A

10

€ trillion

EU-28

Source: Eurostat.

6

us

Eurozone

China

Japan

India

3000



Europe begins to match the US (see Figure 1.2)
in terms of market size, influence, potential for
economies of scale and the other benefits claimed
for a unified single market.

In order to understand European business
and its environment, it is important to acknowl-
edge the different units which make up this trad-
ing bloc — the individual nation states — which,
although having much in common, also exhibit
factors which give Europe significant diversity in
terms of culture, organisation, tradition, history,
economic structures and interests, etc. These can
lead to major differences at EU level in relation
to the determination of policy and the future
direction of Europe. Moreover, diversity within
Europe also continues to exercise an influence
over the business environment. Thus an abiding
theme in the creation of modern Europe is the
constant tension between convergence and diver-
gence among EU member states.

In terms of convergence, Europe shares much
in terms of a broad common history and intellec-
tual traditions going back several centuries. More
recently, there has been a convergence of politi-
cal and economic ideology and of commercial
structures. After the Second World War, economic
policy in Western Europe was based on Keynesian
economics in which there was a clear role for the
state in managing economic demand. The domi-
nance of Keynesianism started to diminish in the
1970s when the simultancous existence of high
levels of inflation and unemployment began to
undermine its key assumptions. Neo-liberalism —
that is, an economic ideology that limits the role
of the state to more or less creating an environ-
ment in which market forces determine resource
allocation — began to replace the demand manage-
ment approach, albeit with more enthusiasm in
some member states than others, and provided the
underpinning economic philosophy of the SEM.

Similarly in the 1970s, the twin systems of

political dictatorship and economic isolationism

A PORTRAIT OF EUROPE

in Greece, Spain and Portugal gave way to con-
vergence with Western European norms and,
indeed, EU membership in the 1980s for all
three countries. By 1989-90, it had become
clear that the era of Soviet domination, both
economically and politically, over Central and
Eastern Europe was rapidly drawing to a close.
The former Soviet satellites, without excep-
tion, chose the model of democracy and market
economics to guide their social, economic and
political transformation. Moreover, the goal of
EU accession required them to adopt the insti-
tutions of a market economy and all existing
EU rules and regulations (the acquis communau-
taire) which essentially gave them a detailed
roadmap to help them achieve their transition
goals. In short, by the turn of the century, after
over 50 years of division, Europe’s nations had
converged on a broad common economic and
political framework. However, many differenc-
es remained among Europe’s nations in relation
to the details of this framework.

All European states are currently examples of
mixed economies. Most have privatised some of
their state-owned enterprises (SOE), although
many still retain full or partial control of some
SOEs, especially in the utility and transport sec-
tors (see Chapter 2).

The size and role of the welfare state also varies
considerably within Europe (see Table 1.1 and the
section below on European economic and social
models). This reflects differences not only in the
ability of states to support such spending, but also
different priorities in terms of the implicit bar-
gain between the state and its citizens. For exam-
ple, as Table 1.1 shows, those countries with a
tradition of flexicurity (see Case Study 14.1) and
of following a version of the Nordic model tend,
unsurprisingly, to have some of the largest shares
of social protection spending (that is, expenditure
on pensions, unemployment, disability payments,
etc.) in the EU. These countries also have some
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of the highest GDPs per head. Countries fall-
ing into the category of the Continental model,
such as Belgium and Germany, also spend a large
proportion of their income on social welfare.
Although not spending such a large share of their
national income on social protection, member
states that have been badly affected by the euro-
zone crisis have seen their share of social spending
rise. This is particularly noticeable in the case of
Greece where, despite austerity and falling GDP
growth, social spending is up almost five per-
centage points since the beginning of the crisis —
a function of the rapid rise in unemployment
and poverty in Greece. At the other end of the
spectrum, the share of social spending in GDP in
the Baltic states and Romania is about half that of
spending in the Nordic states and some of those in
Northern Europe. In the case of the Baltic states,
at least, this stems from the adoption of a devel-
opment approach based predominantly on reli-
ance on the market as the main source of income
allocation.

Trends in terms of economic structure (see
Table 1.2) are broadly similar in Europe. When
the Treaty of Rome establishing the European
Economic Community (EEC) was signed in 1957,
agriculture’s share of gross value added (GVA)
(GVA measures the difference between output
and intermediate consumption — that is, it assigns
a value to the goods and services produced minus
the cost of all inputs and raw materials and, as
such, quantifies the value of goods and services
produced in a particular region, industry or com-
pany) and employment was much bigger than at
present. Agriculture has subsequently declined
in relative importance throughout Europe, com-
prising only 1.7 per cent of GVA in the EU-28
in 2013. Agriculture’s current share ranges from
less than 1 per cent of GVA in Belgium, Ger-
many, Luxembourg and the UK to 6.4 per cent
in Romania. In general, agriculture makes a big-

ger relative contribution to the economies of
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Table 1.2 Share of Gross Value Added by sector,

2012 (%)
Agriculture  Industry Services
EU-28 1.7 25.0 73.3
Austria 1.6 28.6 69.8
Belgium 0.7 21.8 77.5
Bulgaria 6.4 30.4 60.3
Croatia 5.0 26.2 68.8
Cyprus 2.5 14.9 82.6
Czech Rep. 2.4 37.3 60.3
Denmark 1.4 21.8 76.8
Estonia 4.1 29.0 66.9
Finland 2.8 25.9 71.3
France 2.0 18.8 79.2
Germany 0.8 30.5 68.7
Greece 3.4 16.2 80.4
Hungary 4.7 30.6 64.7
Ireland 1.6 27.9 70.5
Italy 2.0 24.3 73.7
Latvia 5.0 25.7 69.3
Lithuania 4.0 31.1 64.9
Luxembourg 0.3 12.9 86.8
Malta 1.8 17.3 80.9
Netherlands 1.7 24.3 74.0
Poland 3.9 32.4 63.7
Portugal 2.3 23.6 74.1
Romania 6.0 42.3 51.7
Slovakia 3.1 35.2 61.7
Slovenia 2.7 31.1 66.2
Spain 2.5 26.0 71.5
Sweden 1.6 25.2 73.2
UK 0.2 20.7 78.6

Source: Eurostat.

Southern Europe and of those states that acceded
to the EU in 2004 and beyond.
Industry has also declined in relative impor-

tance throughout the Union, accounting for



25 per cent of EU GVA in 2013 and ranging from
14.9 per cent in Cyprus to over 30 per cent in
several Central and Eastern European states
and Germany. The former are still in transi-
tion to a post-Soviet economy and shifting to a
more service-based economy whereas Germany,
uniquely among developed countries, has seen its
share of industrial GVA increase (see Box 2.1).
Services dominate contemporary European
economies and — for the majority of member
states — contribute two-thirds or more of GVA. As
Chapter 15 shows, Europe is also the world leader
in trade in commercial services — a dominance
which is becoming less emphatic as a result of the
growth of services in many emerging markets.
Services themselves include a range of activities,
including distributive trades; transport and com-
munication; accommodation and food services;
information and communication technology (ICT);
financial and insurance services; real estate; pro-
fessional, scientific, technical and administrative
support services; public administration, defence,
education, health and social service; and arts,
entertainment and recreational services. Within
services, individual member states have their own
strengths: financial and insurance services are par-
ticularly important to Luxembourg and the UK,
for example, whereas Malta and Cyprus (which
also has had a relatively large banking sector) rely
heavily on tourism and related activities and Ireland
has the largest ICT sector in relative terms.
Member states are also subject to — and have
to respond to — the same domestic and interna-
tional challenges. They are, for example, all subject
to the problems arising from an ageing popula-
tion (see Chapter 14). The problem is more acute
in some countries: the 2004 accession states, for
example, currently have a less marked problem in
this regard than the states of Western and South-
ern Europe but their position is forecast to decline
fairly quickly. Consequently, all member states will

have to re-examine their welfare systems and their
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funding in the coming years. EU members are also
subject to the same environmental imperatives and
are vulnerable to energy supply insecurity (see
Chapter 11). They are also facing increased com-
petition from the emerging economies of Asia (see
Chapters 18 and 19) and are subject to international
economic cycles, increased economic mobility and
need to find a positive response to increasing eco-
nomic interdependence or globalisation.

Despite the convergence in economic ideol-
ogy, economic structure and the challenges fac-
ing European countries, significant differences
remain which influence their response to these
challenges and lead to different business and
policy concerns. This diversity emerges from the
interaction of economics, politics, history, social
preferences and culture. Different organisational
structures persist in European countries, whether
of government (the Belgian and German states
are organised along federal lines, for example,
whereas the French state is highly centralised) or

of legal and financial structures.

EUROPEAN SOCIAL MODELS

The development of competing European social
models is a useful device to highlight similarities and
differences among European countries. However,
care needs to be taken in interpreting these mod-
cls. First, the term ‘social model’ is misleading as
the implications of the models stretch far beyond
the social and into production, productivity and
employment: that is, into areas which can have pro-
found effects on growth, competitiveness and the
ability to prosper within a more interdependent
global economy. Second, the models themselves are
stylised: in reality, individual countries will fit more
or less with a particular model but on some criteria,
they may show more elements of a different model.

Social models can be developed in a number of
ways but one influential version, and one which

9



A PORTRAIT OF EUROPE

has much in common with other models, has been
developed by André Sapir. Sapir’s analysis was first
presented to the Union’s Finance Ministers at an
informal meeting in September 2005. It is used here
as an example of how European countries can be
classified according to key dimensions. One draw-
back of Sapir’s approach, as is the case with others,
is that it is concerned with the EU-15 and does not
incorporate the 2004 and later accession states.
Figure 1.3 provides an overall representation
of the four social models identified by Sapir. The

main characteristics of each model are:

1 The Nordic model (Denmark, Finland, Swe-
den and the Netherlands): these countries
have the highest levels of social protection and
welfare in the EU. The protection offered to
employment by legislation is rather muted
but much emphasis is placed on active labour
market policies to keep people in work and
to ensure that those out of work can gain
the necessary training and skills to get them
back into work (see Case Study 14.1). Trade
unions are strong and the range of incomes is
relatively compressed. Political and economic
decisions rely greatly on consensus and rela-
tions between the social partners are based on
a high level of trust. High technology and the
associated skills are regarded as key to future

economic success with large investments being

EFFICIENCY
Low High

High Continental Nordic

EQUITY

Low Mediterranean Anglo-Saxon

Figure 1.3 European social models
Source: Sapir, 2005.
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made in education. This emphasis is demon-
strated by Figure 1.4, according to which Fin-
land, Sweden and Denmark are the lcading EU
member states in terms of R&D expenditure
as a share of GDP.

The Anglo-Saxon model (the United Kingdom
and Ireland): this is the most market-oriented
model of the four with little employment protec-
tion afforded to the workforce. Social transfers
tend to be smaller and more targeted than in oth-
er models and unions are generally weak. There
tends to be a bigger pool of low paid workers
than in other models and there is a wide spread
of wages. In general, there is a preference for
competition and deregulation. In many respects,
the Baltic states have the most in common with
this grouping, having adopted a clear market
approach with a lesser emphasis on welfare.

The Continental model (Austria, Belgium,
France, Germany and Luxembourg): often
categorised as ‘social market’ economies in
which the market is used as the major source
of resource allocation but is regulated to attain
socially acceptable outcomes. This model has
come under scrutiny because its emphasis
on equity has, according to some, derailed its
quest for efficiency. This model relies heavily
on insurance-based benefits, non-employment
benefits and pensions. Although declining, the
influence of unions remains strong and the
social partners play an important role in indus-
trial relations. However, in the German case, the
model has proved to be adaptable with the social
partners demonstrating a flexible approach so
that the German economy can continue to grow
and the state can sustain the major part of the
social bargain (see Box 2.1).

The Mediterranean model (Greece, Italy,
Portugal and Spain): social spending is tra-
ditionally relatively low with extensive fam-
ily networks sharing the burden and much of

the expenditure is directed towards pensions.



Collective bargaining determines wages and
the wage structure is highly compressed.
Employment protection tends to be strong
in this model and early retirement has been
used extensively to keep employment down.
Table 1.4 shows the yawning gap between
employment levels of 20—64 year olds and
the achievement of their Europe 2020 targets
which has to cast doubt on the sustainability
of the model unless some way is found of get-
ting more of the population into work — an
urgent but challenging priority in view of the
economic stagnation of these states that are at

the heart of the eurozone crisis.

Figure 1.3 places the four models in an equity/
efficiency matrix. The ideal position to be in is that
of the Nordic model — one of high equity and high
efficiency. The worst position is that of the Mediter-
ranean model which is neither equitable nor effi-
cient. The Continental model is regarded as high
on equity but low on efficiency — although recent
German performance appears to belie this. If they
can increase their efficiency levels, the Continental
model countries could well find themselves in the
position where they can continue to fulfil their equity
goals and perhaps even improve their performance
in this area. Without improved efficiency, however,
itis clear that the sustainability of their high levels of
equity will be undermined. The Anglo-Saxon model
provides an efficient but inequitable system.

The Continental and Mediterranean models
have become inefficient and reliance on strict
employment protection laws has rendered their
systems resistant to change, rigid and bad for over-
all employment levels. Activity rates tend to be
higher in the Nordic and Anglo-Saxon countries.
Pressures from globalisation, ageing populations
and low activity rates make these models unsus-
tainable in the medium to long term and in serious
need of reform. The Anglo-Saxon model is more

sustainable but is demonstrably less equitable than
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the Nordic model. Whether reform takes place in
this model is a political matter.

The Nordic model appeared to be in serious
trouble in the 1980s and early 1990s with seri-
ous doubts emerging about the long-term afford-
ability of their generous welfare states. However,
the Nordic model countries embraced elements
of the Anglo-Saxon model to boost their growth
rates: product markets have become as deregu-
lated as those in Anglo-Saxon countries and labour
markets are less heavily regulated than those in
France and Germany. Increased labour market flex-
ibility has been matched by an emphasis on active
labour market policies which help with re-skilling
and strict fiscal prudence. Trust and consensus are
important watchwords in the Nordic models. The
Nordic countries have also emphasised technol-
ogy, R&D, education and growth — factors which
align the Nordic countries fully with the targets and
objectives of Europe 2020. This combination has, for
example, facilitated the emergence of leading global
telecommunications companies from within their
midst. Although it is unlikely that other member
states will be able to follow the example of the Nor-
dic countries in all aspects because of different social
bargains and different economic starting points, les-
sons can be learned from the Nordic experience in
terms of securing a future which combines equity
and efficiency. It is upon this basis that Europe can
begin to address its competitiveness problems while

not undermining its desire for social cohesion.

EUROPE’S COMPETITIVENESS
PROBLEM

The assumptions surrounding the concept of
competitiveness can be misleading, especially
when they extend the basic principles of competi-
tive advantage to the level of the state. The impli-
cation is that the same analytical principles can be
applied to both the state and the firm. However,
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it would be misleading to extend the analogy of
the ‘state/region as a firm’ too far. The notion of
‘EU plc’ is misleading as it makes certain assump-
tions which can lead to misunderstandings about
the different pressures on states and firms. Krug-
man (1994) disputes the notion that states — like
firms — are in competition with each other for the

following reasons.

m Firms are not like states: the firm is motivated
by profit whereas the latter is motivated by a
broader range of economic, social and political
issues, which can and do interact to influence
the performance of business but which have
other dimensions as well. Moreover, firms can
go out of business whereas states can perform
badly or even fail: in these cases, the political
and economic systems and even boundaries
can change but the territory remains.

m Trade is not a zero sum game. The metaphor of
the state as a firm is based on the premise that
the state will only prosper by winning market
share from other states. However, trade lib-
eralisation is expected to work to the benefit
of all states. Thus, if the EU prospers in global
markets, it may not necessarily be at another

state’s expense.

Nevertheless, the spectre of competitiveness is
raised time and time again. Indeed, it was con-
cerns about Europe’s competitiveness in relation
to the US and Japan that led to the single market
initiative (see Chapter 5) and much of the ongoing
debate about globalisation and Europe’s response
to the rise of the BRICs and other emerging mar-
kets (see Chapters 18 and 19) is expressed in
terms of competitiveness — so what exactly is the
‘competitiveness’ problem faced by the EU?

In part, the answer lies not at the macro level but
at the micro level. The barometer of competitive-
ness is not how well the economy per se does but

how well those firms located within that economy
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are performing (see Chapter 2 for a more applied
view of competitiveness). Thus being competitive
is based on the ability of the firm to preserve and
enhance its presence within the globalising market
place. This means that competitiveness is not pri-
marily about states or government, although gov-
ernment actions can clearly help or hinder firms.
As a consequence, firms must be the focus of policy
and, in the context of the EU, the notion of com-
petitiveness is based upon the ability of all firms
located within the region (both EU and non-EU
owned) to thrive and prosper within the frame-
work of a favourable business environment. Again,
the single market was essentially about removing
barriers to business activity (that is, to improving
the supply-side of the economy) rather than direct
government intervention in production.

Porter (1990), while not taking an extreme
view on the ‘states as firms’ perspective, none-
theless believes that states do compete with each
other. In this context, Porter argues that the
competitiveness of nations is based on the char-
acteristics of the domestic environment. It is the
combination of a series of conditions (and their
mutual reinforcement) within states that have a
large influence upon the performance of busi-
ness on both domestic and foreign stages. Never-
theless, these conditions are a necessary but not
sufficient condition for good firm performance:
firms must still respond to these conditions and
take advantage of them — it is, however, casier to
pcrform well if the appropriate conditions are in

place. Porter’s conditions are:

B Factor conditions: all states have a combination
of given and created factors of production. The
former include energy, raw materials where-
as the latter include infrastructure, skills,
labour, technology, etc. and can be shaped to
varying degrees by public policy. Historically,
Europe’s competitive strength was derived

from its natural factor endowments in terms



of energy supply, raw materials, etc. It was no
coincidence, for example, that the first indus-
trialising countries, for example, were the UK
and Germany which both had large reserves
of coal that enabled them to power the first
factories and early railroads and steam ships.
In the modern world, however, created factors
arc generally regarded as more important than
given factors and these are firmly embedded
in the key themes and targets of Europe 2020.
Demand conditions: demand is important in
understanding user needs and requirements,
especially within the home market. The higher
and more sophisticated the level of demand,
the greater the scope for economies of scope
and scale as well as assorted marketing skills
that could be valuable in overseas markets. It
was to end the fragmentation of the European
market and to create a bigger domestic mar-
ket, thereby reaping these economies of scale
and scope, as a platform for exporting to the
rest of the world that lay behind the single
market programme (see Chapter 5).

Related and supporting industries: these indus-
tries (if they are internationally competitive)
when working closely with firms are able to
spur innovation and change. One potential
impact of the SEM was expected to be greater
specialisation resulting in greater clustering of
related and supporting industries in locations
around Europe. In essence one of the key prob-
lems facing Europe is the continuing absence
of world-class supporting industries to aid the
competitiveness of firms elsewhere in the EU
economy. The dearth of such supporting indus-
tries has been driven by the relative absence
of entrepreneurialism, a limited advanced
scientific research base and the scarcity of
venture capital. The most evident example of
this is the weakness of an indigenous ICT sec-
tor within the EU. Across this industry value

chain, the interlinkages between hardware and
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software firms that drove the emergence of
the US as a ‘new economy’ power are absent.
This is despite the development and sourcing
by Europeans of many of the core technologies
within the new economy.

W Firm strategy, structure and rivalry: how firms
compete and are managed is influenced by the
home environment. The education system,
commercial cultures and competitive struc-
tures are just three factors that can influence
the form and the nature of firm behaviour
within internationalising market places.

However, Porter places the greatest empha-
sis on the intensity of competition as a driver
of change. Under pure market conditions,
the intensity of rivalry creates a distinction
between those firms that have successful strat-
egies and those that do not. In these conditions,
cconomies are subject to dynamic change
which leads to a process of renewal both with-
in firms and across whole industries. These
pressures should breed excellence in products,
services and innovation. However, within the
EU, the intensity of competition has been lim-
ited by the ongoing and incomplete process
of building the single market (see Chapter 5)
and by the actions of states driven by a suspi-
cion of market forces that has caused them to
resist the full forces of competition. The result
is that firms are restricted in using the benefits
derived from intense competition in national
markets to deliver competitive advantage at
the international level. In short, how can firms
be expected to compete internationally when

they are not allowed to compete domestically?

In addition to the four primary determinants
discussed above, Porter’s framework for explain-
ing national competitiveness is supported by two
other factors of secondary importance — chance
(the potential for a random innovation or histori-

cal accident to create change) and government
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(the ability of government policy to influence out-
comes via the primary determinants). Despite its
relative downplaying by Porter, government has
an important facilitating role through its action
and inaction to remove or create impediments to
competitiveness. In the European context, the EU
and national governments together have played
a major role in shaping the factors determining
Europe’s business environment.

Porter’s framework for national competitive-
ness, often referred to as ‘Porter’s diamond’, has
become increasingly popular. In prescriptions for
aiding the development of competitiveness, this
framework has been widely accepted. While it can
be criticised for its simplicity and for the low prior-
ity given to policy makers and MNCs, the frame-
work is a useful benchmark for addressing and
examining issues of national and regional competi-
tiveness. Taking cach of the determinants in turn, it
can be argued that the competitiveness problem is
created by the interaction and mutual dependence
between the primary factors identified by Porter
and between these factors and government policy.

Porter’s perspective on competitiveness merely
reflects a belief that it is the external environment
that shapes a firm’s competitive position and there-
fore enables an economy to prosper. The message
is get the environment right then competitiveness
will result. However this only represents one view
of what enables firms to develop competitive advan-
tage. Others suggest that competitiveness is based on
the internal environment (see Fahy, 2001) and comes
from the interaction between firm (finance, skills,
etc.) and country (education systems, infrastructure,
etc.) specific resources. The policy implications are
that government should seck to ensure that country
specific resources are as valuable as possible to max-
imise the yield from firm specific resources.

Other theories suggest that competitiveness
is based upon the institutional framework (Peng,
2000). This perspective argues that the ability of

firms to develop competitive advantage is derived
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from the form and nature of institutional con-
straints and freedoms created. These can be for-
mal institutions such as laws, regulations etc., and
informal institutions such as culture and ethics.
Clearly there is scope for overlap between these

different views.

A LONG-TERM GROWTH STRATEGY
FOR EUROPE: EUROPE 2020

In 2010, Europe 2020 was launched, a ten year
growth strategy which was the successor to the
Lisbon Strategy and its predecessor the 1993
White Paper Growth, Competitiveness, Employment.
This initiative provides an overview of what the
European policy elite consider the overarching
long-term priorities for the EU and its member
states.

The ambitious Lisbon Strategy aimed to make
the EU the world’s most competitive economy
by 2010.This was to be achieved by a wide range
of interdependent market-driven reforms to
stimulate more intense competition from inter-
nal and external sources and to facilitate the
development of the knowledge economy. The
Lisbon Strategy was important as a long-term
vision into which several governments, previ-
ously sceptical about market-driven liberalisa-
tion, bought. However, the initiative was rapidly
undermined — in part by its over-optimism but
also by events. Enthusiasm for reform started
to wane: this was exemplified by the intense
debates about the ultimately watered down Ser-
vices Directive and the conclusion in the 2010
report on the single market by former EU Com-
missioner Mario Monti (2010) that the EU was
suffering from ‘integration fatigue’. However, it
was the financial and economic crisis that hit just
halfway through the lifetime of the Lisbon Strat-
egy that finally put paid to its chances of even

minor success.



The starting point of Europe 2020 was acknowl-
edgement of the damage done by the financial and

economic crisis which it was claimed had:

wiped out years of economic and social progress
and exposed structural weaknesses in Europe’s
economy. In the meantime, the world is moving
fast and long-term challenges — globalisation,
pressure on resources, ageing — intensify.

(European Commission, 2010a)

The aim of Europe 2020 was to identity, develop
and pursue a strategy that would enable Europe to
put the crisis behind it and to emerge from it as
a reinvigorated, highly competitive economy. In
order to achieve this, the following three, mutu-

ally reinforcing priorities were identified:

1 Smart growth: that is, growth based on knowl-
edge and innovation arising from improved
quality in education; strengthening of Europe’s
research performance; promoting innovation
and knowledge transfer; maximising the use of
information and communication technologies
and facilitating the transformation of innova-
tive ideas into products and services that cre-
ate jobs and address some of the key global
challenges.

Table 1.3 Europe 2020’s five priority targets

Employment
Research and development (R&D)
Climate change and energy sustainability
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2 Sustainable growth: that is, growth that
leads to a more resource-efficient, greener
and competitive economy. This links into
the smart growth theme, for example, by
requiring innovation in greener technologies
which, in turn, have the potential to create
new jobs, especially if Europe can develop a
leading position in some of these technolo-
gies (see Chapter 12).

3 Inclusive growth: that is growth that results in
high levels of employment, reduces poverty
and creates social and territorial cohesion. In
the knowledge-based economy envisaged by
Europe 2020, this requires investment in skills,
education, and training and connects with both
the above priorities. Inclusive growth also
implies that the benefits of economic growth
should reach all parts of the EU, including its
peripheral regions.

In order to move these priorities from being
purely aspirational into something real, five
headline targets have been set to measure pro-
gress towards achieving these priorities (see
Table 1.3). These targets are for the EU as a
whole: each member state has its own individual
target which reflects its starting position and

circumstances.

75% of 20—64 year olds to be employed
3% of GDP to be invested in R&D
20:20:20 strategy (see Chapter 11):

B greenhouse gas emissions to be at least 20% below 1990 levels

B 20% of energy to come from renewables

W 20% increase in energy efficiency

Education

Early school leavers rate to fall below 10%

At least 40% of 30-34 years old to have a tertiary education

Fighting poverty and social exclusion
exclusion

20 million fewer people to be in or at risk of poverty and social

15



A PORTRAIT OF EUROPE

Underpinning these targets are seven, more
detailed flagship initiatives designed to underpin
the targets and push forward the main themes.
Each plan identifies strategies to be followed at
EU and at member state level. Themes contained
in some of these initiatives are raised in subsequent

chapters of this text. The ﬂagship initiatives are:

1 ‘Innovation Union’: the overarching aim of
this initiative is to refocus R&D and innovation
policy on the main challenges facing Europe,
namely climate change, energy and resource
cfficiency, health and demographic change.
The Commission’s role is to create the Euro-
pean Research Area with a strategy to meet the
above challenges; to improve the framework
conditions for business innovation, including
creation of a single EU patent and a special-
ised Patent Court; to upgrade trademark and
copyright regulations; and making it easier for
SMEs to benefit from intellectual property
protection; to strengthen EU instruments that
support innovation (i.e. the Structural Funds,
R&D framework programmes, rural devel-
opment funds etc.); and to strengthen links
between education and business. Member
states will need to develop their own innova-
tion schemes with a focus on encouraging
cooperation between universities and business,
on prioritising R&D expenditure and on ensur-
ing an ample supply of good quality maths, sci-
ence and engineering graduates.

2 ‘Youth on the move’: in order to tackle the
problem of youth unemployment (see Chapter
14) and to foster the creation of a knowledge-
based economy, the aim of this initiative is to
improve the performance and attractiveness
of Europe’s higher education institutions. EU
measures will include enhancement of mobil-
ity schemes for students and researchers;
exploration of methods of promoting entre-

preneurship through mobility programmes for
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young professionals and the launch of a youth
employment framework, along with mem-
ber states and social partners, aimed at easing
the entry of young people into the workplace
through apprenticeships and work experience.
Member states are responsible for financing all
levels of education and training and improving
educational outcomes.

‘A Digital Agenda for Europe’: the aim of
this flagship initiative is to contribute to the
creation of ultra-fast internet for all. The
Commission will work to provide the legal
framework to stimulate investments in an
open and fast internet structure and related
services and to create a single market for
online content. These issues are discussed
more fully in Chapters 13 and, to a certain
extent, in Chapter 9.

‘Resource-efficient  Europe’: the overarch-
ing aims of this initiative, aspects of which are
touched upon in Chapters 10 to 12, are to create
aresource-efficient, low-carbon economy and to
de-couple economic growth from resource and
energy use. The Commission’s plans to achieve
this include developing the use of market-based
instruments such as emissions trading; revi-
sion of energy taxation, etc. (see Chapter 12);
the presentation of proposals to modernise and
decarbonise the transport sector (see Chapter
10); to complete the internal energy market and
promote the use of renewables (see Chapter 11)
and to upgrade energy infrastructure. Member
states are to phase out environmentally harmful
subsidies; to use market-based instruments to
promote the aims of this initiative and to devel-
op their infrastructure accordingly.

‘An industrial policy for the globalisation era’:
a range of measures are to be brought forward
to promote competitiveness and facilitate
entrepreneurship across all sectors of Europe’s
economy and all elements of the increasingly
international value chain (see Chapter 7). This



will include measures to improve the busi-
ness environment, especially for SMEs — work
which will be supported by member states.

6 ‘An agenda for new skills and jobs’: the inten-
tion of this flagship initiative is to modernise
the workforce through developing the flexicu-
rity agenda (see Case Study 14.1); to promote
intra-EU labour mobility; to introduce legisla-
tion to support evolving work patterns and to
promote training, especially lifelong learning.
Some of these issues are discussed more fully
in Chapter 14.

7 ‘European platform against poverty’: the
overall aim is to reduce poverty and combat
social exclusion. More specific EU initiatives
include training for vulnerable groups; anti-
discrimination measures and assistance for the

integration of migrants.

In order to further Europe 2020 goals, the
intention is also to utilise the full range of EU
policies and instruments, including the SEM (see
Chapter 5); the budget and external trade policy
(see Part IV).

Progress to date and
prospects for 2020

Attainment of the goals of the Lisbon Agenda was
patchy to say the least. Indeed, in many respects
the Lisbon Strategy was a failure. Will Europe 2020
be any different? Certainly Lisbon was damaged
by the economic and financial crisis, the effects
of which Europe continues to experience half-
way through the Europe 2020 programme. After
a relatively quiet period in the eurozone, early
2015 finds Europe wrestling with the fall-out
from the eurozone crisis following the election of
an anti-austerity Greek government that would
ideally like to achieve cancellation of a significant

part of its debt. This is strongly opposed by its
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European partners, partly, but not only, on the
grounds of the precedent it would set for other
fiscally imprudent eurozone members. Moreover,
European citizens generally are less enthusiastic
and optimistic about the European project (see
Figures 3.1-3.3) than previously and in the UK,
a referendum on whether the UK should remain
a member of the European Union will take place
by the end of 2017.

Europe 2020 is not helped by the above trends
but the five targets it has set itself (see Table 1.3)
provide a basis on which to begin assessment of
how near or how far away the EU is from achiev-
ing its targets. The energy 20:20:20 targets are
covered in Chapter 11 but the R&D and social
targets (employment, education and fighting pov-
erty and social exclusion) are discussed below.

Research and Development

The Lisbon strategy aimed for 3 per cent of EU
GDP to be invested in R&D by 2010. The fact
that the target remains the same for 2020 tells its
own story. Although the overall EU target is 3 per
cent, each member state has its own individual
target (see Figure 1.4).

According to Figure 1.4, Finland, Denmark,
Germany, Malta and Cyprus appeared in 2013
not to be too far from achieving their target. The
first three in this group already had relatively high
R&D intensity and the target appears to be within
their grasp whereas the opposite was the case in
Malta and Cyprus. However, it could be argued
that the targets set by Denmark and Germany are
not terribly ambitious given their relatively high
starting point which, already more or less met
the 2020 targets at the onset of the initiative. At
the other extreme are Bulgaria, Latvia, Lithuania,
Luxembourg, Poland, Portugal, Romania and
Slovakia who have ambitious targets which will

require acceleration of their R&D expenditure
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Figure 1.4 Europe 2020 R&D targets compared to actual 2013 levels

Note: UK and the Czech Republic are not presented as they are not strictly comparable.
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Source: Eurostat — Europe 2020 indicators.

growth and above average growth compared to
the rest of the Union.

Each member state has its own set of specific
contextual factors affecting its R&D performance
but there are some causes of poor performance
that are common across some or most states,
These include inadequate public funding of the
science base and higher education which, in the
long run, can lead to home-grown scientific talent
moving abroad; an inadequate pool of science and
engineering graduates to serve the needs of busi-
ness and limited opportunities for fruitful coop-

eration between universities and business.

Social targets

The social targets in Europe 2020 link directly into

the strategy’s main themes. If Europe is to become

18

and maintain a status as a leading, high technol-
ogy provider in both manufacturing and services
(and is to achieve its R&D objectives), it needs a
highly educated and skilled workforce. The Lisbon
Agenda’s social objectives were more explicitly
aimed at raising employment in response to the
ageing population, setting explicit targets for over-
all employment as well as for older workers and
the percentage of women in the workforce. Europe
2020 certainly acknowledges the importance of
increasing the share of the population in the work-
force, aiming for at least 75 per cent employment
rates for the adult population aged 2064 by 2020
— an achievement which would help, among other
things, the 2020 target of poverty alleviation (which
will also be helped in the longer run by attainment
of the education targets). However, this overarch-
ing employment target, which essentially relates
to the quantity of the workforce, is augmented by



educational targets which are intended to boost
the quality of the workforce and to help the EU
achieve its broader economic objectives.

Table 1.4 sets out Europe 2020’s social targets for
the EU as a whole and for individual member states
and sets them against actual figures for 2013. In the
process, this gives some idea of how much progress
member states need to make to achieve their targets.

The EU’s employment target is ambitious: in
2004, 67.4 per cent of the EU population aged
20—64 were in employment. By 2013, this had ris-
en only slightly to 68.4 per cent, requiring a 6.6 per
cent increase in employment levels if the EU is to
meet its 2020 targets, which represents an increase
in employment not seen in Europe for some time.

There are two types of changes that will enable
Europe to achieve its 75 per cent employment goal
for 20—64 year olds — cyclical and structural changes.
Cyclical changes depend on what is happening to the
economy generally — economic growth promotes
employment and poor economic performance has
the reverse effect. Since 2010, when the European
economy has struggled to pick up after the 20078
crisis, many EU members have experienced stagnant
or limited growth. The impact of restricted growth
and cyclical factors has been demonstrated most
notably in Greece, which famously has endured the
worst economic situation of all European economies:
in 2010, 63.8 per cent of the Greek adult population
in the 20—64 age group were employed but by 2013,
this had fallen to 52.9 per cent.

However, several member states exceeded the
75 per cent target in 2013, although not neces-
sarily their own national targets which are high-
er than 75 per cent in some cases. These higher
performing countries tended to be in North-
ern European states and fall into one of two
categories — the Nordic and Continental models
— as described above. These countries also tend to
have the characteristics of flexicurity as outlined
in Case Study 14.1. Member states that are the
furthest from achieving the EU and their national
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targets may be experiencing a mix of cyclical and
structural factors. In 2013, in Italy, for exam-
ple, almost 60 per cent of 20—64 year olds were
employed but only 49.9 per cent of females were
employed compared to 62.6 per cent of this age
group and 74.9 per cent of Italian males. In short,
in this case cultural differences relating to gender
roles have a big impact on employment rates.

Employment figures may not have shown much
change in recent years for a number of reasons
but there have been tremendous changes in Europe
2020’s educational indicators. As Table 1.4 shows,
ten member states had already achieved their target
of reducing the percentage of early school leavers
by 2013 with several others also near to achieving
their target ahead of 2020. What the table does not
show is the tremendous fall in this indicator since
2004 in member states that remained a long way
from achieving their 2020 target in 2013. Portu-
gal, for example, has a target of 10 per cent but, as
recently as 2004, 39.3 per cent of its young peo-
ple left school at the earliest available opportunity
which makes the fall by 2013 to a figure of 18.9
per cent remarkable. The trend has been similar in
Spain and Malta to varying degrees.

Trends in tertiary education show a similar
pattern: by 2013, 12 member states had met their
individual targets for the percentage of 30-34
years olds with tertiary education (see Table 1.4).
However, this does not tell the whole story. Since
2004, the percentage of 30—34 year olds across
the EU with a tertiary education has risen from
26.9 to 36.9 per cent — an impressive rise in such
a relatively short period of time.

Figure 1.5 shows how large the increase in the
percentage of graduates in the 3034 age group
has been for many countries between 2004 and
2013. This growth has been particularly pro-
nounced in the Baltic states and other member
states that have joined the EU since 2004, ena-
bling several of them to reach their targets ahead
of 2020.
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Table 1.4 Europe 2020 social targets compared to actual performance in 2013

Austria
Belgium
Bulgaria
Croatia
Cyprus
Czech Rep.
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland
Italy
Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden
UK

EU-28

Employment

75% of 20-64
year olds to be

employed

Actuals
2013

75.5
67.2
63.5
57.2
67.2
72.5
75.6
73.3
73.3
69.6
77.3
52.9
63.2
65.5
59.8
69.7
69.9
71.3
64.8
75.5
64.9
65.4
63.9
65

67.2
58.6
79.8
74.8

68.4

National
target

77
73
76
63
75
75
80
76
78
75
77
70
75
69
67
73
73
73
70
80
71
75
70
72
75
74
80

75

Early school
leavers
below 10%
Actuals National
2013 target
7.3 9.5
11 9.5
12.5 11
4.5 4
9.1 10
5.4 5.5
8 10
9.7 9.5
9.3 8
9.7 9.5
9.9 10
10.1 9.7
11.8 10
8.4 8
17.9 16
9.8 13.4
6.3 9
6.1 10
20.8 10
9.2 8
5.6 4.5
18.9 10
17.3 11.3
6.4 6
3.9 5
23.6 15
7.1 10
12.4 -
12 10

Source: Eurostat — Europe 2020 Indicators.
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Education

Poverty and social exclusion

40% of 30—40 years At least 20mn fewer
olds to have tertiary people to be in or at

education+
Actuals  National
2013 target
27.3 38
42.7 47
29.4 36
25.6 35
47.8 46
26.7 32
43.4 40
43.7 40
45.1 42
44.1 50
33.1 42
34.9 32
31.9 30
52.6 60
22.4 26
40.7 34
51.3 49
52.5 66
26 33
43.1 40
40.5 45
30 40
32.8 27
26.9 40
40.1 40
42.3 44
48.3 40
47.6 -
35.9 40

risk of poverty

18.8
21.6
49.3
32.6
27.1
15.4
19

23.4
17.2
19.1
19.5
34.6
32.4
30

29.9
36.2
32.5
18.4
23.1
15

26.7
25.3
41.7
20.5
19.6
27.3
15.6
24.1

24.7

Actuals 2013 National
% of pop.
under 60

target % of
pop. under 60
18.9
20.8
48
29.9
27.8
14.6
18.9
23.5
16
18.1
19.3
35.7
33.5
29.5
28.4
35.1
30.8
19
24
15.9
25.8
27.5
40.4
19.8
20.4
27.3
16.4
24.8

24.5



A PORTRAIT OF EUROPE

60

50 -

40 -

% 30 +

20 -

10

Ireland
Lithuania
Sweden
Cyprus
Finland
France
Estonia
Denmark
Netherlands
Belgium
Spain
Latvia
Poland
Slovenia
EU-28
Greece
Germany
Hungary
Portugal
Bulgaria
Austria
Slovakia
Malta
Croatia
Romania
Italy

Luxembourg

O 2004 actual @ 2013 actual

Figure 1.5 Percentage of 30-34 year olds with tertiary education, 2004 and 2013

Source: Eurostat — Europe 2020 indicators.

KEY POINTS

m Europe shares much in terms of a common history and aspects of culture but the differences
among European countries continue to manifest themselves in a variety of ways.

m Competitiveness is a complex issue which is open to various interpretations.

m The European Union through its Europe 2020 initiative, which follows on from the Lisbon
Agenda, is seeking to put Europe back on track after the economic and financial crisis and to
help it thrive in the hyper-competitive world economy.

m The main themes of Europe 2020 are Smart Growth, Sustainable Growth and Inclusive Growth.
These themes are reinforced by five measureable targets and seven flagship initiatives. Progress
towards achieving these targets is far from even.

ACTIVITIES

1 Research the Nordic model further. To what extent are the Nordic countries equipped to meet the twin
challenges of globalisation and an ageing population? What can other member states learn from the Nor-
dic model and to what extent can or should the Nordic experience be transferred to the rest of Europe?
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2 Choose a European country and analyse it in the context of each of Porter’s determinants of competi-
tiveness. What conclusions do you draw from this analysis about the prospects for your chosen economy?

3 Choose one of the three overarching themes of Europe 2020 and research how the flagship initiatives

are intended to contribute to your chosen theme.

4 How do the various themes, flagship initiatives and targets of Europe 2020 overlap and reinforce each

other?

QUESTIONS FOR DISCUSSION

1 To what extent do the objectives of Europe 2020 align themselves with the Nordic state model? What
challenges do you envisage in transferring this model, even partially, to other EU member states?

2 What makes a nation competitive?

3 Assess the targets of Europe 2020. Would you have included any others?

4 Relative to the rest of the world, European states have much in common among themselves. Do you
agree? Are the common factors sufficient to enable Europe to continue to search for a common future

or is Europe too divergent for this to work?
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