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1

INTRODUCTION

The New European
Business Environment

1.0 THE STRUCTURE OF THIS BOOK

Dear Reader,

Congratulations for choosing the third edition of Doing Business in Europe. This new
edition is the fruit of the international success of the two previous editions. These have
not only been used throughout Europe, but continue to be the reference text in this field
in leading universities and training institutions throughout the Americas, in Australia,
Asia and many other places in the world.

Great attention has been given to the update of this book, strengthening its Europe
and non-Europe perspectives to cover the needs of intra- and extra-European business
teaching and training, focusing even more on business applications, adding even more
diverse business case studies and examples, and further enhancing its support material
online. The dynamic and changing nature of the European business environment, which
has faced significant challenges over recent years, has again motivated us to publish this
new edition. In order to remain consistent with the previous editions, the full texts of
the last edition have not been completely rewritten, but rather the chapters have been
updated, sometimes restructured and better adapted to the contemporary Europe. Also,
a completely new set of shorter managerial and longer corporate cases is included in the
book and on its web support.

The book is divided into four parts. Part I sets the foundations that define the Europe of
today: an attractive yet challenging, and mostly — yet not entirely — mature market loca-
tion. This European business environment is prominently distinguished by significant
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regionalization, with a unique nature, which displays specific patterns of highly advanced
market integration, which other macro-regions increasingly seek to replicate (Suder
et al., 2018). Chapter 1 will explain the focus of the book on the European Union (EU),
paying attention also to the other market groups and countries in Europe, including
the European Free Trade Area (EFTA), the European Economic Area (EEA), the Central
European Free Trade Area (CEFTA), and other groups and economies. The foundations
of the European project today reflect past integration efforts that are valent in parts
across the whole continent. The project’s contemporary complexity stems from the
frequent and rapid changes that the region experiences, due to its geo-economic and geo-
political position and the ambitious and advanced nature of the related regional integra-
tion efforts across Europe and beyond (Suder et al., 2018). We add Brexit, the migration
crisis, worldwide power shifts and much more into the study of this complexity.

Chapter 2, the first chapter of Part I, presents an overview of the main historic
European landmarks. It discusses the evolution of the numerous treaties and how the
European business environment has developed, through these treaties and related insti-
tution building, in response to changing conditions. The chapter is complemented by
a review of the impact of specific treaties on business, and it briefly presents the tools
necessary for the successful implementation of European integration. Chapter 3 then
examines past, present and future waves of enlargement and looks ahead to the next
steps for a European Union that is expected to accept yet more new members in the years
to come. The analyses are placed within the framework of integration theories: these
help us understand the diversity of motivations that member states may have towards
further market integration, i.e. their willingness to work together in various fields. When
European integration makes progress it appears to foster trade creation, but this pro-
gress may also cause trade diversion: what does this mean for business interests?
What are the opportunities and challenges that come with integration? Chapter 4 stud-
ies the institutional framework within which European rules and policies are negotiated,
streamlined, debated and decided: it explains the institutions and main actors, and their
impact on business in Europe.

Part II is made up of two chapters. Chapter 5 provides a clear understanding of the
causes and effects of globalization and the related issues for European and interna-
tional firms in achieving competitive advantage in increasingly integrated markets.
This chapter proposes two complementary perspectives for analysis. Internally, the
single market opens up opportunities that come with the most highly integrated
economic grouping in the world: a business environment that has evolved into a com-
plex but ever-increasing network of opportunities for business activity. Externally, the
EU is a major actor in the international geo-political environment, playing a particular
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role in globalization. What is this role and what are its implications for international
business? What impact does this internationalization have on European firms of dif-
ferent sizes and sectors? Chapter 6 demonstrates how management and knowledge are
becoming central to the strategic focus of European firms. In all member states, we can
identify distinct management styles, cultures and structures, which result in various
management issues.

Part III focuses on essential business activity functions in the European environment.
European economies share a certain number of common policies and harmonized
rules. This integration of policies attempts to maximize the benefit that economies and
corporations gain from trade and financial integration (it also serves to minimize the
effects of crisis) because members share the risks and spill-over effects of macroeconomic
fluctuations, and experience production and consumption co-movements. Chapter 7
then shows how economic harmonization raises fundamental issues for business and
business creation in Europe, and examines the particular characteristics of European eco-
nomics, finance and fund-raising. Chapter 8 develops the marketing perspective that
helps us to understand how businesses operate, with the necessary methodology, to
approach and manage marketing in the vast European marketplace. European diversity
makes the marketing of a product or a service at the Furopean level both challenging
and worthwhile. But hidden or subtle differences in pricing, consumer attitudes, spe-
cific buying processes, cash flow management, the structure of distribution and
communication, legal differences and the practice of arbitration, etc. also add to the
complexity of European marketing. The European arena offers opportunities for econo-
mies of scale, but requires a sound knowledge of European lifestyles and consumption
patterns, buying processes and the typology and segmentation of the European markets
with appropriate marketing strategies and techniques.

Another essential business function in today’s Europe is that of public affairs man-
agement and lobbying. An increasing number of public and private organizations are
represented at the European institutional level. Chapter 9, for this reason, explores
lobbying networks, and analyses the arena, players and competition in the decision-
making game. It illustrates the most recognized methods that help companies make
their voice heard in Brussels, Strasbourg and Luxembourg. This is where the European
business environment and rules are shaped and, thus, where competitiveness either
thrives or fails. International competitiveness is the key issue covered in Chapter 10.
The chapter examines European trade relations with the main trading partners, and
places issues of international competitiveness within a concluding discussion of glo-
balization, regionalization and Europeanization. It situates Doing Business in Europe
in the international context.
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The last part of the book contains a number of corporate case studies related to the
topics, models and concepts developed in the previous ten chapters. There are more of
them also to be found on the book’s online support page. The corporate case studies
illustrate the realities for companies that compete in the European marketplace as it has
developed, as it exists today and as it will evolve tomorrow. These cases demonstrate the
crucial need for European and non-European companies engaged in doing business in
Europe, to participate in pan-European and international activities. These longer corpo-
rate case studies allow you to draw on knowledge from across the chapters in the book,
when you analyse their content and answer the case study questions, thereby develop-
ing an integrated assessment of the complexities and opportunities of doing business in
Europe. This will add further to your understanding of how small, medium-sized and
large firms, start-ups and multinationals, domestic and foreign firms, handle the many
challenges and opportunities that have arisen from European integration, and how to
best do business in Europe to benefit your future and that of your organization.

1.1 CHAPTER STRUCTURE

As with the first two editions, the overall objective of this text is (1) to provide you
with the fundamental theories and concepts for understanding how business is done in
Europe; and (2) to link these clearly to the European business environment. To this end
each chapter starts with a clear statement of the intended learning goals for the chap-
ter, before the main content is presented. In addition to the main text of the chapter,
a number of additional learning aides are used, including tables, figures, testimonials
and focus boxes; these provide more detailed and focused examples of the themes being
discussed in the main text. Each chapter ends with a mini-case study related to the the-
matic focus of the chapter; with questions that you can answer using your knowledge
from the chapter. Furthermore, at the end of every chapter, to support your learning of
the content, you are provided with some broader chapter review questions, suggested
assignments and a suggestion for a role-play exercise, as well as suggestions for further
reading, Internet sources you may wish to explore, and a bibliography of literature. This
design reflects the four learning modes discussed in the next section.

The end of chapter mini-case studies illustrate the way in which corporations experi-
ence the realities of the European business environment. The questions following each
mini-case study ask you to apply your freshly acquired knowledge and to define the solu-
tions that could be applied to that very case. Do try to answer the review questions after
each chapter to make sure that you have indeed acquired the intended knowledge and
are ready to go ahead with the next chapter; this is important because each successive
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chapter builds on those before. Once you are satisfied with your answers to the review
questions, you are encouraged to consider doing one or more of the suggested assign-
ments, to apply the knowledge you have gained. Where possible, you may then consider
using this knowledge to simulate the issues covered in the chapter with your fellow
learners using the suggested role-play exercises. Finally, the Internet resources guide leads
you to websites on which you can find valuable information about the chapter topics;
these are there to help you with your assignments. To reduce reading time, if necessary,
you may want to ignore the text boxes; this may happen under the precondition that
you are already well experienced in the field of management and do not look for applied
examples from elsewhere. Don’t forget that a wide range of resources can be found on
the companion web pages for this book.

1.2 CENTREPIECE: THE IDEA OF CREATING
A ‘UNIFIED EUROPFE’

The idea of creating a ‘unified Europe’ to maintain peace and create a common European
culture has resurfaced repeatedly throughout European history, although the ideal of
a united Europe has its origins in classical philosophical thinking. In the fourteenth
century, for example, Pierre Dubois' proposed a European confederation that was to be
governed by a European council, while in the nineteenth century Victor Hugo? envis-
aged a political, federal Europe, uniting nations and unifying people. In a speech to the
French National Assembly on 1 March 1871, he said:

Plus de frontiéres! Le Rhin a tous! Soyons la méme République, soyons les Etats-Unis d’Europe,
soyons la fédération continentale, soyons la liberté européenne, soyons la paix universelle! (No
more borders! The Rhine for all! Let's be the same Republic, the United States of
Europe, let’s be the federation of the continent, let’s be European freedom, let’s be
Universal peace!)

Through industrialization and the evolution of trade across frontiers over centuries,
nations came to expand their knowledge of different economic systems and trade
mechanisms. The end of the feudal system, the mercantilist era from ¢.1600 to ¢.1800
and colonialism shaped societies and their economic and social functioning. The term

'Dubois was a royal advocate of the bailliage in Coutances. He was not only an important figure in
France’s war against Pope Boniface VIII but was also the creative force behind a project to restore
Jerusalem to the French king, Philip IV.

2Hugo was not only a renowned poet, novelist and dramatist, but also a senator under the Third Republic.
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‘mercantilism’ originates from the Latin word mercari, meaning ‘to run a trade’, and
from merx, meaning ‘commodity’. It sets the scene for economic and political interest
in internationalization. Ideologically, mercantilism underpinned cross-border trade for
long enough to leave its mark, driving exports rather than imports, in so far as a coun-
try needed a positive balance of trade to gain more precious metals (gold and silver),
and determining that governments introduced tariffs to prevent other countries from
gaining an economic advantage. The political economist Adam Smith, who is gener-
ally considered the father of economics, popularized the term in The Wealth of Nations
(1904 [1776]), where he analysed the exchange mechanisms that drive economies — and,
indeed, every economic system embraces some form of exchange.

The appeal of harmonious trade for economic growth and welfare developed increas-
ingly from the mid-eighteenth century onwards: more than the dream of peace and
stability across peoples and nations, the idea of welfare through profitable economic
relations was easier to share among all peoples. Adam Smith’s book set the foundations
for a classical trade theory that evolved strongly in Europe, and that was complemented
in later years by the mainly Anglo-Saxon school of international business research, which
analysed corporations’ cross-border transactions and investments. It is important at this
stage to recognize that the convergence of Europe stems from economic and philosophi-
cal history, and that during the twentieth century this convergence led to pressure on
states that had seen their power and sovereignty erode to the benefit of regionalism
and globalization. International trade relations thus became key to the fulfilment of the
European idea and ideal.

In Europe, economic and political integration have been driven by one predomi-
nant objective: ‘Keeping peace among nations’. Interaction between people and their
economies has indeed maintained peace for longer than in any other region of the world.
The majority of European countries have joined together to create a unique organization
for this purpose: the European Union. An organization of states that is neither a confed-
eration, nor an organization of the types generally known in international relations, but
rather the most advanced form of economic regional integration in the world, which is
flirting closely with the temptations of political union. The EU member states have
created a Single Market that marries competitiveness with specific social ideals (welfare,
human rights, equality and many others). The European marketplace is both the driver
and the stimulus of Europe, as it has shaped and is being shaped by the European ideal.
It represents the largest economy in the world (by gross domestic product - GDP), the
largest trading partner and the largest donor of development assistance.

This market offers opportunities to those corporations that recognize the pros and
cons of convergence, and that make the most out of the diversity of cultures, languages,
business practices and management styles. At the same time, the challenge for the institutions
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of Europe is to maintain European development while staying in touch with its citizens,
and to balance a productive economy with social welfare.

The objective of this book is to prepare future managers to face up to both the chal-
lenges and the opportunities for doing business in Europe — a Europe enlarged and
deepened through continuous integration. Whether you will be working in a local, a
European or an international company, you will be confronted with the issues dealt with
in this book. Every company operating in or dealing with Europe is exposed to the chal-
lenges of globalization and Europeanization.

In this introductory chapter, we take a brief look at attitudes among citizens and at
some European foundations and symbols. We shall then introduce some of the terms
and concepts that have a bearing on discussions later in the book. The glossary at the end
of this book makes reference to further definitions.

1.3 THE EUROPEAN IDEAL

The European idea and its ideals are centred on the citizen and her/his welfare. These are
driven by economics and politics, in symbiosis with European competitiveness and the
role of Europe in the world.

~
Box 1.1 The European Union

The EU, originally (prior to 1993) known as the European Economic Community (EEC),
is a highly advanced form of regional economic integration. It is a market grouping of
more than 27 European countries that promotes the economic wealth of its members,
not only through free trade, but also through many other coordinated activities such as
a common competition policy, internal and external trade policy, research and develop-
ment policy, industrial and social policy and so on. The creation of a central European
bank and the adoption of a common currency, the Euro, significantly contribute to its
singular nature in the world. The EU operates as one economic unit in negotiations about
international trade.

NS /

Because of this concern with citizen welfare, the EU regularly studies the attitudes
of its citizens. It is noteworthy that more than nine out of ten EU citizens feel that it is
extremely or very important to help others and to value people for who they are, while
more than eight out of ten believe that it is important to be involved in creating a bet-
ter society. These societal values are strong in each member state. At the same time, EU



8 DOING BUSINESS IN EUROPE

citizens seem to appreciate specific identity traits and traditionalism. Nearly seven out
of ten want to live in a world where people live by traditional values. We are a long way
from any standardization or homogeneity of the peoples of Europe; for business, this is
where the challenges of values and diversity come into play. This diversity is of course at
the same time a significant source of opportunities as well.

~
Box 1.2 EU member states:

who are they?

In 2007, the EU comprised the following 27 member states: Austria, Belgium, Bulgaria,
Cyprus, Czech Republic, Denmark, Estonia, Germany, Greece, Finland, France, Hungary,
Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Poland, Portugal, Romania, Slovakia,
Slovenia, Spain, Sweden, the Netherlands and the United Kingdom (UK). Croatia sub-
sequently joined in 2013, to bring membership to 28 countries. In an unprecedented
decision, the UK in 2017 initiated Article 50 of the Lisbon Treaty, after 44 years of
membership, to begin the process of leaving the EU. Membership is expected to grow,
however, with planned or expected membership of the Western Balkan countries over
the next decade, representing up to six potential new member countries.

NS /

Is there a European identity among citizens? EU statistics, as well as student surveys
conducted by the author at several business schools, illustrate that the majority of EU
citizens feel to some extent ‘European’. This is particularly the case for those who travel
or work across frontiers, however, at the same time they preserve a strong feeling of
adherence to particular roots and culture. Eurostat (the Statistical Office of the European
Communities) notes that this feeling of adherence differs greatly among countries: peo-
ple in Luxembourg are most likely to feel ‘European’ only. This is a much higher rate
than in any of the other countries and can be explained by the high proportion of citi-
zens from other EU countries that reside in Luxembourg. Nonetheless, there are seven
other countries where people who feel to some extent European are in the majority: Italy,
Spain, France, Belgium, the Netherlands, Austria and Germany. In the other EU coun-
tries, the majority of people identify exclusively with their own nationality, although in
Portugal, Ireland and the newer member states, this majority is small. National identity
is very strongly felt in the UK, Sweden, Finland, Greece and, to a slightly lesser extent,
Denmark. Europeans’ strong adherence to values related to democracy is an essential
part of the identity that drives integration.
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When asked which areas the EU should prioritize in the next five years, employment
and stability are regular ‘firsts’, closely followed by research and development in new
technologies. Young people especially appreciate the freedom and ease with which one
can travel (mainly visa-free) from one European country to another. Very few young
people feel that the EU represents negative elements, such as too much bureaucracy or
the loss of cultural diversity, or that the goals of the EU are unrealistic. Rather, young
generations adhere to the benefits of cohesion and multiculturalism in Europe.

We can legitimately conclude that Europe has made unprecedented progress towards
its ideal of peace, political and economic stability and welfare, and this despite economic
and currency crises in the last decade.

1.4 FOUNDATIONS AND SYMBOLS
1.4.1 The mystery of ‘Europe’

Europe is not only a continent that is turning itself into one vast common market
for companies. It has a rich history and shared culture, much of which is anchored in
Greek and Latin roots. In Greek mythology, Europa was the daughter of the king of Tyre
in Phoenicia. Zeus, attracted by her, transformed himself into a white bull, seduced her,
and ran away with her on his back to the sea. He took her to the island of Crete and,
after revealing his true identity, made her the island’s first queen. The semantic root of
the name ‘Europa’ is to be found in the word ‘ereb’ (dark) — the European continent as
seen from Phoenicia was located towards the west where the sun sets. The kidnapping of
Europa is a frequently represented motif in ancient Greek and Roman arts. The continent
of Europe is now called Europa in all Germanic and Slavic languages that use the Latin
and Greek alphabet.

1.4.2 The European flag

The European flag is the symbol of the EU and of Europe’s unity and identity in a wider
sense. In ancient Greece, the number 12 stood for harmony. Traditionally, this number
symbolizes perfection, completeness and unity. Thus, the circle of 12 golden stars rep-
resents the ideal harmony between the peoples of Europe. Also, the Egyptian goddess
Isis, representing fertility and compassion, was often represented standing on a crescent
moon, with 12 stars surrounding her head. The number of stars does not depend on the
number of member states. The flag has therefore remained unchanged since the beginning



