UNIVERSITY OF STRATHCLYDE

DEPARTMENT OF MARKETING

MARKETING AND COMPETITIVENESS:
A SURVEY OF CURRENT PRACTICE AND PERFORMANCE IN THE
UK TEXTILE MACHINERY INDUSTRY

VOLUME ONE

Tawfik Mohamed Abdel-Mohsen

Submitted according to the Regulations for the Degree of PhD.

Glasgow December 1986



ABSTRACT

In common with many other branches of engineering in the UK,
the textile engineering industry has lost its competitiveness 1in
international markets. The aim of this study was to gain an
understanding of the reasons underlying this decline. In
particular, the research focused on understanding the role that
marketing factors have played in the declining competitiveness of
the industry and the means by which British management and the
government may be able to overcome this problem and improve the

competitive situation of the industry.

A thorough examination of the literature dealing with
competitiveness was carried out and based upon this, specific

hypotheses were formulated and tested.

The empirical investigation was carried out during the period
between March and June 1986. A questionnaire was mailed to 128
firms in the British textile machinery industry. The subsequent
analysis is based on a total sample of 31 companies which 1s
considered to be reasonably representative of the industry as a

whole.

The findings of the field work revealed that the steady
decline of the UK textile machinery industry international

competitiveness is linked to a lack of marketing orientation.
Many British companies are production or sales-oriented rather than

marketing oriented. By contrast, the in-roads being made into the

UK market by foreign textile machinery manufacturers were largely

based on a strategy aimed at satisfying customer needs and wants.

To improve the performance of this industry in the UK, it i1s
recommended that a marketing oriented approach should be adopted by
British management and the government should take steps to remove
the obstacles which impede the performance of the industry, such as

inadequate investment, lack of qualified R & D personnel and the

proliferation of bureaucratic practices.



i1

ACKNOWLEDGEMENTS

In the course of preparing this research I have received a
great deal of support from a number of persons, to whom I must

extend my thanks.

My greatest debt of gratitude is due to my supervisor,
Professor Michael J Baker, Deputy Principal and Head of the

Department of Marketing at Strathclyde University, who provided the
initial stimulus to undertake this study and gave me all the help I

needed to ensure its completion. To him I owe more than I can

ever acknowledge here.

My deepest thanks are due to Mr A W Gordon, Senior Lecturer in

the Department of Marketing, for his encouragement and help

throughout the period of the research.

I should like to express my thanks and deep gratitude to Dr
J Kinsey, Dr A G Fahad, Miss Susan J Hart, Mrs Caroline Black, and

Mrs Margaret Potts for a number of helpful suggestions.

My deep gratitude also goes to Mr Callaghan, English lecturer
in the Department of Marketing, for his help and generous

co-operation in advising me concerning the use of grammatical
English in this thesis.

I am also much indebted to the Egyptian Government and Zagazig
University for the financial support that enabled me to undertake

this study. This support is gratefully acknowledged.

My thanks are also due to many companies who participated in

this research and provided me with valuable material for this
thesis.

Special thanks are also due to Mrs June Peffer for her kind
help, so willingly offered.



i1ii

My grateful thanks are extended to Mrs Jean Davidson for

undertaking the typing of this work in so expert a fashion.

I also thank all the members of staff and my Egyptian

colleagues in the Department of Marketing for their assistance.

I am very grateful to my wife for her patience, understanding

and the unstinting support she continuously provided during the
period of study.

Lastly, my little daughter Heba deserves very special thanks,
She created for me a warm and joyous atmosphere while I was writing
this thesis.



iv

Dedication

To my Mother and the memory of my Father.



CONTENTS

ABSTRACT

ACKNOWLEDGEMENTS

DEDICATION

Tables

Figures

CHAPTER 1: GENERAL INTRODUCTION: THE PURPOSE AND
SIGNIFICANCE OF THE STUDY.

Introduction
The Importance of the Study
The Organisation of the Study

References

CHAPTER 2: INTERNATIONAL COMPETITIVENESS: A CONCEPTUAL
AND ANALYTICAL FRAMEWORK

Introduction

Trade Theories as a Policy Guide
Ricardin and Heckscher Ohlin trade models
Technology based Theories

Conclusion
Competitiveness and the British position
The Meaning of Competitiveness

Measurements of Competitiveness
UK Competitiveness and Market Share

Conclusion

Reasons for the UK's lack of international
competitiveness

Theoretical explanations
Empirical Studies
Conclusion

References

Page

i1

iv

O WV 00 o

14
25
28
28
32
41
55

26
56
61
75
76



CHAPTER 3:

CHAPTER 4:

vi

PRICE AND NON-PRICE COMPETITIVENESS:
A MARKETING APPROACH

Introduction
Pricing and Price Policy
Pricing Objectives
Pricing in Micro Economic Theory
Pricing Strategles and Methods
Price Versus Non-Price Competition
Price Competition
Non~-Price Competition

Conclusion
Sources of Non-Price Competition

Competition through Product
Service

Promotion

Distribution

Conclusion

References

COMPETITIVE MARKETING STRATEGIES:
LESSONS TO BE LEARNED FROM THE JAPANESE

Introduction
Competitive Marketing Strategies
The Concept of Corporate Strategy

Analysis of Industry Structure and
Competitive Strategies

Marketing Strategy: A Review

Managing Strategic Change and
sustaining a Competitive Advantage

Conclusion

93

93

98
100
113
123
143
143
150
160
164

165
179
182
194
199
200

223
223
224
224

227
237

250
263



CHAPTER 4:

CHAPTER 5:

vii

COMPETITIVE MARKETING STRATEGIES: LESSONS
TO BE LEARNED FROM THE JAPANESE (Cont'd)

The Japanese Marketing Challenge
Japanese Marketing System
The Role of Japanese Government
Japanese Management Style
Manufacturing Techniques
The Japanese Character

Conclusion

References

THE UNITED KINGDOM POSITION IN THE WORLD
TEXTILE MACHINERY INDUSTRY

Introduction

Factors determining International
Competitiveness in the Textile
Machinery Industry

Nature of the market and the main
elements of competition

Characteristics of Market Leaders
What the Customers Say

General Description of the UK Textile
Machinery Industry

Recent Changes in Structure and
Production

Analysis of Profits and Losses
The High Degree of Specialisation

Main Product Groups and their
Geographical Location

International Trade
Relations with Government
Conclusion

References

Page

266
266

289
293
298
300
301
302

322
322

324

324
332
343

351

351

355
358

360
360
366
371
372




viii

CHAPTER 6: DESIGN OF THE FIELD STUDY

CHAPTER 7:

Introduction

Statement of Research Problems and Objectives
Formulation of Hypotheses

Identification of the Sample

Development of the Questionnaire for
collecting the Data.

References

ANALYSIS OF THE FIELD STUDY FINDINGS

Introduction

Marketing Orientation and Organisation
Background to Firms in Sample

Attitudes to Marketing and the Marketing
Concept

Organisational flexibility and
Adaptability

Main Conclusion

An assessment of the current practice and
performance of the marketing functions
carried out by British Textile Machinery
Firms to face Foreign Competition

Marketing Planning
Market Segmentation

Market Research

Product Policy

Services

Pricing

Promotion

Personal Selling

Distribution

Key Factors for Competitive Success
Competitor Analysis

Evaluating and controlling the
marketing functions

Main Conclusion

391
398

399
399
402
402

405

409
415

416
417

421
422

425
438

439
442
445
448
451
455

460
461




ix

Page
CHAPTER 7: ANALYSIS OF THE FIELD STUDY FINDINGS (Cont'd)

Factors affecting Competitiveness in the UK
Textile Machinery Industry 464

Reasons behind the decline in the UK
Textile Engineering Industry's

International Competitiveness 464

Factors affecting the future Competitiveness

of the UK Textile Machinery Industry 468

What Steps Government might take to improve

the Competitive Position of the Industry 472

Main Conclusion 480

References 483
CHAPTER 8: SUMMARY AND IMPLICATIONS OF THE STUDY 484

Introduction 484

Contribution of the Study 486

Limitations of the Study and Suggestions

for Further Research. 487
APPENDIX A: Covering Letter 490
APPENDIX B: Follow-up Letter 491
APPENDIR C: Questionnaire 492

BIBLIOGRAPHY 512




TABLE

2.1

2.2

2.3
2.4

2.5
2.6

2.7

2.8

2.9

2.10
2,11
2,12

2,13

2,14
2.15
2,16

2.17

3.1
3.2
3.3
3.4

LIST OF TABLES

Characteristics of the Product Cycle

Differences between Heckscher-~Ohlin Theory
and the Product Life Cycle

Prices in OECD

UK Manufacturing Unit Labour Costs and
Competitiveness 1979-83

International Manufacturing Competitiveness

Exports of Manufacturers in World Market

Import Penetration and Export Sales Ratio
for UK Manufacturing Industry

Import penetration of Manufactured Goods
in EEC Countries

Export of Cars and Commercial Vehicles
from leading Producing Countries 1953-59

Car Output 1971-1981

United Kingdom Steel Trade

UK and World Output 1955-1977

Some factors cited by SWP/EDC as affecting

the ability of 30 sectors to compete in the
Market Place

Constraints to enter Export Markets
Supplier Willingness to Adopt Products

Dissatisfaction with Delivery Service

Average Value per tonne of Non-Electrical
Machinery CITC 7.1 Exports

Potential Pricing Objectives

Objectives in UK and Export Markets
Economic Market Structure

Five Pricing Strategiles

Page

18

22

38

42
42
44

45

47

50
50

52
54

64

67

68
68

70

105
112
122

135




TABLE

363
3.6

3.7

3.8

3.9

3.10

3.11

3.12

3.13

4.1
4,2
4.3

4.4

4ed

4.6

5.1

5.2

5.3

X1

Aspects of price Negotiation

Ranking of the elements of the marketing mix

Ranking of Marketing Elements in UK and
Export Markets

Factors in sales success

Operating Factors Generating the Commercial
Success of the Case Study Companies

Reasons for UK Textile Companies Purchasing
Foreign built Machinery, 1970-1976

Relationships between Technological
Leadership and Competitive Advantage in
Electric Calculators

Determinants of Advertising Intensity

Relationship between Market Share and
Total Therapeutic Class Promotion
Expenditure

Growth Vector Components
Determinants of Generic Strategies
Implication of Product Life Cycle

Marketing Strategles for Gaining
Market Share

Product Process Technology and the
Generic Strategies

Characteristics of Japanese and American
Management Styles

Employment of R & D Personnel in Textile
Machinery and in Machinery Manufacturing

Factors considered in the Evaluation and
Selection of Alternative Textile Techniques

Analysis of Establishments by size, 1982

Page

146

150

154

155

163

175

176

189

195

225
236

238

248

257

297

335

349

352




xii

TABLE
Page
5.4 Employment in Textile Machinery Production
in the EEC 353
5.5 Textile Machinery UK production 356
5.6 Trends in Production within the EEC
Production Indices, 1973-82 356
S.7 Net Results from Sample Companies 357
5.8 Shares of World Trade in Textile Machinery
by Major exporting Countries 361
5.9 Export Shares 1970-72 and 1977-79 Textile
Machinery Export as Z of OECD Total 361
5.10 UK Export Share and Market Growth in Ten
Selected Markets 363
5.11 Top 25 Importers of all Textile
Machinery 1982 364
5.12 Exports and Imports in the UK Textile
Machinery 365
5.13 Money Market Interest Rates 369
6.1 The Overall Pattern of Response 389
6.2 Managerial Position of Respondents to the
Questionnaire 390
7.1 Analysis of Responses by Product Category 404
7.2 Involvement in Domestic and Export Market 404
7.3 Distribution of the Sample Companies in
terms of number of Employees, Turnover,
and Profits and Losses 406
7.4 Managers' awareness of the Importance of
Marketing and Customer Sovereignty 407
7.5 Existence of a Marketing Department 410 ;
7.6 Engage in Marketing Training Programme 411 §
|
7.7 Use of Specialist Marketing Services 412 %




xiii

TABLE
Page
7.8 Extent of Participation in carrying out
the Marketing Functions 414
7.9 Degree of working with other Departments 415
7.10 Existence of Marketing Plan 417
/.11 Prime Objectives of the Marketing Activity
in both UK and Export Markets 418
7.12 Importance of Factors when making Marketing
Plans 420
7.13 Market Segmentation in the Companies Studied 421
7.14 Method of Segmentation 422
7.15 Market Research in the Companies Studied 422
7.16 The Importance of Various Marketing
Research Functions 424
7.17 Reasons for not doing Market Research 426
7.18 Existence of Formal Policy towards the
Development of New Products 428
7.19 Factors Influencing New Machine Introduction 429
7.20 Test Marketing in the Companies Studied 429
7.21 Extent of using Various Criteria to Test
New Machines 431
7.22 Factors Leading to Successful Product Launch
in the Last Ten Years 432
7.23 Factors Leading to Unsuccessful Product Launches
in the Last Ten Years 433 :
7.24  Major Barriers to Innovation 436 |
7.25 Extent of Product Uniqueness 437 '
7.26 Providing Marketing Services 438
7.27 Most Important Pricing Objectives in both
‘ UK and Export Market 440
7.28 Methods of Pricing in both UK and Export
Market 441




TABLE

7.29

7.30

7.31
7.32

7.33

7.34

7.35

7.36

7.37

7.38

7.39

7.40

7.41

7.42

7.43

7.44

7.45

xiv

Firm's Prices compared with those of their
Competitors

Carrying out Promotional Activities

Most Important Promotional Activities

Methods of Setting Advertising and
Promotion Budgets

Importance of Factors in Sales Personnel
Selection

Major Methods employed by Firms to
Motivate Salesmen

Channel of Distribution used by Firms
Studied

Most Important Methods of Distribution used
in Export Market

Relative Importance of Factors in Gaining
Sales in Domestic Market

Relative Importance of Factors in Gaining
Sales in Export Market

Nature of Competition in the Textile
Machinery

UK Performance compared with Foreign
Competitors.

Frequent Control of the Marketing Functions

Importance of factors in Evaluating
Marketing Performance

Reasons behind the Decline in the UK
Textile Engineering Industry's
International Competitiveness

Factors affecting the future Competitiveness

of the UK Textile Machinery Industry

Number of Companies received assistance
from Government

Page
442

443
bbb
445

446

448
449

450
452
453

456

458
461

461

466
469

473




XV

TABLE
Page
7.46 Types of Governmental Aids 474

7.47 Importance of Steps that Government might
take to Improve the Competitive Position
of the UK Textile Manufacturing Industry 475



xvi

LIST OF FIGURES

o e e —

Page
FIGURE
2.1 A Schematic presentation of the US Trade
Positions in the Product Cycle 21
2.2 Two Measures of Price Competitiveness 37
2.3 UK Trade in Manufactured Goods . 48
3.1 Market Structure 118

4,1 Forces Governing Competition in an Industry 228



CHAPTER 1

General Introduction: The Purpose and Significance
of the Studz



CHAPTER 1

General Introduction: The Purpose and Significance
of the Study

Introduction

Britain is one of the world's largest industrial nations and
depends on its industrial products as an essential element for

economic growth., Despite the important role of these industries
Britain has been suffering a continuous long term decline in

international markets.

The analysis of import penetration and export sales ratios
confirms the overall situation, and some industries such as
mechanical engineering, cars, steel, and chemicals are clearly in a
position where the increase in import penetration compared to
export performance seems to illustrate the decline in competitive-

ness of these industries.

It has been suggested that this decline in competitiveness 1is
due to the limited attention given to marketing. An examination
of the literature dealing with competitiveness shows an almost
complete neglect of the marketing function and its role in

improving the competitive situation of British industries.

In fact lack of marketing as a reason behind the decline in
competitiveness of UK industry was noticeable in even the early
writings on competitiveness.

McGeehan(l), Ray(z) and a NEDO(B) study in 1977 indicated the
importance of poor marketing as a contributory factor to the UK's

disappointing industrial performance.

More recently, many other studies and surveys have seen this

&4
as the root of Britain's lack of competitiveness, e.g Baker( ),



Rothwell(s). King(ﬁ), Turnbu11(7). Press and COppack(S),
Thirlwall(g), Abu-Zeid(lo) and Briggs(ll). By contrast, foreign
competitors from Japan and West Germany are more aware of the vital

role of marketing.

Recent research by Doyle(lz) attributed the competitive
success of Japanese firms in the UK market to this customer

orientation, Connell(la), Piercy(la) and Limprecht and Hayea(ls)

come to a similar conclusion about successful German companies.

The above argument must not be taken to say that lack of
marketing is the only element behind the decline in competitiveness
of the UK industry, several additional factors should not be

ignored. This may include lack of support from government on such
issues as, the National Insurance surcharge, exchange rate, credit
guarantee facilities, inadequate control programme for imported

products, energy cost and lack of financial support regarding the
funding of R & D.

As far as the UK textile machinery industry is concerned,
studies have demonstrated that for many years the industry has on

balance been exporting products that are less sophisticated

technologically than those it has been importing.

In fact, these observations formed the basis for the NEDO

Textile Machinery Committee decision to concentrate on studying the

competitive situation of the industry.

These studies conducted by NEDO are not indicative of an
awareness of trends in the world of textile machinery. The
relative importance of certain factors associated with competitive
success of the industry are highlighted, but they give very little
indication as to how these could be analysed to provide a useful
basis for targeting their official resources to meet the needs of

firms. No criteria are developed in these studies for identifying



the main causes behind the declining competitiveness of the

industry and the means by which other countries have overcome

similar circumstances. No indication exists in these studies or
from discussions held with officials in the BTMA that attempts have

been made in that direction. .

The purpose of this research is therefore to develop the basis
for evaluating the main factors underlying the declining
competitiveness of the above industry in order to help British
management and government to take the necessary action to enable

companies in the industry to become more efficient and competitive

and hence to increase their share of world and UK markets.

Significance and importance of the stud
The present study is considered important for the following

reasons.

Firstly: This study meets the demands of the National
Economic Development Office and other organisations associated with
industry whose primary objective is to help the companies

operating within the industry to become more competitive.

Secondly: The increased importance of the industrial products

for the growth of the British economy. The significance of this

study stems from its concern with a sector which is showing a

remarkable impact on the performance of the UK Mechanical
Engineering industries, i.e textile machinery sector. The
importance of the textile machinery industry can be seen not just
in terms of export, profits and employment but also on its impact

on other industries such as the textile industry.

Thirdly: An industrial historian may find this study of

interest, but more important are the lessons to be learned by those
who are fighting hard to keep their companies healthy and
competitive, especially if they are in direct competition with



countries like Japan and West Germany who have proved themselves to

be formidable opponents.

Fourthly: The present study constitutes further research into

the contribution of marketing to competitive success.

Organisation of the Study
This study is organised in eight chapters, the first of which

is the introduction.

Chapter Two is devoted to providing a theoretical and
analytical framework which might be useful for understanding the
nature of competitiveness of British industrial products. It
begins by discussing international trade theories as a useful

starting point for understanding trends in international
competitiveness. This is followed by definition of the meaning of
competitiveness and the causes behind the UK's lack of

international competitiveness.

Chapter Three is an attempt to illustrate how and why
marketing became essential for international competitiveness. In
this area, it begins by discussing how a marketing orientation can
be useful for competitive success. Next, a general review of
pricing policy. This is followed by an examination of the

relative importance of price and non-price competitiveness.

Part One in Chapter Four is devoted to a general review of

competitive marketing strategies. It tried to answer the

following question: Which strategy should be adopted by a firm

operating within an industry in order to compete in the world

market?

The second part of this chapter looks at the success of
Japanese firms in searching for clues which might lead to the
revitalisation of Britain's flagging competitive position.



Chapter Five describes the major characteristics of the UK
textile machinery industry and its international rivals. It
begins by discussing the nature of competition in the world of
textile machinery. This is followed by a brief description of

the UK textile engineering industry.

Chapter Six discusses the design of the field study and is a
bridge between the theoretical framework and the empirical
findings. It includes the identification of the problem areas and

objectives, formulation of hypotheses, identification of the sample

and the development of the questionnaire.

Chapter Seven is devoted to presenting a discussion of the
study findings with the statistical methods used in the analysis of
the data.

Chapter Eight presents the contribution of the study,

discusses its limitations and, where possible, make recommendations

and suggestions for further research to be undertaken.
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CHAPTER 2

International Competitiveness:
A Conceptual and Analytical Framework

Introduction

The purpose of this chapter is to develop a theoretical and
analytical framework, which might be useful for understanding the

nature of competitiveness of British industrial products.

Accordingly, one part of this chapter will discuss international
trade theories as a useful starting point for understanding trends in
international competitiveness. This will cover the traditional

Ricardian view, the Heckscher-Ohlin theorem, the technology gap models

and the product life cycle theory.

In another part of this chapter we will explore the meaning of
competitiveness and the different ways in which it is conceived and
measured. This will lead us to examine trends in UK competitiveness
at the macro economic level, since it is part of the environment in

which competitive firms decisions are made.

To complete the chapter we will examine the causes behind the

lack of competitiveness in British manufacturing industries. This

will involve a theoretical and empirical explanation to pave the way
for discussion in detail price and non-price competitiveness as

factors determining the competitive strategy of firms operating within

an industry in the market place.

The above issues will be presented in three sections:

First: International trade theories as a policy guide.
Second: Competitiveness and the British position.

Third: Reasons for the UK's lack of international competitiveness.



SECTION ONE: Trade Theories as a Policy Guide
The aim of this section is to review briefly what has been the

main stream of thought regarding the determinants of comparative
advantage*, in order to help policy planners to understand the

underlying forces affecting international competitiveness.

Ricardian and Heckscher Ohlin Trade Models
From the late eighteenth century with the advent of Adam Smith's

ploneering tract the Wealth of Nations, international trade theories

have preoccupied the minds of economists.

Ricardo developed his theory of comparative advantage which
assumes that "a country will produce and export products that use the

lowest amount of labour time relative to foreign countries and import
those products that have the highest amount of labour time in
production relative to foreign countries. Furthermore, only relative

W (1)

amounts of labour time matter

Accordingly the relative prices of commodities varies from
country to country due to differences in production costs, and
production costs were in turn dominated by labour costs. Relative
labour productivity thus becomes the principal determinant of
comparative advantage. 'Disparities in labour productivity were

2
attributed by Ricardo to differences in production technology"( ).

It is for this last reason that the Ricardian model has generally
been rejected as scientifically unsatisfactory by contemporary trade
theorists, even though a number of attempts have been made at testing
the Ricardian theory of comparative advantage. Most notable is the
work of MacDougall (1951) and Bhagwati (1964).

* It is important to note here that the researcher will use the
terms comparative advantage and competitive advantage as
descriptions of the same phenomenon which refer to the relative
advantage of certain country's product in the market place.
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HacDougall(3) examined the patterns in growth of exports for the
UK and US. He found that the labour theory was indeed confirmed,
since there was a clear tendency for each country to get a larger and
larger share of the market, the greater its comparative advantage.

(4)

In his (1964) survey of trade theory, Bhagwati examined the

logic and underlying assumptions of the Ricardian model and the

empirical procedure whereby the hypothesis was tested in successive
steps. He argued that the procedure was defective insofar as
relative export prices could not necessarily be approximated by labour
productivities and other measures. He went on to demonstrate this

point using correlation methods and concluded that 'there 1is yet no

evidence in four of the Ricardian hypothesis'.

For a more complete understanding of the sources of comparative
advantage in international trade the next major step was the so-called
Heckscher-Ohlin theory. This theory states that a country will
export those goods whose production intensively utilises the country's
abundant resources and import those goods whose production intensively
utilises the country's scarce resources(s). For example, a country
with a relative abundance of capital compared to the rest of the world
will face a price for the use of capital relative to labour services,
less than that faced by the rest of the world. Thus industries whose
products employ more capital relative to labour in production can

produce a unit of output of such goods at a lower cost than can the

rest of the world. But by the same logic, the rest of the world can
produce at lower cost a unit of output of labour-intensive goods.
Consequently the capital abundant country will have a comparative
advantage in capital-intensive goods and will export these in exchange

for labour-intensive goods.

Grubel(s), Magee(7). Freeman(a). and Scoct(g), among others
indicated that this factor propositions explanation of comparative

advantage is based on the following assumptions:



l.

Je

6.

subjected to much general criticism., Kindleberger

11

Technology 1is static, and countries have equal access to
technical know-how,

Rankings of commodities according to factor intensities of
production are identical across countries, irrespective of factor
price variations.

Both types of countries are incompletely specialised and continue
to produce both products in international equilibrium.

Industries operate in a climate of perfect competition and free
trade.

Consumer preferences are identical across countries, and are
determined solely by relative prices.

Governments do not interfere with free trade through tariffs,

quotas, taxes or other regulations.

Given these assumptions, the Heckscher-Ohlin approach has been

(10), Johnson(ll),

Walker(lz), and Stein(ls), among others argued that:

1,

2,

3.

b

The Ricardian and Heckscher-Ohlin models, involved reducing the
world economy to distinct pairs of countries, exchanging distinct
pairs of commodities,

Neoclassicists have usually chosen food and clothing as their
typical commodities and have assumed that price alone determines
consumer preference.

The Ohlin theory of international trade is essentially a static
theory which concentrates on the determination of comparative
advantage at a given point in time. It does not deal with the
more dynamic issues concerning the determinants of change in
comparative advantage over time.

The trade effects of changes in demand patterns associated with
economic growth and development are not treated within the
Heckscher-Ohlin theory, likewise, the impact of technological
innovation on comparative advantage is ignored 1in the
Heckscher-Ohlin theory, which specifically assumes identical

production functions internationally.
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5. Heckscher-Ohlin theory does not discuss the introduction of new

products or change in production condition over time.

Consequently, the failure of Ohlin theory to provide an adequate
explanation for the competitive advantage which industrialised nations

appear to possess in different industries was dramatically illustrated

by the so-called "Leontief paradox'.

Leontief(IA)

set out to test whether US comparative advantage in
the international trade of manufactured goods was determined by the
nation's relative abundance of capital over labour. He demonstrated
that the Heckscher-Ohlin model's predictions of the factor intensities
of US imports and exports were incorrect. Contrary to general
expectations, US imports appeared to be more capital intensive than US

exports.

In attempting to éxplain Leontief's results, a number of
researchers have focussed on the non-homogeneity of labour. Leontief
himself in a 1956 paper(ls) showed that production of US exports
employed relatively more skilled labour than did production of import-
competing goods. Karvi's(16) study, at roughly the same time showed
that US export industries possessed, on average, higher wages than

import competing industries,

A study conducted by Japanese economists indicated that
Leontief's paradox is not confined to the US. The study showed that

exports from capital scarce Japan were on the average more capital

intensive than products which had to compete with substantial imports

(17)

in the local markets

Three other tests of the Heckscher-Ohlin hypothesis based on
input studies give conflicting results. One by Stolper and Roskamp
of East German trade supports the Heckscher-Ohlin hypothesis(la)-

Two others, one of Canadian-United States trade(lg) and one of Indian-
United States trade(zo), also reveal a Leontief type paradox. In
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both instances the imports of other countries from the United States
tend to be labour intensive and the exports of other countries to the

United States tend to be capital intensive.

In this regard Hirsch(21) pointed out that Leontief's finding may
be re-interpreted as follows: '"The international competitiveness of

US exports can be ascribed at least in part to the relative abundance

of skills of labour'". He concluded that "this interpretation of
factor-proportion approach, does not affect the policy guidelines
implicit in the Heckscher-Ohlin theorem, a country should give priority
to the manufacture of products containing a high proportion of locally
abundant factors. Factors, however, should be carefully defined in
order to avoid possible confusion arising from erroneous

classification'.

The discussion so far has emphasised production factors and
production costs as the elements which determine comparative
advantage, other factors such as demand patterns should also be

considered.

Linder(zz)mentioned that the factor proportions analysis cannot

possible explain intra-regional trade because, by definition, a region
has homogeneous factor proportions. There are other variables,

whatever they may be, which are more important than the factor
proportions. In seeking an alternative hypothesis, Linder indicated
that a country cannot achieve export competitiveness in any
manufactured items which have not originally catered for local

needs(za).

It seems clear that Linder's hypothesis is in complete opposition
to a central prediction of the Heckscher-Ohlin model that the greater
the disparities in capital and labour endowments between countries,

the greater the opportunities for trade.
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Having said that Linder's.model contains certain guidelines of

which policy planners and individual firms might take cognisance(za).

The first concerns the timing of international trade activities,
the sooner firms raise their trade horizons across national
boundaries, the more likely they are to benefit from economies of

scale and from all the other benefits desired from higher sales

volumes.

The second guideline concerns the directions of export
endeavours. These should be concentrated on countries whose average

income level is roughly equal to that of the exporting countries.

(25)

However Walker claimed that Linder himself was unable to

explain if countries with similar proportions of labour and capital
produce similar commodities, where is the source of comparative
advantage that generates trade? '"If monopoly gained via
specialisation is the source, does this not contradict the 1nltial
assumption that countries with similar income level have similar
commodity compositions of production? Can product differentiation

within a product group provide an explanation?"

Consequently an alternative approach which contains answers for
these questions, while introducing a number of additional variables
into the analysis of international competitiveness can be found in

technology gap and product life cycle theories.

Technology Based Theories
Recent formulations of trade theory which attempt to explain

patterns of trade in manufactured goods explicitly include the role of
technological innovation in determining comparative advantage can be

divided into technology gap theory and product life cycle theory.



15

The Technolo
In an attempt to explain certain types of trade which violate

- Theor

Heckscher-Ohlin's theory, Posner(zs) developed the technological gap
hypothesis. He pointed out that "by technical changes and
developments that influence some industries and not others, because
particular technical changes originate in one country, comparative

cost differences may induce trade in particular goods during the lapse
of time taken for the rest of the world to initiate one country's

innovation'.

Consequently according to Posner, there is a certain time lapse
between the introduction of a particular innovation in one country and
the successful adoption of that innovation by its trade patterns.

The length of this imitiation lag depends on the length of time
required for international transmission of this technical knowledge,
(the foreign reaction lag) the speed with which each country's
producers adopt the technique (the domestic reaction lag), and the
length of time required to master the new technique (the Learning
process). In the absence of a demand lag (i.e a slow consumer
response to the new production or innovation) scale economies enjoyed
by the innovator offers him a continued price advantage and overseas

competitors may remain at price disadvantage despite lower labour

cost. At the same time scale economies generally prolong the life and

increase the volume of technology-gap exports(27).

Bearing in mind that Posner did not carry out any empirical test
to verify the validity of his model, however, he opened the way to new

empirical research.

Freeman(zs),*who looked at the plastics industry in advanced
countries, showed that location of production and per capita reports
were a function not of factor costs but of technical progress in the

country measured by research expenditures, patents and innovation.
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In 1966, Hufbauer??) explicitly set out the basis of the
technology gap trade theory. He indicated that "technological gap
trade is the impermanent commerce which initially arises from the

exporting notion's industrial breakthrough and which is prolonged by

static and dynamic scale economies flowing from the breakthrough".

In his study of the synthetic fibre industry, Hufbauer found
empirical support for the technology gap trade theory. However he
fajled in separating clearly trade generated by technological lead and

trade induced by simple economies of scale.

Nelson(30) (1968) tested the proposition that differences in
labour productivity in manufacturing sectors across countries are
caused by differences in the level of technology employed in these
sectors. His results in a comparison of US-Columbian labour
productivity differentials suggest that these differentials can be
explained by differences in the level of technology in each country's
manufacturing sector.

A similar test by Ault(31) (1972) indicated that lags 1in
 diffusion of technical knowledge are associated with differences 1in

comparative costs of production across countries.

A number of other studies have tried with varying success to

describe trade patterns and comparative advantage in terms of tech-
nology gap in this way. Among others Baldwin(Bz), Hirsch(33):

Goodman and Ceyhum(sa) and Lowinger(as) who examined the technology
factor, and the export performance of US manufacturing industry found
that US competitive advantage is most pronounced in research intensive
industries. His results showed that up to 73 percent of the varlance
of US industries reports is explained by differences in research
intensity., He pointed out that US competitive performance in inter-
national markets is largely determined by the country's ability to

invest a comparatively high proportion of its resources in the

development of new products.
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To this end Walker(sﬁ) declared that the technology gap theory
failed in its prediction of the timing and direction of production

transfer, and for these reasons Vernon addressed himself to a more

detailed product life cycle approach.

Product Life Cycle Model
The product 1life cycle hypothesis expand the basic premises of

the technological gap hypothesis into a detailed account of product

development., The most complete account of the product life cycle
hypothesis is found in Vernon (1966) and Hirsch (1967). While these

accounts differ in some respects, their basic thesis remains the same.

Vernon proposed to reject traditional comparative advantage,

explanation of trade structure, and instead focused on the timing of

innovation and economies of scale as major determinants of the pattern

trade flows.

In presenting his theory of the product cycle, Vernon proposed to
offer an explanation of production and comparative advantage. He
differentiated more clearly the product life cycle trade theory from

technology gap trade theory by stressing the importance of internal

(37) "th

demand on the introduction of new products. He argued that e

United States market consists of consumers with an average income
vhich is higher than that in any other national market - twice as high

as that of Western Europe, for instance, wherever there was a chance

to offer a new product responsive to wants at high levels of income,
this chance would presumably first be apparent to someone in a

position to observe the United States market'.

Also Vernon's model stresses the degree of standardisation which
take place when the demand for a product expands over the different
cycles. Vernon introduced a clearer concept in the model, providing

Hirsch's model, as set out in Table 2.1.
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Table 2.1
Characteristics of the product cycle
Cycle Phase

Technology Short nums Mass production Long run and
rapidly changing methods gradually stable process
techniques depend- | introduced. Variations |Few lmmovations
ence on external in techniques still of importance.
economies, frequent.

Capital Low, High, due to high High, due to

Intensity. obsolescence rate. quantity of

specialised
equipment.

Industry Entry is lnow-how Growing rumber of firms, |Market position

structure determined. Many casualties and and financial
Murerous firms, mergers, Growing resources affect

integration. entry. MNumber
of fimms
declining.

Critical Human Scientific and Management, Unskilled labour

Inputs. engineering, semi-skilled

labour.

Demand structure, | Sellers market, Individual producers face | Buyers market.
Performance and growing price elasticity, | Information
price of substit- Campetition reducing easily available,
utes determine prices. Product

buyers expectations.] information spreading.

Source: S Hirsch, location of industry and international competitiveness,
Oxtord, Clarendon Press, 1967, p.23.

In the new product stage Hirsch maintains the product is charac-
(38)
. The

technology is unstable and changing rapidly. The strength and nature

terised by a labour intensive production function

of market demand is also very uncertain. 1In particular new products

contain a high proportion of scientific and engineering input(Bg).

The firm will tend to lean on other specialist firms to supply
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components and materials, rather than tying up capital in production

facilities, that may rapidly become outdated.

As pointed out by Parker(ao) competition is likely to be of a
non-price factor in this early period. There are a few rivals
offering substitute product, under these conditions, the level of R&D

may be a major indicator of the type of competition prevalent(AI).

After an initial period of time, and assuming that a demand

exists, the product enters what Hirsch labels the growth stage. In
this stage the volume of output is expanding rapidly and the
production process becomes more physically capital intensive, although

skilled labour also remains a significant input into the production

process,

After an additional period of time the product enters what Vernon
labels the maturing stage of the cycle. In this stage the product's
specifications become set and the opportunity to produce on a larger
scale requires a commitment to set methods of production and permanent
facilities, Further, over this period demand for the product has
been growing rapidly both domestically and abroad. According to
Vernon the foreign demand is most likely to arise first in the
developed countries (e.g Western Europe) since their income levels and
tastes are most similar to those of the United States. Also, the
decision to locate production facilities abroad will depend upon

production cost differences primarily due to scale and labour cost.

In this regard'Walker(az) cited that Vernon went to some lengths
to emphasise the variety of forces that may influence the timing of

the transfer of production from the parent country. Tariff barriers,
transport, costs and the behaviour of competition may induce the

manufacturer to invest abroad earlier or later than would otherwise be

expected.
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In the final stage of the product life cycle, the initiation of
direct foreign investment by the original country 1is undertaken to
reduce cost and enhance its competitive position. Production then
becomes so cost dependent that such a country may exercise its global
locational option and produces abroad. In this case foreign
rroduction in some countries reaches sufficient scale that costs are
low enough to overcome the transportion tariff protection which the
original manufacturer has. The innovating country becomes

uncompetitive and a net importer of the product(AB). Hence the

product life cycle theory's explanation of the Leontief paradox(aa).

Thus the product life model can help to predict which group of
countries are likely to have strong competitive position at a
particular stage of the life cycle of production. Figure 2.1 shows

the path of movements of competitive advantage.

(45) that the product

Subsequently, it was pointed out by Majumdar
life cycle model in its basic premises deviates from the assumption of
perfect competition and the identical production functions among
nations, which are essential for the traditional dynamic theory. It
also recognises the multiplicity of other institutional rigidities and
the real world imperfections. As a result it accords more
satisfactorily with prevailing ideas about, and observations of, the

facts of competitiveness in and between industrial countries.

It is evident that this aspect of the product life cycle
(46) indicated in Table 2.2 contrasts sharply with
the static nature of Heckscher-Ohlin theory, which does not discuss

hypothesis as Wells

how comparative advantage may shift from one country to another over

time as a result of changes in either supply or demand parameters as

we have said earlier.

However, this contrast between the two theories should not be
interpreted to mean that the two theories provide mutually exclusive

explanations of comparative advantage.
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Figure 2,1

"A schematic presentation of the US trade position in the product
cycle

Nel

Exporier
‘ Time
New Product Molure Product -
Net
importer

Prose]  Prosel  Proweld  Phase T Phose ¥

All production Production Evrope Europe LOC's
in U.S. siorted n exports 10 erports ezport
Europe LOC's to U.S. 1o U.S.

U.S. exports US. exports U.S. esports
to mony mostly 10 10LDC’s
countnies LDC's dispioced

Source: Llouis 7. Wells, Jr., "International Trade:
The Product Cycle Approach,” in Louis T.
Wells, Jr. (ed.), The Product Life Cycle
and International Trade, Graduate School

of Business Administration, Harvard
University, 1972, p. 15. -
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Theorz

Differences between Ohlin and the Product Life Cycle

Heckscher~Ohlin Product Life Cycle

1.

3.

.

Source:

Identical production functions | 1.
in all countries for each
commodity or differences due

only to neutral efficiency
differential,

Linear, homogeneous production | 2.
functions with diminishing

marginal productivity for each
factor.

Non-reversibility of factor 3.
intensities.

Identical consumption patterns | 4.
in all countries at any given

set of international prices,

i.e all commodities are

consumed in same proportions
regardless of income level.

Perfect market, free trade and | S.
no transportion costs.,

International immobility of 6.
productive factors.

Qualitatively identical 7.
production factors.

Full employment, static. 8.

Production function changes
with time, early in the life
of the product it is more
labour and skill intensive
than later.

Increasing returns to scale.

Reversibility not excluded.
Some authors assume
essentially identical
production functions in all
countries in the late phase.

Consumption patterns differ b
income levels. Some goods

account for a higher
proportion of consumption for

countries at higher level of
income. Such products are
called "high income" products.

The transmission of knowledge
across international
boundaries is assumed to have
a cost. Inside a country,
the transmission of knowledge

between firm and market 1is
assumed to have a cost.
Trade barriers and transpor-
tation costs are allowed to

exist.

Capital is assumed by many
authors to be at least
partially mobile.

No assumption.

No assumption on employment
dynamic.

L T Wells, Jr, "International trade, the product life cycle

approach', in R Mayer (ed), International Business, John

Wiley and Sons Inc, 1984, p.l6.
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Hirsch(47) (1967) suggested that the Heckscher-Ohlin and product

life cycle approach to international trade should be regarded as
complementary rather than as competing theories.

(48)
Hufhauer took a similar view when he concluded that it must

be conceded that many different characteristics express themselves in

export theory monopolised the explanation of manufacturers trade,

Having said that, empirical studies relating to the product life
cycle have been carried out by a great number of authors and

researchers. However, we will refer only to a few of these studies.

(50)

To begin with Kesing(ag), Gruber, Mehta and Vernon examined

the competitiveness of US export of new products. They found a

positive relationship between the technological superiority of an

industry and its performance in international markets.

Wells(SI) identified the stages of the product cycle in terms of
the changes in US exports of high income products, with the timing of
expansion of foreign production depending upon the significance of
such economies and transport costs. He showed that US exports have

grown more rapidly in consumer durables that had a high income

elasticity of demand than in those which were less income elastic.

Hufbauer(sz) found that the advanced nations specialised in the
export of differentiated products, if differentiation can be measured
by the coefficient of variation in unit export values at a given point

in time.

Hirsch(SB) showed that the competitive advantage of the United
States was in the '"growth" sector of the electronics industry. After
accounting for the so called "balancing trade" which results from the
lumpiness character of investment. Stobough(sa) found similar

results for the petrochemical industry.
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(55)

export of manufactures from less developed countries showed that these

Tsurumi applied the product life cycle theory to examine the
less developed countries did tend to export products which were late
in the present product life cycle.

(56)

Baumann examined the structural characteristics of Canada's

trade with the United States., The results showed that the product
life cycle model provides the best explanation of trade pattern in
manufactured goods. The export and import propensity, as well as the
net balance of trade of a sample of 67 Canadian manufacturing
industries, were regressed against variables measuring human capital,
physical, natural resources and technological intensity of these
industries. Canadian imports are highest in respect of products with
technologically unique characteristics of features. This indicates

that Canada's role in the international product life cycle 1is
primarily that of an imitator. Canada has relatively low levels of

investment and depends heavily on America in this aspect.

Finally, Majumdar(57) has found a close relationship between
technological superiority and international competitiveness in’
electronic calculators. Until 1970, the Japanese, following theilr
initial imitation contributed all the important innovation in
electronic calculators. In 1966 the Japanese were supplying an
increasingly larger share of the total world market in electronic
calculators. In 1971, however, the American companies developed the
revolutionary technique, the '"calculator on a chip" and became
competitive in the world for electronic calculators. But the
Japanese have begun to regain their position in recent years. Thus,
the competitive advantage in electronic calculators followed the
technological leadership, which ever country had the innovative
leadership enjoyed the competitive advantage. Majumdar concluded
that '"the technology variable, by working through the availability

factor and the cost factor affected the direction of trade in

electronic calculators'.
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From what has been written on the technology gap and product life

cycle theories one may argue the following points:

1. It is now widely recognised that technological superiority
provides a country with competitive advantages in international
trade and investment, But a given technological innovation
diffuses abroad sooner or later, eliminating the advantage of the
innovator. Thus, international migration of new technologies,
along with their creation, forms the foundation of the dynamic
theory of competitive advantage.

2, The dynamic process of the product life cycle suggests that

policy planners and manufactures in the advanced countries might
be able to anticipate the decline of their competitive strength
in products or industries which are approaching the mature phase
of the cycle.

3. Finally the effect of technology and product life cycle theories
is to add a further dimension to the complexity of competitive-
ness. Emphasis is now given to variation in the quality of the
saleable article. Commercial rivalry takes a non-price form.
Competitiveness comes to mean products as well as price
competitiveness. This type of competitiveness may be no less
dynamic than the more conventional form of price rivalry ...
non-price rivalry can be dynamic, dog-eat-dog affairs(ss).

Furthermore it is likely to have more relevance to the rate of

technological progress than competitiveness based on price.

Conclusion

Taking stock of all the above reviewed work, a number of comments

can be made. These are as follows:

First, it should be mentioned that neither the simple Ricardian
nor the Heckscher-Ohlin model provides a satisfactory explanation of

international competitiveness and direction of trade, since these

models are characterisations of the world that seek to emphasise
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particular forces to the exclusion of others. These characterisa-
tions have proved to be extremely useful for theoretical purposes.
However, there are other policy issues, that the traditional theory is
powerless to grapple with, These questions arise as soon as one
moves away from the static orientation trade theory. Once dynamics
and market imperfections are allowed to enter the picture, both the

theoretical models and their implied policy prescriptions become

confused,

Second: building on the above a complete understanding of
competitiveness requires a framework of analysis, comprehensive enough
to embrace all factors that determine this phenomenon. In other
words competitiveness can no longer be confirmed to the Ohlin theory,
which emphasises on price and cost, but must go beyond that to embrace
all the elements that cause the dynamic process of competitive

advantage.

Third: consequently, policy planner should be vitally concerned
about the condition of competitiveness in their country and around the
world. Better understanding is needed for the factors which affect
the international competitiveness to ensure that these factors are
developed at a rate and in direction that best support the goals of
firms and nations. Policy planners can have profound effects on the
competitive advantage. They can gradually turn a temporary
competitive disadvantage in capital-intensive or education-intensive
commodities into a competitive advantage. Seen in this light the
growing competitive advantage of Japan and West Germany in many
capital-intensive and education-intensive goods in the postwar period,
and the decline competitiveness of UK producers in international

markets for these products (as we will see in the next section) are
the result of different national investment efforts influenced by
different national policies,

Baker(sg) indicated that "... while Germany, Japan and others may

be approaching the end of their surplus resources of agricultural
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labour, they would seem to have put the surpluses arising from past
transfers to good use by ploughing much of it back in re-investment in
technological innovation., By and large, UK industry is not doing
this, and the competitiveness of her output is decline steadily".

Fourth: cheap labour or raw materials may give firms in a

developing country a competitive advantage in the market place
(Ricardian and Ohlin absolute advantage)., However the competitive

advantage of firms in advanced economies over their international
competitors may not depend on cheap labour or raw materials but rather
on the creation of these advantages through the accumulation of
investment and carefully developed infrastructure (government policy).

This message is quite clear from.Scott's*words(Go) ", .. being endowed

with natural resource, for example, does not necessarily benefit a
country. The oil exporting countries, particularly those in which
0il plays an important role in foreign exchange, have thus far been
conspicuous failures as exporter of manufactured goods. Iran and
Venezuela are striking examples of this, while the Japanese pattern
reveals striking differences. Japan has shown not only that
comparative advantage can be shifted but also that the shifts can be

created and managed according to a pattern or plan'.

Hence again Baker(61) in his award winning article on the ills of

British exporting argued that "... because of cost advantages the
developing country can undercut the producer of basic products in the
advanced economies, with the result that the latter must either get on
or get out. In order 'to get on' it is generally acceﬁted that one

must innovate by developing a more efficient means of production or a

substitute product with more desirable characteristics. In both
instances, the capital investment required will usually place such

innovation beyond the resources of developing countries and so enable

the advanced country to maintain a competitive edge'.

Having concluded that our research will turn attention to explore
the meaning of competitiveness and how it measures in order to

discuss, the competitive position of British industrial products.
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SECTION TWO: Competitiveness and the British Position
While it is not intended here to study the trends in UK

competitiveness at the macro economic level, there is some relevance

in recognising this issue since it is part of the environment in which

competitive firm's decisions are made.

Consequently the procedure in this section is to review the

meaning of competitiveness and the different ways in' which it is
conceived and measured. This done it is possible to study the impact

of competitiveness as it is measured in various ways in the UK market

share.

The Meaning of Competitiveness

The term competitiveness has been defined in different ways, for

example, a great number of authors used it as the ability of

manufacturers to attract and retain customers.

Enock(62) to start with, suggested that "competitiveness may be
defined as the advantage in price, speed of delivery, design, etc,
which enables a company or country to secure sales at the expense of

its competitors'.

Osman(sa) likewise viewed competitiveness as ''the ability of a

country, firm or individual to be successful in a market under
conditions of rivalry". Accordingly the ability of a nation or

company to compete in the market will depend on its relative advantage
in factors such as price and quality, that will allow it to achieve

sales at the expense of its competitors.

O'Cofaigh(éa) referred to competitiveness as 'the ability of the
country to generate output and dispose of that output both
internationally and domestically. It therefore encompasses evVely
aspect of how the nation's businesses are run. At the most basic
level it is important that the products we are producing be those that

are demanded by consumer'.



29

By the same token, Murray(Gs) demonstrated that "a good working
definition might be that competitiveness consists of all those

qualities and characteristics that enable one manufacturer to surpass

his rivals in attracting, and retaining, consumers'.

Recent Treasury analysis(66) (Economic Progress Report 1983)

regarded competitiveness as 'the ability of a country's producers to

compete successfully in world markets and with imports in its own

domestic market'.

Husim‘67) defined competitiveness as '"the ability of the company
or country to create, sustain and develop advantages for its product

in domestic and international market'',

European Management Forum(68) summarised industrial competitive-

ness in the following definition: "Industrial competitiveness i1s a
measure of the immediate and future ability of industrialists to

produce and market goods whose price and non-price qualities form a
more attractive package than those of competition both abroad or in

domestic markets''.

Thus it seems from the above definitions that the final judge of

competitiveness is the market place.

In turn some authors regard competitiveness as the .ability to

sustain market share. OECD's study(Gg), Okubo(70), Kelly (71) and

Ray(72)

stated that "the meaning of competitiveness for a nation is much the

, among others supported this approach. Ray, for example,

same as for a company, the degree of success or failure in the market

measured by market share as a simple indicator".

On the other hand, some authors referred to competitiveness as
the ability of countries or firms to manage technological change in a

dynamic world economy.
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Baranson(73) believes that "competitiveness is a dynamic process,

based on mastering technology rather than being overtaken by 1t",

Graham(74) stated that competitiveness in international markets

to a large extent determined by the state of innovation in the
domestic economy. '"The vitality of the economy is primarily
determined by the state of domestic innovation and the nation's long

run competitiveness in international trade of manufactured goods" .,

The Commission of European Communities(75) in this light
identified that "competitiveness is a dynamic concept the relative

position of companies and countries in the future is not only affected
by parameters, determining present level and trends, but also by
changes in ... technology and innovation among others".

This view has been confirmed by Rothwe11(76), Aho(77),

(78), Zysman and Tyson(79), NEDO(BO), Commission of European
(81) (82)

Abernathy

Communities and Charles Rivew Associates

Thus there is no generally accepted definition of competitive-
" ness. Consequently, in the light of the above, definitions it 1s

convenient for the purpose of the study to develop our own definition

as follows:

Competitiveness is the ability of a firm in any particular

industry to maintain or improve its relative market share, which 1s

the result of relative advantage in price and non-price factors.

Three main reasons underly this definition:

First: changes in market share are of course the product of

changes in relative advantages in price and non-price factors*.

% The full range of price and non-price competitiveness provides
the subject matter for Chapter 3.
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Competitiveness in the sense of market share may rise or fall as the

result of an increase in relative price, design, quality.

Second: cﬁanges in relative price and non-price factors from the
buyer point of view are the most relevant criteria in assessing the
competitive position of firms operating within an industry in the
market place. 'The buyer is often offered a wide choice of products
of widely varying characteristics, from which he has to make the
optimal choice or 'best buy' according to his particular set of
requirements, He might opt for the cheapest model product or he
might decide that performance factors outweigh considerations of

price"(as).

Third: we do not regard price as a wholly adequate empirical
tool that plays a prominent role in the explanation of competitiveness
found in Ohlin theory but going beyond that to emphasise the role of
other factors such as technology which causes the dynamic processes of
competitiveness as we have found in the technology gap and the product

life cycle theories.

(84)

In support of the first reason we cite Plercy , who stated

that "... at the level of the country and the level of the individual

company, there is some considerable interest in the impact of

competitiveness - as it is measured in various ways on export results

in sales volume and market share'. The Bank of England(ss), as

another example, indicated that a firm might be able to increase the
volume of its share by lowering the price of its products (thus
increasing price competitiveness) or by improving its product and
thereby increasing its non-price competitiveness. Recent Treasury
work(86), as a third example, suggested that for the UK there 1s a
broad association between competitiveness measured by relative prices
and cost competitiveness and the share taken of world trade,

NED0(87)

a complete marketing strategy involving price and non-price factors,

» as a fourth example, mentioned that market share depends on
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In support of the second reason we cite Rothwell(aa) who argued

that in seeking reasons for the declining competitiveness of British
industry, "it would seem sensible to seek the opinions of the
purchaser. It is he after all who has to weigh all the factors
(price, productivity, reliability, versatility, etc) one against the

other, when making his decision to buy from a wide range of available

(89)

models of varying price and performance''. Plercy as another

example confirmed that '"the criteria of choice used by the customer
are those which are the most relevant to assessing a firm's real
exﬁort competitiveness'. ’Wilson(go) as a third example mentioned
that we repeatedly tell clients who are faced by recessions and strong
currency problems, ''go back to your customers, find out when they buy
from you and other suppliers, what do they think of you, and other
suppliers?; get under their skins and find out what is really
{mportant to them; how could you make their business more
successful?; identify areas of dissatisfaction niches and how to
customise your product offering in the broadest sense.

In support of the third reason it is enough to cite Baker(gl) who
indicated that "... price is but one dimension of the purchasing
decision and is only relevant in the context of other parameters such

as performance reliability, and after sales service'.

Having defined competitiveness it is convenient to turn ourl

attention to the measurement of competitiveness.

Measurements of Competitiveness
Since there are many factors that affect the ability of

manufacturers in one country to compete in domestic and in world

markets with manufacturers in other countries, a great deal of
attentionr has been devoted to the measurement and analysis of

international competitiveness.
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Economic progress report 1978(92) suggested that there 1is no
unique measurement to estimate the net effect of change in prices,

exchange rates and productivity, but rather a number of complementary
measures.

The OECD study(93) indicated that the ideal measure of competi~-
tiveness should:

"1, Take into account developments in all sectors of actual or
potential competition among different countries without, however,

including in its coverage sectors of the economy which do not
compete with those of other economies, i.e it should cover all

traded or tradeable goods and services but nothing beyond that,

2. Be based on data which are rigorously comparable across

countries'.

Enock(94) also stated that "a measure should be sought which is
appropriate under the different market structure; or that a

combination of measures of competitiveness might best explain

manufactured exports and imports as a whole."

Thirlwall(gs)'gxpressed a similar emphasis when he indicated that
the appropriateness of the various measures will depend partly on the
nature of the market being analysed. 1In very competitive markets,
for instance, where virtually identical goods are being sold, relative
prices can hardly change and an index of relative prices is unlikely,

therefore to be a good predictor of sales. In this case some other
measures would be more useful.

Given the above consideration two measures of competitiveness are
commonly used:

First: Price competitiveness:
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Three different measures of price competitiveness distinguished

by the Treasury are as follows:(96)

- relative export prices.
- import prices
- relative wholesale prices.

The first of these relative export prices can be defined as the
ratio of export prices of UK manufacturers to the weighted average of
export prices of the UK's main competitors. The second alternative
to measuring the competitiveness of UK exports against those of other
countries, is to measure the ratio of UK wholesale prices of goods to
the price of imported goods =~ import price competitiveness. The
third measure of price competitiveness which has some attractions is

the comparison of prices in the UK domestic market with the prices
against which UK exports will be competing in other domestic markets.

An extensive investigation at the commodity level by

(97)

Parkinson used price competitiveness as a criterion to measure the

competitive position of the UK for twenty-four commodities exported by
the UK between the year 1953-1963.

Another important and detailed study that used price
competitiveness as a measure 1s a study by Kravis and Lipsey(gs).
This study was partly inspired by recent US balance of payments
difficulties. One explanation of these problems has been that the
competitiveness of the United States economy has declined, There has
been a tendency for the United States to price itself out of world
markets, the most striking result of this study is that there was
little change in US price competitiveness relative to the European
countries between 1953 and 1964 for American products as a group.
Relative to each foreign country, the index of price competitiveness,
that is the change in the ratio of foreign to US prices, stayed within
a range of five percentage points. Within that narrow range US price

competitiveness tended to decline between 1953 and 1961 or 1962, and
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to recover afterward. The sharpest decline in the early period was
relative to the EEC countries other than Germany, and this loss in
position was not fully regained by 1964. The EEC countries also
improved their position relative to the United Kingdom.

(99)

some decisive advantages over cost in empirical study. These are as

In this regard, according to Kravis and Lipsey » price has

follows:

1. The concept of price although not without its prickly aspects is
generally more objective and less likely to vary from one

exporter to another,

2., Cost data can be built up only for whole plants companies or
group of commodities rather than for some or individual
commodities, international cost comparison for individual
products would be distorted by the diversity of methods of
allocation of costs in different firms and countries.

3. Finally it is easier to obtain information about prices than
| about cost not only because many sellers are more willing to
provide price than cost information, but also because price

information can be supplied by buyers.

(100) (101)

However, Economic Progress Report 1978 , 1982
1983(102) (103), Enock(104), and Thirlwall(los). among

others, Indicated that price competitiveness as a measure suffers from

» McGeehan

a number of limitations, These are as follows:

1. It 1s not appropriate as was mentioned before for use in a very
competitive market.

2. The index of price is based on unit values which do not make
allowance for changes in the composition of exports,

J. 1t measures competitiveness only in relation to the export of the
UK competitors; it does not therefore take into account
competitiveness in relation to domestic production in the various

markets. This disadvantage could in principle be overcome by
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calculating the ratio of export prices to some weighted
combination of competitor's prices and domestic producer's

wholesale price in the export market.

4, The index measures each country's delivery prices and not

quotations and therefore only reflects trade that actually takes

place rather than underlying competitive conditions.

Having indicated that Figure 2.2 shows two measures of price
competitiveness for the UK over the period 1961-198l1. A rise in the
" index shows a fall in competitiveness, while the different measures
have in individual years moved by differing degrees, over the period
as a whole. They tend to show a broadly similar picture. They show
a somewhat erratic improvement in price competitiveness up to the mid

1970s followed by an unprecedented fall up to the beginning of 1981.
This trend put British manufacturers in a situation of imbalance

compared with other OECD countries as Table 2.3 illustrates.

Second: Cost competitiveness

Apart from price competitiveness it is likely that international
competitiveness will depend on what is happening to profits and hence

(106)

relative cost is important. Enock for example has pointed out

that, ''Competition is not solely in terms of relative price, it is
useful to examine profitability. A measure of relative profitability
indicates the incentive to produce for export markets rather than for
the domestic market. A measure of absolute profitability indicated to
produce rather than to produce at all",
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Figure 2.2

Source:

Index 1975 =100
149

140
136
130
125

106

100

95
90

b b A it bbby A bdy ot A DYy Jgh b o Yttt A

TWO MEASURES OF PRICE COMPETITIVENESS

Relstive expon prices \
Reiative wholetale pnces | .’

) o

7 4
/

LiIlPlFLI‘tlI BN e Y ._-_lnrl!..b.ll.llerl-:i...l

1961 1962 1963 1964 1965 1966 1967 166 1969 1970 1971 1972 1973 1974 1975 1876 19772 V978 1979 1880 194"

Source IMF

120

| 1s \(\l\r// \\)

‘._o N 1 ﬂ/ u>(\\\
|

_

|

NB Anseintheindex ing«cates dlossincompetitivenes,

Economic Progress Report, Measure of Competitiveness in

British Manufacturing Industry:
No.146, June 1982, p.7.

Economic Progress Report



J8

Table 2.3: Prices in OECD

Inder numbers, 19580 =100

Pioducer prices of manufactures Consumer prices(u)

Canada | Japan rmany OECD Canada France OtCD

lotal total

14 $9.8 55.9 6S.2 56.4
75 62.2 2.9 63.2
76 65.4 19.7 68.7
77 0.6 86.1 74 .8
™ .o 89.4 80.7
N B8.2 92.6 84 6
"y 100.0 100.0 100.0
4] 104.9 110.5
9, :oe 102.7 119.1
23 109.7 125.4
K3 | 108.6 122.7
it 109.8 124.6

111 109.5 126.2

v 110.7 121.9

V84 _“ 113.2 129.6
1.4

1} 1

July 132.3

Aug. 132.7

Sept. 133.5

Source: National Institute Economic Review, 1984, p.119,.
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(107)

Games also indicated that '""if one 1is interested not so much

in the comparative advantage basis of a country's trade, but in the
country's international competitiveness as understood by business and
international money managers, then one must look at trends in the
country's unit labour costs relative to labour costs trends in other
countries. A comparison of unit labour costs offers the best
available indicator of a country's performance in international trade

manufactured goods".

This view has been confirmed by Economic Progress Report

1978¢108)  19g7(109) 444(110) (111) * 104 the

OECD(112) study, the International Competitiveness of Selected OECD

, the Bank of England

countriles.

The competitiveness of the community industry survey(113) used

unit wage costs as the main indicator of competitiveness. Taking
unit costs in national currency, between 1970 and 1980 there were such
wide differences in the trends for manufacturing industry as a whole
in those countries for which figures are available. The countries
split into two distinct groups. On the one hand Italy and the United
Kingdom recorded average annual increases of over 15Z, which means
that hourly wage costs there rose by 15% more than hourly productivity
in volume terms. On the other hand, there were the countries where
wage increases of 7.9%7, Belgium with 6.8%7, Japan with 6.6%Z, the
Netherlands with 6.47%, the FR of Germany with 5.5%, the United States
with 6.2% and France occupied the middle ground with increases of
9.9Z2. In the case of Belgium, the steady determination in the

current account since 1976 appears difficult to reconcile with the
encouraging wage trends in that country since 1975.

(114) in the United States in

November 1977 depended upon cost ratio to measure the competitive
position of the US steel industry in international trade. The study
indicated that during the 1950s and through most of the 1960s US

relative costs were generally increasing. In 1968 the trend of

The Bureau of Economic Staff
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increasing the United States relative costs began to reverse.  Sharp
declines in its relative costs in 1973 and 1974 allowed the United
States to regain the position it had held in the early 1960s relative

to Japan and in the late 1950s relative to the EEC, In 13975 and 1976

US costs increased relative to Japan, causing US relative costs to

return to near the 1972 level.

Other studies have also taken costs as the main indicator of

competitiveness, for example, Report of the President's US

Competitiveness Survey(IIS); in the UK shipbuilding industry compared

with Japan, Denmark, Finland, Sweden and Norway(116); in the UK

textile industry compared with France, Italy and Germany(117); in the

competitive status of the US auto industry(lls); in a range of

industries in selected OECD(IIQ) countries.

Economic Progress Report 1982(120), 1983
(122), The Bank of England(123), and Enock

using this method as a measure of competitiveness has several

(121), the OECD

study (124), claimed that

advantages. These are as follows:

1. It covers all manufacturing industries - those which are

exporting and those which are facing competition from imports.

2, It measures in effect a combination of both price competitiveness
and profitability.

3. A cost indicator relates better to quotations for exports both in
terms of timing of orders and of coverage of quotation accepted
and rejected than the export price index.

(125) "

However the Treasury has pointed out that .+ the main

disadvantages of measures of cost competitiveness lie in fact in the
problems of constructing a suitable index. Ideally, a measure of
cost competitiveness should cover all costs but in practice
comparisons are inevitably restricted to labour costs because of the
lack of suitable data elsewhere'”. Also Junz and Rhombery(126). in

their study found unit labour costs for manufacturing as a whole to be
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unsatisfactory, because of technical difficulties in the collection of
data, and because labour costs for manufacturing as a whole do not

adequately reflect costs in export industries.

Regarding cost as a measure of competitiveness is shown in Table

2.4 for the UK over the period 1979-1983. The data in the table
shows sharp deterioration in competitiveness between 1979-1980.

However, the position over the past three years compared with other

competitors in developed countries has been much better from the point

of view of the UK as Table 2.5 1llustrates.

Thus the two different measurements of competitiveness discussed
above are related to price or cost competitiveness. However
accepting that price competitiveness should never be ignored, it

follows from our earlier definition made that competing in the market
place involves far more than just being cheaper than competitors. If
this is so, then measuring competitiveness only in terms of relative
price is very limited and misleading. Hence the assessment of
competitiveness for firms operating within an industry should be made

in a way that includes relative price and non-price competitiveness.

Having made these general points we will turn now to examine the

competitiveness position of British industrial products.

UK Competitiveness and Market Share
British manufacturing industry has tended to lose its competitive

position in international trade. This can be deduced from the

progressive decline of the UK's share of world exports of manufactures

and by evidence of the increased import penetration of the UK market
by foreign competitors.

On the export side between 1919 and 1939 the export markets for
Britain's traditional basic industries declined but British exports
were still largely made up of the old staple industries and almost 30Z

of British exports were still accounted for by textile and coal(127).
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Table 2.4: UK Marmfac e Unit Labour Costs and Competitiveness 1979-83
(% es p.a).
Rez Sterling | Intermational**
Output Unit unit (Effec~= |competitive-
Marmif, | Per man| Average | labour | labour | tive Rate)|ness (* =
output | hour Eamings| Costs | Costs* deterioration)
' + + 15.6
+ 23,7
+ 7.8
- 2.9

(e) Estimated
* Q.2 Figures; and deflated by wholesale price index of manufacturing output.
k IMF "Normalised" index of Relative Unit labours costs.

Source: Barclays Review, Productivity Growth in UK Manufacturing Industry, February

1984, p.l5.
Table 2,5:¢ International Mamifacturing Campetitiveness (indices 1980 = 100)

.,a
R A e e S

1981} 103 89 [ 99 115 93 |103 107 115 { 102 104 113
1982 109 100 130 89 |104 113 128 | 101 109 104
1983( 115 102 141 84%|113 106 135%| 104 112 110*

* Q.2 1983 OPM = Qutput per man,
Carp = '"Competitiveness' IMF "Normalised" Relative Unit Labour Costs

(After allowing for exchange rates).

Source: Barclays Review, Productivity Growth in UK Manufacturing Industry, February
1984, p.lS.
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Britain's share of world export trade declined from 27.5%7 in 1911-1913
to 23,87 in 1921-1925 and 18,57 in 1931-38(128).

By the 1950s Britain had made many substantial changes to improve
its position in world markets, but despite this the decline continued
in the 1960s and 1970s. The UK export share fell from 20.5Z7 in 1954
to 187 in 1959, 13.97 in 1955, 10.8% in 1970 and 9.7Z 1in 1979(129).

The decline in the UK export share of world trade in manufactur-
ing goods was greater in the period 1963-1970 than in 1899 where the
volume of British exports accounted for 32.5%7 of world exports of

manufacture(IBO). However since 1970 the British share has held up

betfer. In value terms it was around 107 in 1980, and a little below
its level in 1970, The essential point remains however, that even if

British manufacturers exported a larger proportion of their output in
1970, they did not export enough to recover any of the world trade

share they had lost in the previous two decades.

It should be pointed out that because of the slow down in world
trade growth following the 1978-1979 oil price rise, the rate of
increase in British exports in the 1970s was on average less than in
the 1960s. It also still fell short of the rate of increase in other
industrial countries as Table 2.6 illustrates.

Within this overall picture Begy and Rhodes(lal), indicated that
much of the loss of market share has been in engineering products

which account for almost half of UK exports of manufacture and in
which the general rate of technological advance has been rapid.
Between 1975-1980 the world market for these types of product fell
from 45.3%7 to 37.5Z., Other major changes are the sustained decline
in the share of the textile market. Between 1955-1965 the world
market for this type of product fell from 10.1Z7 to 5.8% and since then
it has declined further to 2.9% in 1980(132). Table 2.7 indicates

the relative growth of exports for British industrial products.



Table 2.6: -Exports of manufactures in World Market

Total UsS UK Others
$ billion | (c) Japan France GCemmany Italy (d)  (e)

1974 %3 |17.2 145 9.3 217 6.7 8.8 21.8
1975 92 {177 13.6  10.2  20.3 7.5 9.3 2L4
1976 W2 (172 4.6 9.7 20,5 7.1 8.8 22.0
1977 504  |15.5 154 9.9 20.7 7.6 9.4 214
1978 607 |15.1 15.6 9.8  20.7 7.9 9.5 21.4
1979 726 |15.9 13.6 104  20.7 8.4 9.7 21.3
1980 839 |17.0 148 100  19.9 7.9 9.7 20.6
1981 814 |18.7 18.0 9.3  18.3 7.8 8.6 19.3
1982 768 [17.8 17.9 8.8  19.6 7.8 8.5 19.6
1983 759 |17.2 19.0 8.8  19.1 7.8 8.0 20.1
1983 I] 191 [17.0 186 86  19.8 7.9 7.7 20.4
II| 19 |167 18.6 9.2  19.3 8.1 8.0 20.1

III| 18 [17.7 189 8.7  18.8 7.7 8.2 20.0

v 1% {17.2 194 8.4  18.- 8.5 8.0 20.5

1984 Il 203 169 201 83  19.0 7.7 7.8 20.2
II| 204 [17.1 2.7 8.8  18.0 7.2 7.7 20.5

IIIf 207|175 20.3 8.6  18.8 7.7 7.2 19,9
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Value of exports of marufacture (a) (b)
(Seasonally adjusted)

Shares, per cent of total

(a) SIIC 5 to 8: For unit value only., SITC Division 91 is included for France.

(b) The table covers only the countries listed in the headings and footnotes, except
in the case of the UK and figures are seasonally adjusted by NIESR.

(c) Excluding special category exports.

(d) Including re-exports, and adjusted for under recording, Figures before 1981
are on the pre-1981 definition.

(e) Belgium, Lixxembourg, Canada, Netherlands, Sweden and Switzerlard.

Source: National Institute Economic Review Vol.110 November 1984, p.ll19,
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Source:
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Import Penetration &
Export Sales Ratios for
UK Manufacturing Industry

IMPORT EXPORT

PENETRATION SALES

imports (c.i.f.) Exports(fob)

Home Demand * 100 Manufacturers’ Sales x 100

+Exports + mports
TOTAL MANUFACTURING INDUSTRY

1978 I'I? 9 I | 18 5! 197%

1982

Metal Manufacwres

EE%

Mechamcal € ngineering

Vehtcles
l’TF_"ﬁ
Metal Goods
Textiles
| _ ‘ !G'
“ | Leather Goods
e -

- W LA R P T T 40k e

Clothing & Footwear
YTt T pua—)

Rt - Tde Rl il Te
.- . .

Yty

MM

40% 30% 20% 10% O O 1% 20% 30% 40%

These ratios. having the same denominator thome Semand plus
exDOMNs s« Manufsclurers saies pDlus mpons), IndiCate the relative
growth of mports and exports of manufsctured goods There is httie
Ais1Or1ON from the re-export of goods because thus CoMponent
sppears in both numarstor and cenommator of esch rsto

Barclays Review November 1983.
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Not only has the growth of UK manufactured exports slowed down,
on the import side the evidence for loss of competitive edge is
equally disturbing. Foreign producers have taken an even increasing
share of the British market. In 1950 British manufacturers
completely dominated their home market and imports were negligible,
the import penetration ratio was low and did not increase from its

level of 6 or 7 percent until the early 1960s. Recent calculations

showed that over the period 1968-80 the ratio of imports of

manufactures increased from.15%Z to 252(133).

On imported manufacturing goods Britain's average indicated a

more rapid increase than in Germany, France, Italy or in any other

community market. Table 2.8 illustrates this fact. This trend

appears widespread across industries such as engineering and vehicle
products, textiles and chemicals. However most of this import
penetration has not only been from Japan or industrialising countries
in the Far East, but also from exporters in the rest of the EEC who
now account for about half of all manufactured goods imported into the
UK(134). Table 2.8 indicates the rapid increase in import

penetration in British manufacturing industry.

Hence the main point is that, the latest data on import penetra-
tion and export sales shows a deterioration in the British competitive
position. As Table 2.7 and Figure 2.3 indicate, despite the fact
that manufacturers are increasing their proportion of export sales
they are failing to maintain their share of the domestic market. It

also appears that (the trend for) import penetration increased more

rapidly than export for the recent years in different industries.

Building on the above, as space does not permit a detailed

treatment of each of the manufacturing industries, we shall content
ourselves with cursory accounts of some select examples of declining
industries, representing new industries (motor, chemicals) mixed

(steel) and stable (textile machinery and shipbuilding)*

* This approach has been adopted from Professor Michael Baker's
award article on the ills of British exporting, when he gave
three case histories (Mechanical Engineering, Shipbuilding, Motor
Cycles) to show how far British Industry has lost its competitive
position in the marketplace.
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Table 2.8: Import penetration of manufactured goods in EEC Countries
(Ratio of manufactured imports to total domestic

expenditure)

1970 1975 1980

West Germany 10.0
France 8.6
Italy | 8.0
Netherlands 27.9
Belgium ) 30.3
Ireland | 27.0
Denmark 19.4
UK 9,2

Source: L Begy and J Rhodes, Will British Industry Recover?
Prospects for the UK in the 1980s, University of Cambridge,
Department of Applied Economics, Cambridge Economic Policy
Review, April 1982, Vol.8, No.l, p.20.
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To start with motor vehicles among declining industries offers an
important example. Before 1914 exports of cars and commercial
vehicles accounted for about a quarter of the total British
production, but during the war the foreign markets were lost to the
Americans and the British producers were able to obtain only a small
share of the large foreign trade that developed during the twenties.

In the early twenties the number of cars imported was in excess of the

number exported but after the reimposition of protective duties in
1925 imports fell and by 1929 foreign manufactures supplied only about
52 of the British demand(las).

After the Second World War the British share in international
market tended to increase. In 1938 the British share of that trade
was 18%. It rose to 557 in 1950. Table 2.9 shows the greater part
of the decline in the UK share of the world market in the motor car
industry took place between 1953 and 1956. After 1956 the decline
was much less pronounced. Moreover, up to 1950, most of the
competition experienced by the UK came from West Germany, and there
was a definite switch in demand from the UK to the Federal Republic.
After 1956, however, the pattern of competition changed somewhat.
During this period it was the turn of the United States to fall
seriously behind in world trade. The fall in the share of the UK was

much smaller. (The US share fell from 23.07 in 1956 to 10.0%Z in
1959, that of the UK fell from 28.5% to 26.0%).

Unlike many car industries overseas, which had enjoyed strongly
growing domestic markets over most the the 1969-81 period, the UK

market experienced much more erratic progress. In terms of

production the situation was worse. Whereas foreign car industries
showed almost continuous growth, the UK industry stagnated between
1964 and 1972, and then went into sharp decline(136). It can be seen
from Table 2.10 that the UK car industry performance deteriorated from
1.7 million units in 1971 to 1.0 in 198l1. During the same period
Japanese output rose to 7.0 million as the world's largest motor

manufacturing country.
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Table 2.9: Exports of Cars and Commercial Vehicles from Leadin

Producing Countries, 1953-59

(Thousands of Cars)

Source: S J Wells, British Export performance: A Comparative Study,
Cambridge University Press, 1964, p.137.

Table 2.10: Car Output 1971-1981 (Millions of Cars).

-m—

Source: Barclays Review Volume VII No.4 May 1982, p.42.
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This lack of growth in the British motor industry was filled by
imports. The latter took 57 of the car market in 1965, 192 in 1970,
44Z in 1978, and 58% in early 1982(137).

Thus the motor industry may, by its early post-war rise in a
gseller's market and its later fallures be taken as symbolic for much

of British Industry.

Chemicals is the second among our examples of new industries.
Britain continued to dominate the world chemical industry and trade
until 1880. 1In 1878, for example, this country accounted for 90.2

percent of world production compared with United States 13.8 percent
and Germany 8.6 percent. By 1913, however, this relative position

had dramatically altered, the United Kingdom having fallen to third
place, with 11 percent of all chemical production behind the United
States with 34 percent, Germany with 24 percent(las). Growth was
rapid during the 1930s and again during the Second World War. Since
then, a high rate of expansion has been maintained even during periods
of general stagnation. From 1958-1968 output grew by 8.5 percent
compared with 4.3 percent in manufacturing as a whole. In 1963 it
accounted for about 9.5 percent of the net output of manufacturing

industry compared with 2.2 percent in 1938(139).

However in recent years this industry faced keen competition not
only from West Germany but also from the United States and Japan. In
1964 the share of imports due to the consumption of chemicals reached
about 15 percent and only about one third of these consisted of raw

materials not available in the United Kingdom(lao). In 1970 imports

rose from 182 to 237 in 1975 and again to 292 in 1980(141). These
trends continued until 1983 and the British chemical industry has lost

its position in international competitiveness,

The Steel industry provides a third example among declining
industries. Between 1953 and 1957 the UK exports of iron and steel
did not quite hold their own in the world market, but on the whole the
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industry maintained its competitive position better than most other
manufactures(laz). The annual growth rate in the British steel
industry was 2.7% in 1950-69 compared with 6,92 in the Common Market
and 34.0Z in Japan (1952-1969), but at least there was still a net
addition. In the following decade crude steel production actually
fell from 27.9 tonnes in 1970 to a catastrophic 11.4 m.t in 1980

(imports then being 6.1 m.t and exports 3.4 m.t) to rise to 15.3 m.t

in 1981, Within the general industrial decline, Britain had for the
first time in modern times turned between 1979 and 1980 into a net
importer of stee1(143). Table 2.11 shows steel trade for the United

Kingdom over the period 1970-1980.

Table 2.11: United Kingdom Steel Trade
(Over the period 1970-1980)

Imports Exports
(M.T) (M.T)

2,95 5.20
2.63 6.29
3.48 5,95
3.65 5.43
5.01 429
4.90 4.10
5.40 4,73
4.91 5.69
4.86 5.67
5.02 5.86
6.12 3.55

Source: The Steel Market in 1981 and the Outlook for 1982, p.b64.

Thus until recently the United Kingdom steel industry has

continued to lose its competitiveness in international markets.

Finally among declining manufacturing industries shipbuilding and

textile machinery deserve a special mention.
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Textile machinery, to start with, as a major and closely related

branch of mechanical engineering has lost its competitive position in

the marketplace. Detail on this industry will be given in the field
study of this thesis¥*,

With regard to shipbuilding, the British proportion declined to
59 percent in 1900 "from then until the First World War Britain
retained and even increased her relative importance, and in 1910-1914
she was building 61 percent of the total tonnage"(léa). In 1919 the
industry came under the influence of the post-war boom, and its total
output declined sharply. The export trade in spite of an expansion
after 1926 remained lower than before the War and the normal demand
also was far less. Between 1939-1949 the trends of the two previous
decades were reversed and the competitive position recovered

substantially to the level of 1914(145).

By 1956, as can be inferred from Table 2.12, Britain became a
poor third behind Japan and Germany launching 1,383,387 g.t as
compared with the world total of 6,670,218 g.t. Similarly, total
merchant tonnage launched in 1950 was 1,325,000 g.t and in 1966

1,084,299 g.t out of a world total of 14,307,202 g.t. In that year
Britain slipped to fourth place among the world's producing nations.
In 1977, launching 1,119,222 g.t, she produced 3.5% of the world's
output, and by 1980 Britain had slipped to eighth place. By 1980,
output had fallen dramatically once more to less than half,

431,000g.t, exports were falling also, while imports approached 50Z of
British home demand(laﬁ).

* The Textile machinery industry was selected as the field study of
our thesis largely because of the scant attention accorded it by
researchers in the past and because of the resultant lack of
up-to-date, in-depth knowledge, about the industry, practically
in the area of competitiveness. The industry occuples &
significant position in British mechanical engineering industries
and its output represents a potential growth area.
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Table 2,12: UK and World output 1955-139// and World output 1955-1977

UK as Z of World
UK Launchings World Launchings Launchings

Ships Ships Ships
1955 | 276 1,473,937 1,437 5,314,850 19 2 27 7
1956 | 275 1,383,387 1,815 6,670,218 | 15.2 20,7
1957 | 260 1,413,701 1,950 8.501,404 | 13.3 16.6
1958 | 282 1,401,980 1,936 9,269,983 | 14.6 15.1
1959 | 274 1,372,595 1,808 8,745,704 | 15.2 15.7
1960 | 253 1,331,491 2,020 8,356,444 | 12.5 15.9
1961 | 247 1,191,758 1,990 7,940,005 | 12.4 15.0
1962 | 187 1,072,513 1,901 8,374,754 | 9.8 12.8
1963 | 160 927,649 2,001 8,538,513 8.0 10.9
1964 | 179 1,042,576 2,147 10,263,803 8.3 10.2
1965 | 158 1,073,074 2,280 12,215,817 6.9 8.8
1966 | 166 1,084,299 2,561 14,307,202 6.5 7.6
1967 | 149 1,297,678 2,778 15,780,111 5.4 8.2
1968 | 134 898,159 2,798 16,907,743 4.8 5.3
1969 | 136 1,039,516 2,819 19,315,290 4.8 5.4
1970 | 130 1,237,134 2,700 21,689,513 4.8 5.7
1971 | 126 1,238,692 2,645 24,859,701 4.8 5.0
1972 | 125 1,233,412 2,561 26,714,386 4.9 4.6
1973 | 125 1,017,665 2,884 31,520,373 4.3 3.2
1974 | 113 1,281,214 2,854 34,624,410 4.0 3.7
1975 | 128 1,304,097 2,632 35,897,515 4.9 3.6
1976 | 120 1,341,274 2,471 31,046,859 4.9 443
1977 89 1,119,222 2,549 24,167,025 3.5 4.6
Source: Lloyd's Register Annual Summary of Merchant Ships Launched.
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In 1950 the chief competitors had been other European producers,
such as Sweden, Holland, France, USA, Denmark and Norway; all more or
less doubled their output. After that, Japan came to dominate the

international market on cost grounds and technological ability.

In 1970 the developing countries emerged as main competitors in

the market place. These countries increased their output between

1971-1976 from 2% to 5 m gross tons and this accounted for 19 percent
of world production(147). Hence no other major shipbuilding
countries failed to increase its absolute output like Britain. In
recent years as Baker(las) indicated British industry was unique 1in
that., In his words "By 1960, our dominant position had been overtaken
by the Japanese with a 40 percent market share and, by the 1970s, we

had declined to fifth place in the league behind Germany (20 percent),
Sweden (8 percent) and Holland (5 percent).”

Conclusion
From the above review of what has been said about the competitive
position of British industrial products two main points can be

extracted:

First: British industry does not manifest dynamic market
leadership in any sector, despite the fact that Britain was once the

master of the world in this aspect.

Second: The crisis has shown that British industry is faced with
the same challenge as its trading partners, but has found it more
difficult to adjust to the changes taking place in the world. In
particular Britain's overall industrial performance is not as good as

that of Japan, West Germany and other developed countries.

Thus 1t is convenient to turn our attention to explore the causes
behind the lack of competitiveness in the British manufacturing
industry.
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SECTION THREE: Reasons for the UK's lack of international
comEetitiveness

Various types of explanation havefeen.put forward on the causes
behind the lack of competitiveness in British manufacturing industry.
These will be examined briefly in this section to see how far they

succeed in providing a satisfactory explanation for this phenomenon.

Accordingly, these explanations will be divided into theoretical and

empirical explanations,

Theoretical explanations

A great number of authors and researchers have demonstrated that
much of the criticism of the UK competitive position is due to

marketing factors and the low level of net investment in manufacturing

industry.

Pope(lég) argued that "whilst- all Western nations have difficulty
in maintaining planned growth, world surplus capacity in those
industries, particularly metal manufacture, engineering and textiles,
which form the case of Britain's manufacturing activity, makes our
competitive position weaker than that of other industrial nations.
Furthermore, in relation to our competitors, British industrial
{nvestment is low, both in absolute terms, and as a ratio of GDP."

And this is the greatest cause of British industrial decline.

With regard to the practice of comparing the level of investment
in Britain and other countries, Pollard(lso) stated that Japan, the
fastest grower, invested the highest proportion of her national
income. Britain and the USA, the slowest, invested the least, and

other countries ranged between these extremes.

(153) (156)

Baker(151), Hood and Young(lsz), Pickering y Forrest

Bank of England(lss), and NEDO 1983(156) among others, expressed a
similar emphasis when they indicated that low investment is both a

cause and effect of Britain's poor manufacturing performance.
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(157)

Emphasising the role of marketing, Turnbull mentioned that

"one reason for Britain's comparative industrial decline during the
years since the war has been that many manufacturers in this country
have not had their fingers on that pulse, that they have misjudged the
consumer whilst other manufacturers in Europe or America or the Far
East have more accurately assessed his buying intentions".  The

author put forward other commonly stated reasons when he said that
marketing is not the only factor and poor productivity and poor labour

relations are equal contributory influences. As he concluded "A
dramatic change for the better in these two factors will make for

improved industrial efficiency certainly. This, in turn, will
improve the competitive cost base of our manufacturing industry.  But
no industry can survive, no matter how efficient or effective it is,

1f 4t does not offer the consumer what he or she wants."

Channon(lss) observed that British industry had many deficienciles
in its marketing and strategic thinking. In Britain there has been a
tendency for management to produce products with advanced engineering
or design for its own sake, rather than to cater for market needs
and/or products which would show an adequate return or investment.
British concerns were production or quality oriented without due

regard to the needs of the market place.

The report on the motor cycle industry prepared for HMG by the
Boston Consulting Group in 1975 indicated(lsg) that the loss of market
share by the British motor cycle industry over the last 15 years
resulted from a concern for short term profitability. During the
1960s in any model in which the industry was confronted with Japanese
competition, the British manufacturers found it difficult to make
profits at a competitive price. Their response was essentially to
withdraw from the smaller bikes in which Japanese were competing 8O
effectively. This led to a situation in which by tlie late 1960s the
British industry was predominantly active only in large bikes where

the Japanese were not yet represented.
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When the Japanese attacked this segment in the 1970s further
withdrawal was impossible without ceasing production "now, response in
the superbike segment took the form of a failure to introduce new

models."

A decade after the period researched by Channon, the Finniston

(160)

Report stated that sectoral studies, from shipbuilding to

electronic components, have cited opportunities missed and markets
lost due to non-price factors. These range from failure of British
producers to innovate or to match changed requirements, through
specific shortcomings in the design or performance of products to a

general reputation of British goods for inferior quality, late
delivery and unreliability in service (e.g the provision of spares).

The above report quoted a British Institute of Marketing survey
which found that marketing was perceived as synonymous with selling in
most companies and that many managements did not stand back from their
day to day activities to relate the directions that the technology of
their products and the market demand for them were taking.

(161) in his assessment of the export competitiveness of

Osman
British industry stated that, "the British tendency to react to the
short-term and the failure to take a long-term view are partially to

blame for the lack of productivity in Britain, the failure to develop
new up-market products, the failure to develop marketing and sales
organisations, etc. These in turn all contribute to the decline in
competitiveness of British products. This then results in lower
export volumes and increasing import substitution for domestic

products."”

(162)

British industrial competitiveness in any precise sense is not easy,

Prest and Cappock argued that, to explain the weakness of

several inter-related factors are involved and the relative weight to
be attached to each is difficult to establish and may vary over time.

"At the most general level, and since it is trade in manufactures
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which 1s crucial, there would seem to be two potential sources of the
poor UK trade performance, an increasing lack of price competitiveness
and a failure to produce and market commodities of the right quality
in the face of rapidly changing technologies and world demand

structure',

(163)

indicated that changes in competitiveness in different industries may

Pass and Sparkes expressed a similar emphasis when they

result from changes in domestic or foreign prices, changes in
non-price factors such as contract and delivery dates, after sales

(164)

service, advertising, etc. NEDO expressed a similar view in

stating that the UK producer may be trying to produce the same
products as other advanced countries but failing in certain respects
for example, because of poor price, poor delivery dates, or, low

quality, made it more difficult to be competitive.

In support of this view the writer of a letter to the Times
(5 December 1977)) who runs an importing business in France expressed
his concern over one UK company who received his order in January,
promised delivery in April and then decided in August that it was no
longer interested in exporting. Another two companies increased
price without notice. Another company promised delivery which did
not arrive, and letters requesting an explanation produced no

response,

3311(165)

Britain's lack of competitiveness pointed to the fact that in the long

et al in their own examination of the causes of

run the UK share of the world market has declined because of

diminished price and non-price competitiveness,

Finally, Armington(l66)

’ Thirliwall(167), Hooley and
(168) (170)

N Pollard(169) and Economic Progress Report (1979) ’
(1983)(171), among others, have all argued that Britain's failure in

Newcomb

international competitiveness is associated with poor price and

non-price factors.
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The above argument must not be taken to say that lack of
investment and poor price and non-price factors are the only elements
for lack of competitiveness of British industry, several additional

factors should not be ignored.

Adams(172) indicated that the main cause of Britain's industrial
decline is the fact that '"the dominant social culture in this country

places less worth on commerce and industry than is the case in other
industrial countries. The four reasons for the existence of this
attitude are discerned as widespread ignorance of how our community
earns its living, an educational system which places greater esteem On
intellectual pursuits than on "Technik"” or the art of making things,
disenchantment with some of the ways in which industry performs 1its

function and disappointment with our industrial results."

On the ills of British competitiveness, Dean Henry Rosusky of
Harvard(173), stated that "In my opinion the principal factors were
internal and human, and therefore avoidable. British entrepreneur-
ship had become flabby; growth industries and new technology were not
pursued with sufficient vigour; technical education and sclence were

lagging; the Government business relationship was not one of mutual

support.’

Another factor which may be important in explaining the decline
of British industry and the rising share of imports into the UK 1s the
substantial reduction in tariff and other import restrictions which

occurred after 1945(174).

Further reasons for the UK's poor performance sometimes given 1s

that(175)(176):

1. The UK declining share of world trade is the concentration on
commonwealth and other markets with which it has had traditional
ties.
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2, UK exporters have tended to spread exporting effort too evenly
across a wide range of different markets, rather than
concentrating on the major ones.

3. The UK exporter has been particularly poor at picking up new

business in the more rapidly expanding markets.

Finally, Ray(177) mentioned that there is no end to possible
explanation for the UK lack of competitiveness, however, we must look

for more basic reasons, some of them cover questions such as the
exchange rate, taxation or the "vicious circle" type development of

our economy which are subject to national policy decisions. They

include others which are not indifferent to measures which may be

within the reach of progressive management, such as industrial
efficiency, economies of scale, standardisation, the relation between

money incomes and productivity, marketing, etc. Given all, the lack
of any one of these may be the reason behind the poor competitiveness
of British industrial products.

Thus the general agreement on the importance of international

competitiveness for British industry has led researchers to seek other

possible explanations through empirical studies.

Empirical studies
A number of surveys and studies have been conducted on the macro

and micro level that have attempted to identify the reasons for the UK

lack of competitiveness in manufacturing industry. Studies of Wells,
Ray, NEDO 1965, NEDO 1980, NEDO 1981, ITI, CBI, Turnbull, Husim and

the Department of Industry are always cited in this respect.

!

Wells conducted a study in 1964, the objective of which was

to analyse on a commodity and country market basis the decline in the

(178)

United Kingdom's share of world trade in manufactures. Results of
the study showed that, '"The reason for the lack of British competi-
tiveness was the inability or unwillingness of British producers to
quote attractive prices, but quite often the failure of British
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products was due to lack of appropriate styling, finish and
salesmenship". The study concluded that as supplies became more
plentiful, markets were increasingly competitive and overseas buyers
turned to those suppliers who were prepared to pay very careful
attention to the requiremeﬁts of particular importers. Where careful
attention was paid to these factors, UK competitiveness were well

maintained in some sectors.

Ray(179) examined the competitiveness position of British exports

in five Eastern European countries. The enquiry attempted to go
behind the trade statistics to find out the main factors behind the
lack of British competitiveness in these five countries. The results
showed that there was a general feeling that the UK products were of
good quality but that in a number of other respects they were less

attractive than those available from other foreign suppliers. The
main disadvantages were poor prices for UK products; design often not
up to date; slowness in providing quotations; high credit charges;
after-sales service often not very good; public relations work often
poor; worse than other competitors in arranging counter-purchases and

joint ventures.

An examination of the reasons for the growing volume of imported
manufactures was made by NEDO in a study of seven industrial
sectors(lao). Four principal causes for the decline of British
manufacturing industry and the rise in imports of manufactures were

emphasised.

1. Prices and costs, the lower prices of foreign products compared

with domestic products were found to be a major factor in
explaining imports of products.

2. The decisive reason for the success of imports that competed with
the mechanical engineering, electronic, and scientific instrument
industries was considered to be their technical performance and

design in relation to British users' requirements.
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3. There was detected a tendency on the part of British
manufacturers '"'to follow the market rather than to lead it",
which reflected deficiencies in market research and aggressive
marketing, as well as technical advance.

4. Shortage of capacity was found to be a major factor leading to
higher imports in boom periods, reflecting the lower level of

investment in the UK compared to its competitors.

The SWPs/EDCs(IBI) have highlighted six factors which they
believed have influenced their competitive position over recent years,

these factors include:

1. Price competitiveness : A large majority of the surveyed sectors
see price competitiveness as an element of the competitive
pressure which they face from Japan and newly industrialising
countries.

2. Non-price competitiveness: A number of sectors mentioned
declining competitiveness due to non-price factors such as poor
design and unreliable delivery of goods.

3. Supply constraints: The majority of SWPs reported physical
supply constraints had an adverse effect on their ability to
compete,

4, Weak demand: A number of SWPs have experienced problems due to
weakening demand for their products compared with their
competitors.

5. Trade barriers: Some SWPs/EDCs report that their trading

performance has been inhibited by various institutional barrilers

to trade.

6. Political factors: A few SWPs mentioned that these factors have

affected their performance.

In another study nearly 30 separate factors were cited by
SWPS/EDCS(IBZ) as constraints on export performance in their sectors.
Table 2.13 lists these factors together with their frequency of
citation., The list of factors indicated reveals an expected list of

priorities with marketing performance, non tariff barriers,
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Table 2.13: Some factors cited by SWPs/EDCs as affecting the abilit
of 30 sectors to compete in the market place

Frequency of
Citation

1. Marketing performance 19
2, Industrial structure 12
3. Non-tariff barriers 11
4, Productivity 9
5. R&D 9
6. Sterling's value 8
7. Unfair competition 8
8. Finance 6
9. Energy prices 6
10, Lack of co-ordinating export organisation 4
11. Competitidh from low wage economies 4
12. Emergence of new competitors 3
13. Poor quality 3
14, UK inflation 2
15. Too exacting UK health and safety standards 2

16, Poor UK industrial relations: effect on new

technologies 2
17. Lack of product development 1
18. Too little UK Company ownership 1
19, Price competition 1
20. Loss of skilled manpower 1
21, High UK interest rates l 1
22, Cyclical patterﬁfhampers exporting 1
23. EEC administrative problems 1
24, Inequality in state aids 1
25. Under-utilisation of plant |
26, High UK taxation (& Nat Ins surcharge) 1
27. Development too slow 1

Source: NEDO, Industrial Performance: Trade and Marketing SWP/IEDC,
1981, p.l7.
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industrial structure, sterling value, unfair competition heading the

1ist. More surprising is low placing of items such as price and

taxation.

An empirical survey by ITI Research(laa). provides useful
insights into the British competitiveness problem. The study pointed

out a number of areas where to a greater or lesser extent UK companies
were less competitive than competitors. The main reasons were as

follows:

1. Where Japan and West Germany, for example, tend to concentrate on
'key' markets, many British companies sell to too many markets
and in consequence are overextended and try to do too much in

relation to the manpower available to them., A third of British
companies were found to export to between thirty and sixty
countries, and a further third to between sixty and a hundred and
eighty countries. Yet 90 percent of their sales, on average,
went to only ten markets,

2. Compared with other countries the UK has under-invested in export
manpower, Moreover, in over half the companies covered by the
survey there was either only one person or no one at all whose
specialist function it was to promote the company's exports.

3. The report stressed the importance of adequate investment in
productive capacity, a factor making for continuing export
success, particularly in regard to reducing the length of
delivery dates vis a vis competitors. UK investment 1n
productive capacity compared to competitors was found to be
inadequate.

4., Companies did not adequately take into account the opportunities
offered by a rapidly expanding world market, either because they

did not appreciate they existed or because exports were

considered to be unprofitable.
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The CBI(IBA) conducted a survey between September 1978 and
January 1979 among 56 of CBI member companies having fewer than 1000

employees. One aim of the survey was to determine the factors which

hindered the competitive ability of small companies. The results

revealed that:

"1, Of 11 companies that had recourse to assistance from the ECGD,
three found them tardy in payment, although eight were well

satisfied.
2. Two respondents consildered that certain member countries of the

EEC breached the terms of the Rome Treaty by imposing standards
heavily biased in favour of their domestic manufacturers.

3. Several respondents reported that in their experience Embassy
staffs of some other countries are still rather more helpful to

their nationals in providing local commercial intelligence and

contacts than the corresponding UK officials in certain important

markets.

4, Strikes in the UK have lowered the confidence of overseas
customers in obtaining goods on time, and markets have been lost
because of late delivery., Domestic sales had also suffered
since British customers having been forced to purchase abroad,
when UK supplies were interrupted, had continued to do so.

5. The UK domestic market has been suffering more adverse influences
than many foreign markets, due to fluctuation resulting from too
frequent changes in Government policies."

6, Several firms were unable to enter the export market for reasomns
examined in Table 2.14.

Turnbull(las)

in France, Germany, Italy, Sweden, and Britain. The products and

and his colleagues investigated over 300 companiles

industries surveyed represent vital sectors of trade between the five
countries and are drawn from a cross-section of industrial goods such
as raw materials components and capital equipment., One of the main

aims of this study was to examine the factors which hindered the
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Table 2.14: Constraints to enter export markets

Companies
Constraint Affected

Financial
Availability of capital

Company tax
Cash flow
High wage rates

Other

Legislation
19

Production of employment

Health and safety at work, etc

Excessive volume 23

Excessive requirement for official

returns 21

- o '

Source: CBI Innovation and competitiveness in smaller companies,
1979, p.35.

competitive position of British companies both in home markets and
other European markets, the results revealed that, in comparison with
other European suppliers, most British firms are found to be slow to
offer new products and technical solutions to customers. Similarly,
they are less likely to initiate joint product developments with thelir
customers. Table 2.15 shows British suppliers to be considerably
less willing to adapt their products to meet buyers' requirements and
international standards compared to other competitors. It also
appears from Table 2.16 that UK suppliers are very unreliable in
delivery. UK suppliers are seen as the worst performers and are
considerably worse than their German and Swedish competitors. It 1s

for delivery speed and reliability that the UK reputation 1s poorest.
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Table 2.15: Supplier willingness to adapt products

All buyers' views on the willingness of suppliers to adapt their
product to meet buyers' requirements international standards

Supplier Country

France 79 64
Germany 77 40
Italy 88 79
Sweden 63 102
UK 56 13

Source: P Turnbull and M Cunningham, International Marketing and
Purchasing, London, 1981, p.32.

Table 2.16: Dissatisfaction with delivery service

Percentage of European buyers who indicated that the level of
delivery service was inadequate in relation to

Integration Provision of
Supplier Delivery Punctuality with buyer delivery
Country Speed of delivery plans information

y4 y4 4 y4

France 47 27 22 29
Germany 31 16 28 15
Italy 63 56 29 37
Sweden 17 10 15 12
UK Average! 74 64 31 53
All coun-
tries 34 26 29

Source: P Turnbull and M Cunningham, International Marketing and
Purchasing, op cit, p.37.
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(186)

Husim

shipbuilding found that British shipyards have been criticised for

in his study of factors affecting competitiveness in

poor labour productivity performance and late delivery time, heavy
unionisation, poor industrial relations and bad management have been
claimed to be the main causes of poor competitiveness. The amount
of capital investment made during the early 70s is not as extensive as
those of the Japanese. Hence lack of adequate capital investment may

be one of the main reasons behind the lack of Britain's lack of

competitiveness.

A recent Department of Industry survey(187), concluded that ''The
UK industry should be competitive because of the advantage which they
enjoy in terms of lower wages and social charges, good labour
relations and substantial re-equipment in productive capacity. 1In
spite of this they have failed to be competitive with even the high

cost countries'. The study put the following reasons behind the poor

competitiveness of the British textile industry.

1. The low level of investment in British textile industry compared
with their competitors in France, Germany and Italy.

2. The EEC textile industry receives state assistance to reduce
product cost.

3. Delivery times, design and product performance are other elements

which played an important role in the poor competitiveness of the
British textile industry.

Another empirical evidence for the reasons behind the British
lack of competitiveness can be taken from Panic, Connell, Saunders and
Rothwell.

Panic and his colleégues(lss) carried out several studies to
compare the performance of British industry and West Germany between
1954-1972. One notable fact which emerges from these studies is that
the industrial structure is very similar in the two countries. Yet

the difference in performance was considerable. There was not a
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single major branch of industrial activity in which the UK performed
better over the period 1954-1972. 1In other words, the relative
failure of UK industry over this period was, broadly speaking, one of
performance rather than structure. This conclusion is obviously
important because it suggests that the factors responsible for the
relatively poor performance of the UK industry are not confined to a

few broad industrial groups.

Connell(lsg) has undertaken a comparison of the major industrial
countries' exports of non-electrical machinery., Table 2.17 indicates
that the UK had lower values per tonne than the majority of its
competitors in both 1962-1975. More surprising, perhaps, than the

I_g_lg_____leZ_:_lz_: Average value per tonne of non-electrical machiner
CITC 7.1 exports

Average value per tonne Shares of main

of exports, $ thousand/ industrial countries
tonne exports of SITC 7.1%
1962 1975 Change 1962 1975

UK | 17.5 11.2
West Germany 23.8 24,1
France 5.9 8.8
Italy D43 7.1

Belgium-

Luxembourg 2.2 2.6
Netherlands 2.2 2.7

Sweden 4,0 3.7
Switzerland 4.1 3,8
Japan 2.7 8.0

Source: Connell, D, The UK's performance in export markets, some
- evidence from international trade data NEDO Discussion Paper
No.6, London, 1979, p.l7.
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lower absolute values per tonne, is that only‘Italy increased the
value per tonne of her exports more slowly than the United Kingdom.

It 1s also perhaps not insignificant that the UK's share of total
exports of SITC 7.1 by the main industrial countries, fell from 17.5%
in 1962 to 11.27 in 1975. 1In contrast Japan appears to have improved
the "quality" of its products rapidly, at the same time as increasing
its share in trade by almost 200 percent. This provides confirmation
of the rapid development of this sector of Japanese manufacturing.
Connell broadens the survey to other products. Comparing the UK and
West German performance he found that in the majority of cases West

German products had higher competitive advantage than those of the
comparable UK products.: He concluded that "the effect of North Sea

0il on sterling has made it more difficult than it was just one or two
years ago for UK firms to compete in the international market place.
West Germany has suffered from a similar problem for many years,
though the strength of the Deutchmark has arisen not from some
particular endowment, but from the success of its manufacturing sector
generally'”. The evidence in this study showed that improvements in
non-price competitiveness have played an important part in West German
approach to tackling this particular problem. The West German lesson
may thus be a particularly appropriate one for the UK and other

{ndustrial countries.

Saunders(lgo) carried out a study to compare the competitive
performance of engineering industry in Britain, West Germany and

France. Results of this study showed that:

1. German superiority in competitive power and performance compared
with Britain or France. The data suggested that the superior
competitiveness of Germany compared with Britain and France does
not spring from a difference in "structure',

2, Two important characteristics of the German engineering.industry,
'arising*from the statistical analysis, which put Germany in a
strong competitive position. The first is the higher "quality"

(as shown by unit values) of German export products almost
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throughout the range of engineering goods. The second is the
more modern age structure and higher productivity of German, as
compared with British, capital equipment.

3. The low level of investment in British industry compared with its

competitors was behind the lack of its competitiveness. The
finding suggested that, the present pattern of comparative

advantage in British engineering may rest more on skill than
simply on the level of investment.

4, The variation in exchange rates, although probably averting a
still more serious decline in British trade performance, did not

prove an effective instrument for radically adjusting its
competitive position.

Rothwellclgl)

underlying the decline of the British agricultural engineering

conducted a similar study to identify the reasons

industry in international competitiveness. The data on which this
study is based were obtained from a wide variety of sources,
interviews with a dozen or so UK companies, interviews by the author
and others with some number of continental European manufacturers and
their UK agents, discussions with informed individuals at the
Department of Industry, the Agricultural Engineers Association, the
National Farmer's Union and NIAE, Silsoe, literature search, the
patents office, questionnaires sent to members of the AEA (36 replies)
and the NFU (150 replies)., Where possible, the data were

cross-checked. Accordingly a number of important points have arisen

from this study. The more significant of these are:

1. The unit value and patent data suggest that the decline of the UK
agricultural engineering industry is linked to a relative lack of
product development.

2, Several medium sized UK firms have suffered because of the
ability of their much larger foreign competitors to sell cut
price machinery in the UK in order to gain rapid market

penetration.
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3. The inability of many small UK firms to finance a high level of
stock to meet peak seasonal demand, places these firms in an
uncompetitive position in the market place. Rothwell concluded
that "there are probably two major factors that have contributed
to the industry's decline, the first relates to the professional-

ism and attitude of management, the second and related factor is

the predominance of very small firms in the industry."

Before closing this point, three studies are worth mentioning,

and although the results relate to the US, Japan and the community

industry in general, they are nevertheless interesting.

The first study concerns the competitive status of the US auto

industry(lgz). This study reported the results of a survey conducted

in 1982 by the Automobile Panel to identify the causes behind the
decline of the US auto industry compared with Japan. The findings
indicated that:

1. The Japanese advantage reflects differences in prices as well as
productivity. Compared with the US firms, the major Japanese
producers have significantly higher overall productivity; some
estimates put the productivity difference as high as 40-50

percent. Employee cost per hour worked in Japan is about 50-60

percent of the US average.

2, Existing evidence suggests that in the late 1970s the Japanese
achlieved a noticeable edge in assembly quality; since 1980, US
producers have made improvements in quality performance.
Consumer ratings of vehicle condition at delivery and counts of
defects per vehicle shipped in 1979, for example, show a
significant import advantage, on a scale of 1-10, imports rated
7.9, while domestics averaged 6.4, When asked, "Would you buy
the same make or model again?", 77.2 percent of domestic

subcompact buyers answered Yes; among import buyers the

comparable percentage was 91.6.
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The second study: Report of the President on US

Competitiveness(193). This '‘study identified the main causes for the

decline of US competitiveness as follows:

l. Investment: The US tends to invest little compared with their
major foreign competitors. Through the 1960s and 1970s capital
resources available per worker in the United States grew by less
than 2 percent per year. In contrast, capital available per
worker in Japan and Korea increased by more than 10 percent per
year, In Europe and many developing countries the growth in
capital per worker was more than 4 percent.,

2. Technological development: The absolute size of expenditure on
research and development in the Uﬁited States still constitutes a

majority of such expenditures of the developed countries.

However, other countries, especially Japan and West Cermany, have

increased their R & D efforts substantially in proportion to
their GNP, whereas US R & D expenditures as a percentage of GNP
have declined in recent years.

3. US productivity growth in manufacturing has lagged behind that of
all major foreign competitors, except the United Kingdom. Over
the last decade, manufacturing productivity in the United States
increased by an average of 2,5 percent per year. In Japan the
average increase was 5 percent, in West Germany 5.5 percent, in
France 4,5 percent and in Canada 4 percent.

4, Foreign trade barriers: Many US businessmen and labour leaders
cite foreign tariff and non-tariff barriers to trade (NTBs) as

serious impediments to increases in US exports.

The third study is the Competitiveness of the Community
Industry(lga). The purpose of this study was to carry out a
preliminary appraisal of the competitiveness of community industry, on
the basis of the main indicator vis-a-vis two of 1its principal
industrialised trading partners, the USA and Japan. The major
reasons for the lack of competitiveness of the community were stated
to be lack of innovation, slow down of productivity, the reason being

inadequate productive investment,
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Conclusion
Thus in seeking an explanation for the reasons behind the UK's

lack of international competitiveness, it is interesting to note that
part of the answer seems to involve price and non-price competitive-
ness, which play a significant role in determining not only industry

and company but also national competitiveness.

Consequently, it was decided at this point in the research to

attempt to explore in detail the role of price and non-price
competitiveness as main elements determining competitiveness in the

market place, and this will be examined in the next chapter.
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