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COM-6/011

Brussels, 2 December 1999

OPINION
of the Committee of the Regions
of 18 November 1999
on
The competitiveness of European enterprisesin the face of globalisation -
How it can be encouraged

(COM(1998) 718 final)

The Committee of the Regions

HAVING REGARD TO the Communication from the Commission entitled "The competitiveness
of European enterprises in the face of globalisation - How it can be encouraged” (COM(1998) 718
final);

HAVING REGARD TO the decision taken by its Bureau on 10 March 1999, under the fourth
paragraph of Article 198c of the Treaty establishing the European Community, to draw up an
opinion on this matter and to instruct Commission 6 for Employment, Economic Policy, Single
Market, Industry and SMEs to undertake the preparatory work;

HAVING REGARD TO the draft opinion (CdR 134/99 rev. 1) adopted by Commission 6 on
27 September 1999 (rapporteur: Mr Joseph, F-PSE);

adopted the following opinion, by a unanimous vote, at its 31st plenary session, held on 17 and
18 November 1999 (meeting of 18 November):

1. Introduction
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The Committee of the Regions welcomes the Commission's communication, which
seeks to flesh out courses of action to tackle EU competitiveness at atime of more
rapid movement towards the establishment of a global economy. It isimportant to
initiate discussion of the instruments which need to be introduced if we are to move
from words to action. The Committee of the Regions fully intends to contribute to this
discussion.

2. Thereisno doubt that the most appropriate level for introducing policies and toolsis
the EU level, provided that the subsidiarity principle is applied wherever necessary at
national and local levels. "Competitiveness of firms" is a clear-cut concept. The term
"competitiveness of geographical areas’ is, however, somewhat nebulous.

3. Globalisation is undoubtedly an unavoidable process. In this opinion we should
clearly not concern ourselves with assessing whether globalisation is the best way to
achieve economic and social development. Instead, we must consider how to place the
EU in an optimal position for confronting tomorrow's world. Not just the optimal
economic position in terms of market share. The goal isto meet public aspirationsin
the EU with respect to level and quality of life, to set the EU on course for sustainable
development and to prepare a framework of prosperity, respect for human rights and
the environment, and peace and interchange with all the peoples of our planet.

4. The Committee of the Regionsis however surprised at the very negative assessment
in the Commission's communication of the situation of the EU and of EU enterprisesin
the face of globalisation. There is no doubting the need to draw up a hard-hitting
assessment of EU strengths and weaknesses in order to enable a debate to be held on
the approach to be pursued and the measures to be implemented. Although the
Commission's Communication provides an accurate analysis of a number of
shortcomings in the EU situation, it makes only passing references to the positive
aspects of the EU's potential and the success of the "European model” which has made
it possible to build a united Europe based on solidarity. The constant references, on the
other hand, to the success of the "US model" disguises the fact that this model also has
its own downsides (growing inequality and poverty, violence, etc.) and the fact that, by
definition, a development model has elements of an ideological, historical, cultural, etc.
nature and cannot be regarded as entirely transferable. It is, of course, perfectly
possible to find in the "US model”, as in other models, concepts which will enable usto
pinpoint effective courses of action. The Japanese model, for example, is one of the
factors behind the establishment of the major EU cooperative research programmes.
Irrespective of these arguments, our task isto set out a blueprint for the construction of
a Europe based on fairness and strength and promoting the success of EU enterprisesin
the global market place.

5. Although it is not fully complete (with regard to aspects such as services and
intellectual property) the construction of the European single market is an initial
success. It is currently the largest internal market in theworld at atimewhen itis
unanimously agreed that the size of the US market remains a decisive factor in US
competitiveness. EU cooperative research has been marred by a number of
shortcomings, but the overall performance is positive. This model, based on the
Framework Programmes and the Structural Funds, has succeeded in strengthening both

EU competitiveness and economic and social cohesion in the EUL.

6. Any analysis should take account of the historic process of European integration and
globalisation. In neither of these cases can the process be regarded as complete. This
implies, in particular, that the ways in which the world economy operate are not
immutable. The rules of the game have not been finally established. It is up to the EU
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to find ways of ensuring that it isinvolved in the formulation of these rulesand is able

toturnthemtoits advantageg. In its communication the Commission highlights the
importance of the current and future negotiations on international trade and direct
international investment. Although it is a matter of the utmost concern, the construction
of aglobal economic system cannot be defined in terms only of international trade
carried out on the basis of the doctrine of free trade. We must adopt a broader
perspective and consider how to put Europe in a position of strength, whilst at the same
time maintaining both its specific characteristics and its diversity. It isfor this reason
that the Europe of regions, towns and villagesis a factor which has to be taken into
consideration when defining a European approach to competitiveness.

2. Competitiveness, the construction of Europe and economic and social cohesion

1. The Committee of the Regions notes that "competitiveness' of enterprises differs from
the "competitiveness' of geographical areas (the EU, Member States, regions). In the
case of enterprises, the term "competitiveness' means the ability of the enterprise to
compete in agiven market (local, national, EU or world markets); the meaning of the
term becomes clouded however, when we are dealing with the competitiveness of a
geographical area. Furthermore, in the context of globalisation, issuesrelating to size
become particularly delicate, as the Commission is very careful to note. It would
appear that the issue of "competitiveness' should be tackled at the following three
levelsin particular:

2. First of dl, the link between the competitiveness of enterprises and that of
geographical areasistricky. It isvital to understand the relevance of thislink in order
to grasp the extent to which the competitiveness of EU enterprises has a bearing on the
political construction of the EU and in order to devise a policy for stimulating the
competitiveness of EU enterprises. Thislink is al the more complex in view of the fact
that many enterprises have more than one place of business and therefore operatein an
economic area which does not generally match the borders of the relevant geographical
area.

3. Secondly, depending upon the level of the geographical entity concerned (Europe, the
EU Member States, local or regional levels), the content and meaning of the concept of
"competitiveness' do not always exactly correspond and they may even be out of kilter
with geographical and political entities. A region could, for the purpose of job creation,
seek to attract foreign investment, which may be at variance with the cohesion of
national or even European industrial potential in a given sector. Globalisation does not
respect boundaries and industrial networks no longer match political boundaries.

4. Thirdly, there isthe issue of the nationality or rather the European character of
enterprises. Which criteria should be used for determining whether an enterpriseisa
"European enterprise”: the nationality of the enterprise's capital, the location of its head
office, the nationality of the members of the management team, or the geographical
location of the places of business? It is clear that none of these criteria provides an
adequate basis for identifying the nationality or European character of enterprises. To
what extent should an enterprise of foreign origin which, through its branchesin the
EU, provides employment and tax revenue in Europe and has a bearing on the
European economy, be regarded as less "European” than an enterprise of European
origin whose competitiveness is based on the operation of branches situated in the US
or Asia?

5. It should also be noted that the issues of competition and the competitiveness of
enterprises at inter-EU level play arolein the EU's external competitiveness. EU
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enterprises which compete with each other on the EU market may aso be rivals on
markets outside the EU.

6. The Committee of the Regions acknowledges the soundness of alarge number of
definitions of the term "competitiveness' which highlight the goal of maintaining and
improving the standard of living and public welfare. The OECD, for example, defines
competitiveness as the ability of enterprises, economic sectors, regions, states and
supra-national regions to generate a relatively high income and to achieve a high level
of employment, whilst being exposed to international competition. The Committee of
the Regions would, however, stress that the fundamental aim of regional
competitiveness must be to help to create jobs in the long term and to promote
sustainable economic development. The Committee shares the views of the experts on
the Consultative Group on Competitiveness who have pointed out that "a number of
more specific goals, such asincreasing profitability or share of world markets, must be
regarded as subordinate to the fundamental goal of creating an economy based on high
added value and providing a high level of employment. One cannot therefore talk of a
choice between competitiveness and social cohesion. The tensions which occur are
bound up with deciding how to carry out the necessary adjustments and the timetable

for making these adj ustments’2,

7. Consequently it is essential to remember that achievement of these goals of
competitiveness depends on establishment, development and consolidation at the
various geographical levels of production systems which are (a) sustainable and (b)
able to generate wealth and channel a considerable part of such wealth to good effect.

8.  Inaccordance with the principles underlying the construction of Europe, these goals
should be pursued in a manner compatible with the strengthening of economic and
social cohesion in the EU. To put it another way, the success of the "winner regions’

must not be achieved at the expense of the "loser regi ons'#. Attention should also be
drawn to the fact that internal disparitiesin the EU do not simply reflect different
standards of living and lifestyles; they also risk creating an undesirable level of intra-
EU competition, i.e. economic and social dumping.

9.  Onabroader level, the "European model”, and in particular the social dimension of
this model, must not be regarded as a handicap, as a constraint which has to be
tolerated. The European model reflects the values of European society and, for this
reason, it should be defended; there should be no conflict between economy and
society. The Commission communication rightly considers that the European model is
a source of competitivenessin the long term: being able to call upon skilled, motivated,
fit workers will increasingly provide the key to long-term competitiveness based on
innovation and quality.

10. Against the background of an unstoppable move towards globalisation, it is vital for
the EU to be competitive in order to maintain, perpetuate and strengthen the European
model. It is essential to be competitive if we are to build alasting, sustainable Europe,
ableto hold its own in the world of the future and to provide good living conditions,
prosperity and social cohesion, rather than unemployment, social exclusion, disparities,
poverty and insecurity. Competitiveness must be regarded as a means, rather than an
end.

3. Internationalisation, free trade, growth and sustainable development

1. Should the expansion of international trade be regarded as a vital source for growth
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and prosperity in Europe? It is difficult to go along with such an equation. Although
there is an undeniable correlation between the two factors, growth is generated by a
whole series of factors: macro-economic policies and monetary stability; the single
market; scientific and technical progress; education and cultural development;
protection of the environment; improvements in economic, social and industrial
infrastructure and organisations, etc. This being the case, globalisation should be
regarded not as a source of growth but as a specific type of growth based on the
expansion of markets. Three key points should be made in this context.

2. Firstly, itisclear that there has been a stronger increase in intra-branch trade than in
inter-branch trade. This means that international specialisation based on comparative
advantage has not been intensified; it is the geographical areainvolved which has
increased. Industry is now organised in such away that industrial "regions' develop at
international level as aresult of the effects of competition and complementarity
between firms of different nationalities. The extent and form of this transnational
organisation of industry vary very considerably from sector to sector. The international
division of labour istherefore primarily brought about by advantages deriving from the
combined effect of enterprises operating and development strategies and from the
establishment of resources at different geographical levels (local/regional, national and
European).

3. Secondly, asizeable proportion of international trade is intra-company. This fact
underscores the role played by multinational companies in the establishment of a global
economic system, even though political decisions are also of decisive importance in the
fields of deregulation, privatisation, reduction of customs tariffs and international
competition rules. This once again raises the question of the link between the
competitiveness of enterprises and of geographical areas and the definition of the
"European enterprise”.

4. Although a number of products and standards are undoubtedly becoming global in
nature, the global economic system is still being established in piecemeal fashion, with
distinctions being made in the light of consumer tastes and standards and innovation
systems geared to differing specific territorial potentials. Globalisation does not mean
moving towards a homogenous world; the EU, too, should bring its own specific
characteristics to the global economy and maintain its differences.

5. The Committee of the Regions points out that although globalisation is generaly
recognised as having an overall beneficial effect, the way in which these benefits are
allocated is frequently inequitable and may well vary. "Recent economic theories point
to the fact that both sustainable long-term economic growth and a deepening of the
income disparities between countries derive from the accumulation of capital - both

physical and human. This accumulation, in turn, is influenced by international trade">.
To put it another way, since competitiveness is based on the existence and devel opment
of favourable terms of trade - i.e. unequal terms of trade - it is, by itsvery nature, a
source of imbalance. It is significant that whilst the EU's terms of trade with the USA
and Japan are, taken overall, unfavourable, they are globally favourable in respect of
third countries. This means that a major proportion of favourable terms of trade
enjoyed by the EU are with less-devel oped countries.

6.  According to the 1998 report on the competitiveness of European industry, the
standard of living in Europe, measured in terms of GDP per capita and expressed in
purchasing power standard (PPS), is 33% below that of the US and 13% below that of
Japan. Furthermore, there is awide range in the distribution of purchasing power
within the EU; the level of purchasing power in the various Member States variesby a
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factor of up to 2.6. The difference in purchasing power in the poorest and the richest
regions of the EU varies by afactor of up to 4.5. The regional contrast is undoubtedly
more marked in countries where the level is above that of the EU average thanin

countries where the level is below that of the average for the EUS.

7. Theoverdl growth indicators at EU level mask considerable imbalances. The
establishment of the single market promoted a growth in intra-branch trade; trade in
products of different price and quality has increased more sharply, whereas trade in
similar products has remained stable. Thistrend is the result of different forms of
specialisation: firstly in top-of-the-range products (based on design, R& D and
advertising); secondly, in bottom-of-the-range products (based on cost cutting). Clearly
one and the same country can pursue the two strategies in different sectors. If we take
the case of the four leading industrialised countries in the EU, however, thereisaclear
tendency to specialise in top-of-the-range products in the case of Germany, in middle
and top-of-the-range products in the case of France, and in middle-of-the-range
products in the case of the UK, whereas Italy specialises more than the other three
countries in bottom-of-the-range products and less in top-of-the-range products. A
similar variation may also be observed in respect of foreign investment, which varies
by afactor of 4.5 - in Italy it represents 0.4% of GDP, whereasin the UK it represents
1.8% of GDP and includes substantial non-EU investment. There is also a considerable
variation at both national and sectoral level in the concentration of foreign investment.
The level of divergence was higher for the period 1985 to 1995 and was also more
marked in respect of those countries benefiting from average levels of foreign
investment. This also implies that "European integration appears to be taking place

against the background of the co-existence of different model s/,

8. Theissue of the convergence of industrial structures has been at the heart of the
process of monetary unification. On a more general note, social cohesion and regional
imbalances continue to be central to European integration. One of the roles of regional
policy and the Structural Fundsis to help break down imbalances in these areas. The
most widely used macro-economic indicators point to a steady convergence; a recent

study8 has, however, revealed other less visible imbalances which may have serious
consequences in the long term, thereby making them a matter of concern. An analysis
of Member State trade in high technology products reveals sharp differences which,
whilst they have little macro-economic impact in the short term, need to be taken very
serioudly in the light of the long-term prospects for the integration of the Member
States into the global economy.

9. Spain, for example, which has provided a model example of the pursuit of
convergence, isin avulnerable position in respect of high-technology products; it is
one of the countries with the highest trade deficit in hi-tech products, a group which
also includes Greece and Portugal. This example serves to explain why, with its share
of 10% of international trade in high-technology products, the EU enjoys an overall
advantageous position (atrade surplus of 1.7 %o) which conceals a trade deficit in
bottom-of -the-range products (-2.7 %o), offset by trade surpluses in medium-range
products (1.2%0) and top-of-the-range products (+3.1%o).

10. The Committee of the Regions draws the Commission's attention to the danger of
promoting the competitiveness of European enterprises without taking account of this
type of imbalance which, whilst being evident at national level, would undoubtedly be
shown to be even more sharp at regional level if asimilar study could be carried out.
Competition policy may have the contrary effect of helping to enhance these
disparities. Although high-technology products strictly represent only a small part of
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international trade, the cumulative and localised nature of hi-tech industry - atypical
feature of a knowledge-based economy - means that it has much more profound effects
on long-term growth. These statistics should be taken into account in a more effective
way than the Structural Funds have so far managed to do if we areto avoid a
progressive intra-EU split and excessive polarisation based on specialisation in high-
technology products.

4. Globalisation, competitiveness and spatial development

1. Ashasalready been pointed out above, globalisation does not mean a uniform world.
Multinational companies have fully understood this; they have organised their
operations at world level in such away as to benefit from differencesin factor costs
and specific resources. There is no one standard template at world level or EU level.
One of the EU's key assetsisits diversity.

2. Globalisation isaterm for the increasing co mplexity and opening-up of the world for
the interpenetration of geographical areas and sectors. It is the combination of these
factors which makes globalisation and the acceleration of international trade such
major forces for growth.

3. Thistwo-fold dimension of globalisation is spectacularly illustrated by the following
strategies adopted by enterprises:

o aspeeding-up of the process of operating at international level; this process has not been
triggered ssmply by the interpenetration of markets; it has also been prompted by a desire to
gain access to specific local resources, such as skills, proximity to other companies and the
"cluster” effect;

o aspeeding-up of the process of "technological hybridisation”: movement into new activities,
purchase of enterprisesin new niche markets, industrial alliances and cooperation, etc.

4. Geographical areas (regions and sub-regional areas) promote industrial growth in one
of two ways:

e cost (offering the opportunity to produce goods more cheaply than they can be produced
elsewhere);

e access to specific resources (offering an opportunity to engage in economic activities which
could not be carried out elsewhere).

5. Thesetwo above aspects involve two dimensions of the competitiveness of
enterprises, linked to the widely accepted distinction between competitiveness based on
cost and competitiveness on non-cost grounds. This distinction mirrors two aspects of
business strategy: a short-term perspective based on the production of standardised
goods and a long-term perspective based on differentiation and innovation. These two
approaches do not conflict and may well complement each other.
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6.  With respect to geographical areas, the abovementioned distinction involves two
alternative approaches and concerns. The first approach takes the form of an overriding
focus on factor prices at a given site. In this context, state grants to attract industries to
aparticular area are designed to offset the cost advantages of other sites. Competition
between different sites based solely on factor cost frequently leads to individual areas
bidding up public aid to alevel which can far exceed what is reasonable. Worse till,
this serves as a pretext for employing tax and social dumping strategies, an approach by
territorial authoritieswhichis, al things considered, dangerously negative. Such a
trend, which isregrettably still very prevalent, promotes volatile behaviour and
"bounty-hunting” on the part of enterprises.

7. The second approach places the accent on building up resourcesin agiven area. This
self-reinforcing process is driven by strong interactions between enterprises situated in
agiven areaand al the other players operating nearby: public institutions and related
bodies, research and training providers, etc. It is, however, rare for such a processto get
underway of its own accord. Sometimesit is part of along historical process; on other
occasionsit istriggered by the presence of a centre of scientific and technological
excellence (Stanford in the case of Silicon Valley, the MIT in the case of Boston and
Route 128, or Orsay and the CEA in the case of Paris-Sud, etc.); on other occasionsit is
set in train by deliberate action on the part of a powerful public or private industrial
player (such as CNES at Toulouse or IBM at Montpellier); and it may also be brought
about as aresult of deliberate public policy (Sophia Antipolis, Silicon Glen, etc.).

8. Local growth and development thus no longer depend solely on attracting productive
investment; they are generated by mutual support between investment from outside
(externally-generated devel opment) and regional forces promoting growth and
innovation (internally-generated development). Whilst enterprises are having to
become increasingly nomadic as a result of the need to be global players, they also
have to become more involved in the areas in which they operate and to engage in
"territorial anchoring".

9.  Defining the competitiveness of an area solely in terms of its ability to attract
productive investment - a practice which is frequently followed - would thus appear to
be extremely simplistic. Thereis also aneed to maintain local enterprises and newly-
established enterprises and therefore to provide them with the requisite conditions for
their development. Competitiveness should thus be based on exploiting differences,
against the background of world trade and global interactions, rather than seeking to
align on asingle model. The problem of the distinction between the competitiveness of
enterprises and the competitiveness of areasis resolved by convergence between the
interests of enterprises and areas. This also renders the issue of the "nationality" of an
enterprise meaningless, the important point being the "territorial attachment™ of the
enterprise.

10. Against abackground of growth strongly driven by innovation, thereisaneed to

highlight the role played by geographical areas (innovation cl usters)g. Innovation is
affected by alarge number of factors which are sometimes intermeshed at international
level. The US economist Michael Porter highlighted one of the paradoxes of the
modern economy by pointing out that "the enduring competitive advantages in a global
economy lieincreasingly in local things - knowledge, relationships, motivation - that

distant rivals cannot match"19,

11.  The Committee of the Regions has therefore already underlined the need to establish
and consolidate regional potential for research and technological development (R &
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TD) and innovati ontL. To be effective such potential needs to attain acritical mass and
mesh together the main playersin a network characterised by a"culture of innovation”
and a"culture of excellence". Local and regional authorities should endeavour to
identify innovation potential and develop this potential with a view to creating new
jobs. It isalso desirable for EU regional policy expressly to provide support for steps to
develop a culture of cooperation in regions and localities. In particular, the European
Union should give effective backing to area-based networking and R& D schemes

which tap the skills and potential synergies of industrial and technological pl ayers.l—2
Moreover, it isto be hoped that public procurement will play an active part in such
schemes (framing of specifications, testing etc.) and underwriting seed capital.

12.  Thelaunch and success of Gemplus and the smart card "hub” in the Provence-Alpes-
Cote d'Azur region of France for instance was made possible largely thanks to the
"confidence" of a number of public operators. First of all, France Télécom ordered
more than a million telephone cards from Gemplus shortly after its launch in 1988. (It
had been hived off from SGS-Thomson.) Then, local authorities such as the Bouches-
du-Rhdne Conseil Général also became clients, piloting the development of new
applications in canteens, healthcare, etc. In the space of eight years, Gemplus, the
world leader with a 43% market share, was a flourishing enterprise with turnover in
excess of 3 hillion francs and the creation of more than 3,000 jobsto its credit, half of
them in its Provence hub.

13.  Interms of boosting competitiveness, the Committee of the Regions has stressed the
importance of centres of excellence which zero in on a particular area and industry to
focus "high-level knowledge, skills and technical and administrative infrastructurein

one viable, sustainable economic sector.”12 We must, however, guard against
concentrating too much on one particular area, since this tends to generate "enclaves of
the global economy" cut off from their economic and social background, whose sole
determining factor istheir global linkage. Excessive polarisation may also unduly

sharpen imbal ances'*in production and wealth distribution between " pockets of
modernity" which harness any "added value" generated, and exclusively residential and
consumption-based surrounding areas.

14.  Centres of excellence of this kind are not restricted or narrow in scope, but may take a
wide variety of forms depending on specific circumstances and the geographical
background on which they rely. Such flexibility helps reinforce these centres' links with
the economic and social fabric and puts them on a more solid and durable footing.
Lastly, it should be noted that centres of excellence are not confined to high-tech
operations. Michael Porter cites examples of "clusters" in wine growing, the leather
industry and catering; examples from Europe could include areas of Italy famed for

clothing or furniture and the shoemaking district of Elchein Vaencia, Spai n.1°
5. SMEs, infrastructure and financing

1. SMES rolein the European economy and the importance of boosting their
competitiveness

1. InitsOpinion of 3 June 1999 (CdR 387/98 fin) on the BEST report and the

Commission's response,m the Committee of the Regions stressed the important
role played by SMEs within the European Union. They account for 60% of
overall production by value and 66% of jobs. The COR reiterated its
commitment to strengthening the competitiveness of SMEs, which are operating
in an ever wider economic area as economies become more global in scope.
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SMEs are, moreover, often the key to local development, most often working in
conjunction - above al - with local and regional authorities. What is more, they
often play adecisive role in anchoring large companies to a particular area since
they provide services and skills on which these companies can draw.

2. The Committee of Regions admires the remarkable track records of high-tech
SMEs which, in the space of just afew years, have become global leadersin their
field. The Committee would point out however that while SMEs of this kind
merit special consideration, given their impact on the strong long-term
performance of European industry, they currently make up only avery small
proportion of companies and jobs. Although action must clearly be taken to assist
these enterprisesin building up their competitive position, such measures must
under no circumstances have a deleterious effect on the drive needed to boost the
competitiveness of the majority of SMEs which are less technologically
advanced and, in geographical terms, serve a more limited range of markets.

3. Attheleve of public policy, movesto boost SME competitiveness must hinge
on genuine improvements in their working environment, not only in terms of

bureaucracy and red tape, but also with regard to their access to sources of
finance and information, and with regard to international development facilities
(exports, cross-border cooperation, international joint operations etc.) The COR
firmly supports the proposals set out in the BEST and Commission reports. There
would also appear to be a need to make available to SMEs information tools and
tools for providing legal and management assistance, with a view to establishing
alevel playing field in competition between SMEs and large enterprises. It is
also important for public authorities - particularly regional and local authorities -
to give careful consideration, when awarding public contracts, to bids submitted
by loca SMEs and to bear in mind the impact which the award of the contracts to
these enterprises would have on local development.

4. The position which SMEs occupy in the European economic and cultural model
and their crucial role in providing employment, justify specia attention being
paid to them and provision being made for them to have access, under certain
circumstances, to specific funding and to benefit from tax breaks. On amore
genera level, consideration could be given to how a specific system of
exceptional arrangements could be introduced with regard to public aid (rules
and procedures).

5. The Committee of the Regions would particularly highlight the importance of
encouraging and facilitating SME access to modern information channels, in
particular through the development of new information and communication
technol ogies and the associated infrastructure. The competitiveness of SMEsis
strengthened by access to a high standard of information on the latest
technological developmentsin their fields, on market conditions and on any
technological partnerships they may be able to join (complementary skills). The
effectiveness of such measures, however, hinges on two factors. Firstly, accessto
information facilities must be backed up by attractive and relatively inexpensive
training opportunities for potential users. Secondly, there should be pan-
European input into building up - or rather refining - the information on offer.
This should include an ongoing inventory of databases, the compilation of a
directory, the development of specialised search engines to surf the Internet and
the establishment of European technological, legal and tax-related databases. It
should aso include regional technological and industrial skills registers - to be
drawn up in cooperation with the regions - together with databases relating to
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public procurement. The Committee of the Regions would propose that, prior to
such steps being taken, an inventory be made of studies on thisissue (role of data
infrastructure in SME development) and on what data resources are aready
available.

6. Inthelight of this situation, the Committee of the Regions has noted that the
need to encourage SME competitiveness by every available means should under
no circumstances work to the detriment of social dialogue, compliance with
working conditions and collective agreements, respect for the environment or
consumer interests and rights. Easing these rules to promote jobs at any cost
would embroil Europe's regions in unbridled competition involving
environmental and social dumping, with disastrous long-term effects. Since,
however, European competitiveness can only be built up in the long term, it must
be underpinned by constant improvements in product quality and the skills base
and adynamic blend of high standards and innovation. We cannot claim to have
achieved these targets unless we can be confident of worker motivation and
satisfaction; workers need to be a part of the collective effort, both as players and
beneficiaries. In this way, the European social model can serve to bolster long-
term competitiveness.

2. Theneed to enhancetrans-European infrastructure

1. The Committee of the Regions shares the view that building a competitive
Europe entails substantial enhancement of trans-European infrastructure
networks (information technologies, transport, communications etc.) The first
thing to note is that these infrastructure networks are still generally the product of
policies and devel opment programmes implemented nationally by the Member
States. As such, they remain overly circumscribed by the constraints of national
geography. In many cases, they are also in need of modernisation and expansion,
not least, of course, since infrastructure density varies considerably from one EU
country and region to the next. Cooperation between the Member States
represents an important first step towards establishing trans-European
infrastructure.

2. The Committee stresses the vital need to enhance trans-European infrastructure
in thisway, not only for large companies but also for SMEs, whose integration
into the fabric of a competitive Europe such moves are calculated to reinforce
and accelerate. For instance, a small sub-contracting firm specialising in micro-
electronics sometimes has to reach scales of production in a specific market
niche which involve supplying a wide range of clients spread across alarge
number of different locations (Munich, Newcastle, Corbeil, Catania etc.) Such a
company's competitiveness will thus largely depend on how long it takes a
package to be delivered to its clients.

3. European high-speed rail links must be fostered and expanded. Air traffic must
be reviewed from a pan-European angle by increasing the number of key air
junctions - the current junctions are at saturation point - at additional locations,
flying to more destinations. There must be more intermodal platforms (hubs), not
least for air-land connections and for both freight and passenger transport. Cross-
sectoral and trans-European links must be radically reviewed with an overal
vision for the future in mind, since, in the long term, they impact on Europe's
continued progress and the competitiveness of its companies. In the road-rail
debate, Member States should give serious consideration to issues raised and
conduct genuine negotiations so that, wherever it is not possible to agree on a
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common line of approach, the decisions taken and policies implemented can be
coordinated closely and effectively.

4.  Asfar as new information and communication technologies are concerned, the
European Union should make a genuine effort to improve quantity, density and
quality. The Committee of the Regions feels that it is particularly important that
carrier and content should not be treated as two separate issues. High-
performance, easily accessible networks must be set up. One notable target for
Europe is the faster establishment of a high-speed second generation Internet,
sometimes referred to as Internet 2 - a project likely to become areality very
soon in the United States - with a view to giving across-the-board accessto all
economic operators. Responsibility for content is clearly shared between public
and private players and consideration must be given to laying down a public
policy on thisissue which provides for a balanced allocation of responsibilities
between the European Union, the Member States and the regions.

5. The Committee stresses the need for strong European-level coordination, while
preserving genuine sovereignty and ensuring continued local and regional
authority involvement at the various geographical levels. Establishing a high-
speed rail link or reorganising air traffic involves restrictions and disruption for
the areas concerned; as a result, such projects cannot be approved without the
involvement of the authorities concerned and a bona fide attempt at social
dialogue. Much can be learnt in this regard from the experience of Francein
building up its high-speed network, for instance the south-eastern line.

3. Accessto sources of finance

1. Accessto sources of financeis of key importance for the competitiveness of
European SMEs, and innovative SMEsin particular. Clearly, the access afforded
by the European financial system isinadequate and risk culture is too often
absent from banking practices which, instead, seek an abundance of all-round
high guarantees. The Committee of the Regions backs initiatives aimed at
facilitating company access to sources of finance and seed capital via"business
angels,” venture capital, European grants and the like.

2. Itisvital for the competitiveness of European companies to establish an
effective system of venture capital, provided, however, that accessto it is not
restricted to major money markets but is also practicable at regional level. The
Committee of the Regions would point out, however, that venture capital aloneis
not a catch-all remedy for problems of corporate financing. A study conducted

recently in the United States!® clearly shows that venture capital islittle used in
financing the initial stages of innovation. Of the $10 billion invested in the USA
in 1997, barely 6% was earmarked to finance start-ups. Instead, start-up finance
came mainly from the public purse ($63 billion) and large companies ($133
billion). Most venture capital investments were directed at the next stage in the
cycle of innovation in which companies have to work very hard at growth, and
thus at investments, at a time when their material assets and acquired trading
position are insufficient to provide the guarantees required by the banking
market. Venture capital comesinto play in this acceleration phase of the famous
S-curve of industrial development by giving backing to sectors or market niches
with a high growth potential, rather than to people or ideas. It should also be
noted that, at this stage, it is very difficult to distinguish winners from losers. The
overall yardstick remains quality of management.
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3. Onthislast point, the Committee of the Regions notes that, while SMEs may be
at the forefront of job creation, they are also the cause of a high proportion of job
losses (only half of SMEs survive beyond five years). The Committee stresses
the importance of SME management aid, particularly for newly established
enterprises and those in the growth phase. Management generally requires a
different set of skills than those needed to set up a company. Many schemes have
been launched in various different places, in particular as part of enterprise
"nurseries” or business incubators. The Committee recommends that an
assessment be made of the work done in thisfield and that alist be drawn up of
the most effective measures in the management aid field.

4. The Committee has endorsed the Commission's proposal to set up three new
financial instruments to back innovative SMEs and support them in the growth
phase (risk capital facility, scheme supporting the establishment of transnational

joint-ventures, guaranteefacility).g It did however stress how important it was
"to draw on the expertise of regional/local intermediariesin the implementation
of all three schemes (and) .... to make sure that the authorities responsible for
regiona development are kept fully informed and are notified as to which funds
and financial institutions are operating as intermediaries for the schemesin each
region." The establishment of an ETF start-up facility is a welcome response to
the need for seed capital, provided, however, that the necessary action is taken to
ensure that entrepreneurs from peripheral regions have the same accessto
potential European investors as other operators.

5. The Committee has also endorsed (CdR 387/98 fin of 3 June 1999) the
establishment of enterprise boards & quot;to act as clearing points between
public funding agencies, banks and entrepreneurs with the capacity to grant or
refuse finance quickly."

6. Lastly, the Committee reiterates its reservations about pension fund investments
in venture capital. These should be permitted only if appropriate guidelines are
set in place.

4. The promotion by local and regional authoritiesin less-developed regions of policies
to boost employment in SMEs should be wholeheartedly supported by the EU, which
should also offer support with regard to funding. The Committee of the Regions would
also highlight the need for the level of financial aid and fiscal support to SMESsto be
geared to the number of jobs to be created or safeguarded.

6. Employment

1. Employment remains one of the main reasons for promoting the competitiveness of
European companies. Between 1987 and 1997 European GDP grew by 2.5% annually,
matching the US rate over that period. However, as the 1998 European Commission
report on the competitiveness of European industry points out, in Europe thisriseis due
to strong growth in labour productivity, coupled with amarginal increasein
employment. This contrasts with the USA, where the rise in GDP is the result of weak
productivity gains and an appreciable increase in employment. Be that asit may,
despite some gradual catching-up, labour productivity (calculated as GDP per job) is
still 20% lower in Europe than in the United States. On the jobs front, Europeis
suffering as aresult.

2. Regional disparities
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1. InEurope, half of productivity gains are due to the impact of capital-labour
substitution; the corresponding figure for the USA is barely 25%. At the same
time, the relative labour costs have risen more quickly in Europe than in the
United States. This chronic shortfall in job creation in Europeis reflected by
major differencesin increasesin the labour-force participation rate growth as
between Europe and the USA on the one hand and Japan on the other. Thisis
doubtless the main reason for the differences in overall standards of living
between Europe and United States. The report notes, however, that while this
holds true in particular for high-tech sectors where American companies have
created many new jobs, European companies still performed lesswell across dll
sectors during the period 1985-95.

2. Theaverage EU participation rate remains below 61% and intra-European
disparities are very pronounced. These disparities between the Member States
relate mainly to three key groups: women, young people of both sexes and older
male workers. Unemployment within the European Union varies from less than
3% to more than 30%, and participation rates range from 80% of the population
of working age in certain parts of Denmark and south-east England, to 40% in

some southern regions of Italy or Spain.2? The Commission has proposed along-
term target of pushing the participation rate up towards 70% to match similar
levelsin the United States and Japan. Since job creation is accompanied by the
loss of existing jobs and skills, the Commission has clearly stated the need to set
up and expand new companies as an engine of renewal in the European
economy. In broader terms, improving company competitivenessis an essential
element in this process.

3. However, any opportunity also constitutes a threat. The Committee of the
Regions would therefore underline the fact that this "creative destruction™ (i.e.
loss of existing jobs and skills on the one hand, creation of new jobs and skills on
the other) does not necessarily follow any balanced or uniform geographical
pattern. As aresult, this doubtless unavoidable processis highly likely to widen
internal disparities within the European Union. Such a scenario, which would run
counter to the principles underlying the construction of Europe, could, in the long
term, give rise to clear divergencesin patterns of regional development. One of
the roles of the Structural Fundsisto seek to combat disparities and to establish a
new internal balance - avital prerequisite for achieving a more effective
competitiveness, both on the internal market and on the world market. It isthus
particularly important to make local development a fully-fledged component of
the European Union's employment strategy. On this point, the COR fully
endorses the Commission's view on the "leading role of the local actorsin the

process of job creation” 2L In this context, close attention should be paid to
preserving the existing vocational heritage, taking full advantage of reusable
technical advances and redeveloping out-dated skills. This also highlights the
urgent need to link any employment strategy to all aspects of human capital
development and infrastructure policy, including education, training and the
Structural Funds.

3. Theneedtoinvolveregional and local operators

1. Redistribution and solidarity are clearly needed within the European Union to
consolidate long-term convergence and economic and social cohesion. However,
action of this kind cannot be contemplated without close cooperation with local
operatorsin the field of economic development. The Committee underscores the
importance here of taking effective account of endogenous input into economic
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growth, as opposed to focusing exclusively on attracting outside investment. In
this regard, the Committee has proposed that the regions analyse their strengths

and weaknesses and then consciously build on their strengths?2 so as to move as
far as possible towards devel oping "centres of excellence” which can become the
mainstay of sustainable local growth.

2. Although the opening or closure of a plant of amajor company can radically
ater aregion's employment situation, two things are nonetheless clear:

1. inevery respect, acompany’s long-term operations are very much contingent on local
territorial dynamics,

2. job creation isabove all still aproduct of local schemes and cannot always rely on outside
decisions.

3. The Committee of the Regions and the Council of European Municipalities and
Regions (CEMR) have developed aLocal Action for Employment initiative for
1999-2000 to encourage mayors and local authorities to help implement the
employment guidelines. The Commission has given its full backing to the
scheme. For its part, the Committee of the Regions endorses the Commission
proposal to conduct a systematic appraisal of experience acquired in the
implementation of the territorial employment pacts so as to catal ogue examples
of good practice which could be extended to other regions. The COR proposes
that the Commission develop an ongoing progress report, together with alist of
measures available for consultation on the Internet. Those involved in local
devel opment would thereby be encouraged to bring in their own assessments and
local experience. Such an initiative should obviously be undertaken with the
agreement and assistance of the regions. It could be considered an extension of
the electronic forum already in place on the European institutions website on
http://europa.eu.int/comm/pacts/.

4. Competition between geographical areas and subsidy hunters

1. The Committee of Regions has warned against atrend that has cometo light in
some multinational groups to routinely compare all the incentives available at a
possible operating location (subsidies, direct and indirect aid, social dumping, tax
dumping etc.) in order to identify the most attractive "territorial dumping". "The
competition - given persistently high levels of unemployment - to attract
companiesisincreasingly fierce. The danger is that sustainable employment will

be undermined by short-term measures to entice companies."ﬁ. Companies often
relocate to take advantage of ruinous competition between geographical areas. In
this regard, the Committee again calls for more stringent monitoring of state aid
and effective measures to combat social and environmental dumping.

2. Inbroader terms, aid is designed to offset a cost disadvantage compared with
supposedly less expensive locations; this enhances the volatility of cost-driven
corporate behaviour. By making this the sole yardstick, such arationale runs
counter to injection into industrial and technological operations of aterritorial
dimension which is the bedrock of sustainable job creation.
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5.  Company performance and social cohesion: the pillars of new competitiveness

1. Thefina report of the high level group on the economic and social implications
of industrial change categorically rejects the drift towards inter-area

competiti on.2* The Committee welcomes the findi ngs and broadly endorses the
analysis and proposed guidelines. The group's work rests on the premise that
"Europe must face these changes by combining innovation with social cohesion
and by improving its capacity to manage change.”

2. Industrial dynamics must take the lead from best-performing companies and
seamlessly combine benchmarking, innovation and social dialogue. This reflects
the fact that (i) social dialogueis akey element in worker motivation, whichin
turn isindispensable to a company's success; (ii) companies and workers are on
course for change; and (iii) workers employability (i.e. their continued capacity
for integration into labour market) is the responsibility not only of the individual
workers themselves, but also of the companies that employ them and the public
authorities. The ultimate result is reinforcement of company performance and
competitiveness on the one hand, and prosperity and social cohesion on the other.

3. Effective social dialogueisessential if such avirtuouscircleisto bere-
established. Europe must do well in thisarea, if itisto hold its own and play a
part in the world of tomorrow. With thisis mind, an industrial policy must be
pursued which incorporates long-term prosperity, social cohesion and corporate
competitiveness. In the same vein, we agree with the working group experts that
"the guiding principle for companiesisto be competitive and profitable while
living up to their social responsibilities.” In thisway, these companies help
establish an ongoing, beneficial environment on which to base their long-term
competitiveness. Future employment prospects in the information society thus
look very promising, not least because the spread of potential jobsin thisfield
and the availability of skilled workers already constitute akey element in
corporate competitiveness and are set to play an even greater role in the future.

4. The Committee stresses that local links of this kind are essential to companies
which adopt area-based ground rules and make this aspect a key element in their

competitiveness. The COR proposes that this territorial yardsti ck? be applied -
rather than yardstick of nationality of capital - when deciding whether a company
can be considered European or not, and can, by that token, be given public
support to maintain and boost its competitiveness.

5. Inavery similar vein, the above-mentioned experts recommend that "any
company proceeding with dismissal without having taken the necessary steps to
safeguard the employability of those dismissed should be barred from accessto
public aids." (op. cit.)

6. Tourism and employment

1. The European Union possesses a remarkably diverse range of places of tourist
interest. The European tourist industry's function as a major source of
employment must be enhanced by boosting the industry's competitiveness. The
COR would stress that, apart from its capacity for job creation, this sector also
helps promote social convergence, not only among EU Member States, but with
people from all over the world, as the free movement of tourists gives scope for
direct contacts and exchanges.
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2. Europe must undoubtedly make the most of everything it hasto offer. Its
diversity means that it can meet a very broad range of requirements, in terms of
budget, age group, type of area etc. These strengths are also reflected in the wide
variety of options produced by combining different resources (tourist trails).
Thus, the Committee of the Regions feelsit isimportant to adopt an integrated
strategy for the promotion of Europe's tourism resources which does not focus
attention on alimited number of key sites (top seaside resorts or mountain areas,
prestigious urban sites etc.), but also highlights regional and local attractions
which might be able to accommodate a more modest influx of tourists without
disturbing the quality or integrity of the sites and areas concerned. This means, in
other words, working on the basis of sustainable development. Moreover such an
approach, which is aimed both at individuals and at organised groups (tour
operators), is best placed to ensure that, in geographical terms, jobs are spread
out more evenly.

3. Thefact that the EU has no official tourism policy means that the needs of the
tourism sector are rarely given sufficient consideration when EU policies are
formulated in areas which affect tourism, such as consumer protection,
environmental protection and transport. Efforts must be made to ensure that the
legitimate interests of Europe's tourist industry are given due consideration by
making tourism an integral part of other Community policies so asto maintain
the industry's competitiveness in the international tourism market.

4. The Committee notes that action in the fields of trans-European transport and
communications infrastructure will have a direct impact on the competitiveness
of the European tourism industry. The Committee would particularly recommend
that this aspect be taken into account when key decisions come to be taken on the
provision of services.

5. The Committee endorses the Commission's proposal in the light of the work

done by the high level group on tourism and empl oyment@ to establish "an on-
line European Observatory Network on Tourism ("EurONnet") (which) could
contribute to fulfilling the existing gap in knowledge on tourism at European
level by linking together proven sources of information through exploiting
facilities provided by new technologies'. The COR recommends extending this
one-stop shop principle viathe Internet to give as broad-based area coverage as
possible. The aim is to encourage the kind of balanced and sustainable growth set
out above and to give those areas which desire it the opportunity to become less
isolated. Such action should clearly involve the regions as go-betweens and local
co-ordinators and should be based on a voluntary request from the local
authorities concerned. Such anetwork could also back up exchanges of
experience among tourism professionals and among the relevant local authorities.

7. Culture, Education, intellectual property
1. Clear, definitive stancein the discussion on cultural identity

1.  The COR is pleased that the Commission communication takes account of the
need to preserve Europe's identity, especially as regards culture and heritage.
Unlike the USA or the "New World" in general, the cultural identity of the "Old
Continent" lies above all in itsdiversity. This diversity, which can be found on
both a national and regional scale, is anchored in history. It helps make Europe
richer culturally (obviously), economically, socially and in al forms of creativity
(literature, the arts, intellectually and technically).
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2. Thislargely explains why, in sectors like the cinema, industrialisation has only
been partial and covered alimited period (Studios de Boulogne, Cinecittd)
because it has been impossible to reach the critical mass necessary to compete

with the power of the Hollywood studios?’. If creativity - and therefore cultural
diversity - isto be preserved as one of the fundamental values of Europe, then the
cultural sector, particularly the audio-visual sector, cannot be brutally exposed to
the winds of international competition but must be kept out of the competition
equation altogether. However, while the creative side must be saved and
preserved, technical support sectors, such as multimedia and digital technologies,
cannot claim they should be shielded from competition.

3. The EU ought to define and adopt a clear common position here, so it can
defend the sector properly at the next round of WTO talks.

2. Competitiveness, culture and education

1. The COR agrees with the EU Commission that there is a need to mobilise the
educational system in order to build a dynamic and united Europe. Obvioudly,
such modernisation involves bringing education more into line with the business
world and with all processes in the economy and in society. But this does not
mean compromising the independence of the educational system, which
obviously has much more to do than play a purely economic role. However, its
job of transmitting skills does have to be brought more into line with companies
current and future needs. And it is essentia that the educational system help
close the gap between ordinary people and the business world and spread a
culture of enterprise and innovation.

2. Local and regional operators should, in accordance with the principle of
mainstreaming, incorporate the development of entrepreneurship in al aspects of
education policy. Schools and universities should familiarise students with
entreprises and the way in which they operate. Furthermore, promoting
entrepreneurship should involve both developing the spirit of entrepreneurship
within organisations and fostering a pro-entrepreneurial mentality.

3. The spirit of enterprise must be made more popular on alocal scale, since new
jobs are created primarily by smaller firms that have either just been set up or
have a strong growth potential. At thislevel too, geographical closeness must
help dispel the myth that businessis a closed world which is only accessible to
those who work in it. The COR would stress the importance of encouraging firms
to make themselves more accessible to society as awhole and of making it easier
to organise visits to companies for schools, colleges, universities or for ordinary
people who just want to get acquainted with their region's industrial and
technological heritage. Use should also be made of existing national, regional or
local bodies which help make the educational system and the general public
aware of science and technology. In France one can mention, at national level,
the City of Science and Industry at La Villette in Paris and, at regional level, the
Centres for Scientific, Technical and Industrial Culture (CCSTI). The COR
suggests that a census be carried out of such bodies throughout the EU, that a
study be undertaken into the most appropriate ways of publicising practices and
experiences, and that funds be provided for helping such bodies do their bit
towards achieving the objectives that have been set.

4. The COR aso approves the idea put forward by the Commission that promoting
risk-taking goes hand in hand with making failure acceptable. Thereisareal
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cultural problem here that varies from country to country or region to region in
the EU. Theright to fail, which is recognised in American culture, isvital to
popularising the right to individual initiative and the freedom to undertake
projects. But first there must be certain developmentsin the field of regulations
(bankruptcy law), finance (risk capital) and, of course, education.

5. Finadly, thereisthe question of mutual recognition of qualifications within the
EU. It isvital to encourage communication gateways and the recognition of
gualifications between member states. But the COR would stress the importance
of not trying to develop a unified European model for education. Once again,
Europe's diversity is a source of richness. It isimportant to leave room for
decentralised initiatives so asto get full benefit from this economic, social,
cultural and historical diversity of the regions of Europe when forming human
capital. Here, as elsewhere, cohesion does not mean unification. In particular, an
accreditation system which is too powerful would lead to local qualifications
being replaced, and would mean a new form of centralisation in the education
system, which is just what we want to avoid. The strength of the American
universities liesin just the opposite: the affirmation of their differences, their
variety and their individual identities.

3. Protection of intellectual property

1. Thepresent system for protecting intellectual property in Europe is complex,
and the patents system isincomplete. In addition, there is an obvious culture gap
as regards reflexes for protecting innovation. These two things help explain the
shortcomings noted by the Commission communication and their impact on the
competitiveness of European firms.

2. There are two, or even three sides to the problem. First, there is the question of
moving towards a proper single EU patent that can guarantee protection
throughout the EU market on the basis of one single application. Finalising such
an instrument must be considered one of the necessary conditions for completing
the single market. Apart from unifying administrative and legal procedures, it
would also involve setting up a unified base of precedent, atrue state of the art in
Europe, and aformidable tool for providing technical information on Europe's
technological and industrial potential.

3. Thesecond question is how to maximise Europe's scientific potential , which
has a worldwide reputation for excellence. Of course, every research body should
try and showcase itself effectively. But such attempts often fall well short of
what is needed, given the dynamism of the research work behind them. Without
any doubt, thisis due to the lack of reflexes and motivation among researchersto
protect intellectual property and get due recognition for their scientific work, and
to the regulations that hamper linkage between research and industry. So, in
France thereis abill being drafted that is designed to help researchersto set up
businesses and remove the obstacles that currently prevent active researchers
from sitting on the boards of private companies. Of course, situations vary in the
EU member states and it would be useful to have an overall picture of the exact
details, the relevant regulations and recent trends. Any move towards greater
financial and operational autonomy in universities should also help European
universities, like their American counterparts, to set up proper systems for
deriving an economic benefit from research. Some, like the University of
Cambridge, have already devel oped some exemplary practices that could
usefully be studies.
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4. A third side to the problem is that smaller firms do not make much use of
patents and intellectual property protection because there is too much red tape
involved and the costs are high (2 to 3 times higher in Europe than in the USA).
Such firms have a remarkable potential for innovation, but by staying outside any
system of protection they very often fall far short of realising their real economic
capabilities and are threatened by better armed potential competitors. Also, they
are very often at alost when it comes to seeking legal redress or defending their
rights in the courts.

5. Totry and make headway in this disturbing area, the COR proposesto help
push minds and practices forward by playing the proximity card with many of
the actors concerned. It recommends setting up Intellectual Property Regional
Bureaus in the European regions, which would be regional representatives of

both the European Patents Office and national intellectual property bodies?.
Such bureaus could take on severa tasks. First, they could be offices for
providing information and submitting requests for standard European patents, as
soon as these are introduced. They could offer a package of information and
advisory services for the actors concerned, especially smaller firms and research
laboratories. Then they should help develop the reflex of getting the most out of
scientific production. In particular, they would encourage partnerships between
research and business, especially if these formed part of regional innovation
programmes. Hopefully, this could lead to better anchoring and greater regiona
fall-out from research projects. Finally, these regional bureaus should help
develop an intellectual property culture at regional level through campaigns to
inform and heighten the awareness of people in industry, research, education and
of the general public.

6. Creating such regional intellectual property bodies would make it possible to set
up interlinked regional centres that would provide information on the contents of
registered patents. The patents system has two objectives: to protect the inventor
and to spread relevant technical information, revealed by patents, through the
production system. So, it would be possible to build a base for knowledge about
patents registered in the regions and held by regional businesses. Such a base
could be abig help in regionalising technological potential by facilitating the
search for partners and complementary technologies at aregional level.

4. Thenon-universality of patents systems:. the case of software

1. The COR would draw the Commission's attention to the dangers that might
arise from systematically relying on patents in the field of intellectua property,
since patent protection is not universal. This applies mainly to the new
technologies, and especially to information technologies and the life sciences,
which are the subject of a detailed and heated debate.

2. Inthe case of software, the debates that have taken place since the 1970sin the
main countries concerned have al led to a copyright system, athough such a
legal framework is not entirely suited to the sector's specific requirements. The
European Directive of 1 January 1993 has shown some wisdom in encouraging
interoperability among programmes so as to counteract the anti-competitive
strategies of seeking a dominant position. But for several years now, US case law
has been led into allowing the issuing of patents for software "components’, a
practice to which it had previously been hostile. And the US is putting increasing
pressure on Europe to allow software patenting.
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3. The stakes here are extremely high. Such a practice would threaten the progress
of innovation in thisindustry, since it would lead to a compartmentalisation of

knowledge and procedures, thereby preventing any interactionZ®. The multitude
of patents registered and granted in the USA include avery large number of
procedures, or even algorithms. Many of them seem along way from satisfying
the criteria of novelty and originality which, theoretically, are the basis for

issuing a patent®. If the issuing of patents for software became institutionalised,
it would strengthen the dominant position of the biggest US market leadersin the
sector. It would be adirect threat to the huge number of innovating smaller firms
in Europe, the USA and in other countries. Finally, it would be avery severe
handicap for the European software industry, which has a hard time remaining
commercially competitive despite its high level of competence.

8. Conclusions and recommendations

1. Inconcluding this analysis, the COR would point out that the competitiveness of
European firms must be a concern for the EU, since it has a bearing on the successful
construction of Europe, jobs, well-being and prosperity, growth and sustainable
development in al European regions. The objective of competitiveness must not be
sought at the expense of social cohesion, justice, respect for human rights and the
environment. Social dialogue must be considered not as a constraint of the European
model but as a constructive factor with a view to Europe's competitiveness in the long
term.

2. With economic and technological globalisation, local and regional territories are,
paradoxically, taking on a new key importance in promoting a dynamic industry and
innovation. It is essential that the consequences of this situation be recognised
simultaneoudly at the various levelsinvolved. The results of this development - in
terms of local development and increased employment - will sow the seed for the
success of the European venture as a whole. Consequently, it would appear to be the
responsibility of al public institutions - from local level to EU level - to striveto
achieve these results. Thisiswhy local development, which lies at the root of job
creation, must be one of the prioritiesin building a competitive Europe. The COR has
already stressed the importance of setting up regional RTD potential and "centres of
excellence" that will help give territories an identity and make them an active and
integral part of the whole industrial and production fabric.

3. All this shows how wrong it would be to judge whether territories were competitive
solely by their capacity to attract productive investment, without taking into account
whether they are able to hold on to such investment and to provide it with favourable
conditions linked to local development - in aword, whether they are able to promote
"territorial anchoring". The COR warns against competitive bidding to attract firms and
the competitive tax and wage-cutting that may result. It suggests stricter controls on
public-sector location aid in collaboration with national and local authorities. Local
development projects must try as far as possible to reconcile the need to attract external
investment with the needs of endogenous development. To enhance the permanence of
regional production infrastructure, firms must be encouraged to put down roots at a
time when globalisation seems inevitably to be turning them into nomads.

4.  The COR truststhat the EU can provide effective support for networking and research
and innovation initiatives based on deriving maximum benefit from the expertise and
synergies of industrial and technological actorswithin agiven area. It isalso to be
hoped that public works contracts can actively help such projects as pilot users
(definition of specifications, testing) and as a surety for acquiring start-up capital.
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5. The COR stresses the importance of helping smaller firms gain access to modern
means of information by, for instance, developing new information and communication
technologies and the infrastructures associated with them. But this course of action
assumes that training for such potential users will be attractive and cheap and that the
supply of information will be improved on a pan-European scale, technologically,
legally, taxation-wise, etc. The COR suggests that, before taking such action, there
should be a survey of what studies exist on this subject (role of IT infrastructuresin the
development of smaller firms) and of the I T resources currently available.

6. The COR supports the idea that Europe cannot possibly be competitive unless thereis
a big improvement in trans-European infrastructures. The COR stresses that this may
be vital not only to large firms but also to smaller firms, which must be integrated more
quickly and thoroughly into a competitive European set-up. In transport, this would
mean devel oping European high-speed train links, reorganising air traffic on a
European scale, devel oping the European waterway transport network and creating
intermodal platforms. Asfor the rail-road trade-off, it is urgent to co-ordinate national
policies and decisions closely, in the absence of convergence on a common doctrine.

7. Asfar as new information and communication technol ogies are concerned, the EU
must make areal effort to improve quantity, density and quality. The COR particularly
stresses that an effort on content must not be separated from one on containers. High-
performance networks must be set up that are easy to access and work must be
accelerated on the introduction of a high speed Internet. Asfor the contents, thought
must be given to drafting a public policy that shares out harmoniously the
responsibilities for providing information between the EU, the Member States and the
regions.

8. Regarding accessto funding, if European firms are to be competitiveit is vital to set
up a high-performance venture capital scheme, though access must not be restricted to
the big financial centres but should also be available in the regions. The COR has
already come out in favour of setting up "business agencies' in the regions, which
would act as clearing houses between aid-granting authorities, banks and businessmen
and would be able to give a quick decision on whether or not to provide funding. The
COR also repeats its reluctance to see pension funds being invested in venture capital;
this should only be authorised if appropriate guidelines are laid down.

9.  Asacomplement to funding issues, the COR would stress the importance of helping
management in smaller firms, especially those which have just been set up or arein
their growth phase. Management generally requires different skills from setting up a
business. A ot of initiatives have been taken here and there, especially in connection
with business nurseries or incubators. There should be an assessment of such initiatives
and alist of those measures that are of most help to management.

10.  On the employment front, the Council of European Municipalities and Regions
(CEMR) have drafted a programme "L ocal action to promote employment” for 1999-
2000, for which they have received the Commission's full support. The COR approves
the Commission's proposal to systematically examine experiences acquired in
implementing the Territorial Employment Pacts with aview to compiling
benchmarking examples for other regions, and suggests that this assessment should be
accessible on the Internet as part of the extension of the electronic forum already in
place on the European institutions' website.

11.  Asany opportunity is also athreat, the COR wishes to stress that there is no reason
why the twofold movement of destroying old jobs and skills and creating new ones has
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to be geographically balanced or homogenous, and it may lead to gaps widening within
the EU. This explainswhy it is so important to consider local development asafully
integral part of the EU employment strategy. This also explainswhy it is equally
important that Community action focus on countering those processes which tend to
widen internal disparitiesin the Union and take the most appropriate steps to prevent
these destructive processes from having an irreversible effect and, in any case,
preserving the existing vocational heritage, reusable technical know-how and human
resources which can be redeployed.

The COR would stress the importance of local roots to firms that have adopted them
as aprinciple and have made them a key factor in being competitive. The COR
suggests keeping thisrule for firms, rather than the nationality of capital, when
deciding whether or not a firm should be considered European and thus worthy of
public support for making itself more competitive.

The COR feels that, when formulating EU policies in areas which affect tourism,
efforts must be made to ensure that the needs of the tourism sector are given due
consideration. Thisis especialy urgent because tourism is highly labour-intensive and
a competitive industry has abig job creation potential, especially for some of those
sections of the labour force that are hardest hit by unemployment (young people and
women).

The COR would point out that any effort in the field of trans-European transport and
communication infrastructure will have a direct impact on the competitiveness of the
European tourism industry and recommends that particular account be taken of this
aspect when taking big equipment decisions.

The COR approves the principle put forward by the Commission of creating an on-
line European Observatory Network on Tourism ("EurONet") and recommends that
this one-stop shop be extended, using the Internet, to cover as much territory as
possible so as to encourage harmonious and sustainable growth and enable those sites
that wish it to be opened up. Such a network could also act as a means for exchanging
experiences between tourism professionals and concerned local authorities.

The COR wants the EU to take a clear and final position in the cultural exception
debate. If creativity - and therefore cultural diversity - isto be preserved as one of the
fundamental values of Europe, then the cultural sector, particularly the audio-visual
sector, cannot be brutally exposed to the winds of international competition but must be
kept out of the competition equation altogether. However, while the creative side must
be saved and preserved, technical support sectors, such as multimedia and digital
technologies, cannot claim they should be shielded from competition. The EU ought to
define and adopt a clear common position here, so it can defend the sector properly at
the next round of WTO talks.

The COR would stress the importance of the world of business and the world of
education and training opening themselves up to each other. It suggests making it easier
to organise visits to companies for schools, colleges, universities or for ordinary people
who just want to get acquainted with their region's industrial and technological
heritage. It suggests actively supporting national, regional or local bodies which help
make the educational system and the general public aware of science and technology. It
suggests that a census be carried out of such bodies throughout the EU, that a study be
undertaken into the most appropriate ways of publicising practices and experiences,
and that funds be provided for helping such bodies do their bit towards achieving the
objectives that have been set.
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18.  Asfar asthe question of mutual recognition of qualifications within the EU is
concerned, it isvital to encourage communication gateways and the recognition of
qualifications between member states. But the COR would stress the importance of not
trying to develop a unified European model for education because, once again, Europe's
diversity is asource of richness and here, as el sewhere, cohesion does not mean
unification. In particular, an accreditation system which is too powerful would lead to
local qualifications being replaced, and would mean a new form of centralisation in the
education system, which is just what we want to avoid.

19. Finally, asregardsintellectual property, the COR recommends setting up Intellectual
Property Regional Bureaus in the European regions, which would be regional
representatives of both the European Patents Office and national intellectual property
bodies. Such bureaus could take on several tasks. First, they could be offices for
providing information, advice and for submitting requests for standard European
patents, as soon as these are introduced. They could offer a package of information and
advisory services for the actors concerned, especially smaller firms and research
laboratories. They should also help develop the reflex of getting the most out of
scientific production, encourage partnerships between research and business and
develop an intellectual property culture at regional level. They could aso be the
building bricksin a system for providing information about patents registered in the
regions and held by regional businesses, which would be abig help in regionalising
technological potential by facilitating the search for partners and complementary
technologies at aregional level.

20. Finaly, the COR would draw the Commission's attention to the dangers that might
arise from systematically relying on patents in the field of intellectual property, since
patent protection is not universal. This applies mainly to the new technologies, and
especially to information technologies and the life sciences, which are the subject of a
detailed and heated debate.

The present current in the software sector is symptomatic of atrend that must be
resisted, while maintaining the spirit of wisdom and competition behind the European
Directive of 1993.

Brussels, 18 November 1999.

The President The Acting Secretary-General
of the of the
Committee of the Regions Committee of the Regions
Manfred Dammeyer Vincenzo Falcone
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