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Europe Beyond The Millennium

Foreword

What will Europe be like for business in ten
years' time? Which forms of business will
be successful? What can chief executives
do now to ensure success in the future?

| know from my conversations with business
leaders across Europe that these are some
of the key questions which they face today.
Yet while many develop a vision for their
company, it is more difficult in these times
of exponential change to be visionary
about changes in the world in which
businesses operate.

Ten years ago, few would have predicted the fall of the Berlin Wall and revolutionary
change in eastern European society, the reinvention of the Left throughout Europe
but also the rise in nationalism, and a single currency covering 11 countries.

It is simply not enough to look at the past and extrapolate — after all navigating
by looking only in a rear view mirror is not the easiest way forward. Though much
may remain the same in the future, there will undoubtedly be some major
unforeseen shifts which could have a tremendous impact on business. It is those
firms that are able to cope successfully with the discontinuities and shocks - firms
with leaders who expect the unexpected - which will have the brightest prospects.

This report aims to help firms prepare themselves for the future. It is not Accenture's
attempt to produce a business horoscope. The scenarios are not predictions - rather
they are attempts to construct coherent stories about possible futures, to enable
business leaders to consider the environments within which they may soon have

to operate.

In developing these scenarios, we have eschewed the crystal ball, and relied on
rather more robust methods. Over the past 18 months, Accenture has been
researching in depth, the forces and trends influencing the future of Europe, drawing
on the help of experts from industry, politics and economics throughout Europe.
Analysis of these forces and trends has enabled us to identify the major influences
shaping Europe over the next ten years.

These forces and trends, complex and inter-related, are not all driving Europe in the
same direction. Global competitive pressures and free-market capitalism are pushing
towards a ‘shareholder’ socio-economic model, while continental corporate and
financial structures and some of the EU's labour market directives tend towards the
‘stakeholder’ model. Similarly, while Europe deepens its Single Market, expands to
embrace countries from Central and Eastern Europe and moves towards political and
economic integration, countervailing forces in national and regional politics, fears
over loss of national sovereignty and currency incompatibilities seem to be pulling
the Union apart.

So how do businesses prepare themselves for the impact of these forces on their
markets, the way they conduct their business, the competitive environment and the
very shape of their enterprises? To help understand the possibilities, we have
identified three scenarios - ‘Competitive’, ‘Conscience’ and ‘Patchwork’ Europe, each
of which paints a picture of a different European future. We do not attempt to say
which outcome is the most likely, or indeed even which is the preferable option.
Reality will probably lie somewhere in between.

Nonetheless, as you look at and compare these possible futures, | hope that you will
find fresh insight which will help you prepare for the challenges of tomorrow and
so set your priorities for action today.

Ve Sl

Vernon Ellis

Vernon Ellis is Accenture's managing director for Europe, Middle East, Africa and India.
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The date is 2008 and the place is Europe. This is where we go about our lives 5
and conduct our business. But what sort of place is it? We have developed

three scenarios which set out different views of what Europe could be like

in ten years' time:

Competitive Europe: a shareholder model of capitalism within an integrated
and enlarged Europe with a Single Market and single currency. Powerful central
institutions promote competition, having abolished subsidies and removed trade
barriers. The labour market is very lightly requlated, and the gap between rich
and poor is widening. Mergers, acquisitions and new entrants transform the
corporate landscape.

Conscience Europe: a stakeholder model of capitalism within an integrated and
enlarged Europe with a Single Market and single currency. Powerful central
institutions direct both economic and social policies, with the aim of ensuring
high minimum social and environmental standards, and protecting vital industries
against foreign competition. Companies treat staff as long-term assets, although
high social costs also mean there is an emphasis on capital-intensive investment.

Patchwork Europe: a fragmented Europe, where power has become devolved to
national and sub-national bodies. Different ‘regions’' have emerged, from city-states
through to loose cross-border groupings, each pursuing different socio-economic
models. Europe comprises a patchwork of very different environments for business,
with some regions espousing undiluted free-market capitalism, while others

apply a new kind of communitarian socialism and a third group practice more
traditional forms of interventionism. Trade barriers have reappeared, as have
different currencies.

These scenarios are not predictions of the future - rather, they are different
possible views of what might happen, based on a consistent combination of
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relevant forces and trends. By looking at these alternative possibilities, companies
can consider what they need to do now to be ready to cope with future developments,
and to succeed, whatever happens.

Several themes are common to all three scenarios:

* New technologies and the rise of eCommerce clearly have a role to play in
enabling businesses to get closer to their customers - increasing market
penetration, reducing the cost of customer contact and improving service.

e The quality of a company's staff is often the key differentiator, making it essential
in every scenario that people are treated as long-term assets.

* No effort should be spared to reduce costs and increase productivity.

® Businesses must be alive to alliances that may enable them to exploit
changes within and across industries and across political boundaries.

When a series of working groups involving executives from some of Europe's leading

6 companies and Accenture partners discussed how their businesses would fare under the
different scenarios, the main challenges facing business leaders over the next ten years
were, by common consent, achieving true customer focus, and having the right people,
skills and culture. Also important were industry relationships, delivery channels and
operational flexibility, with costs and productivity an ever-present concern.

The working groups then considered the initiatives most urgently required over
the next ten years. Great importance was attached to creating a new business
culture and new skills, improving innovation and speed to market, and building
new organisational models. But again, there was common consent that the two
most urgent initiatives should be to build a new customer/market approach, and
to optimise process productivity and efficiency.

In considering how to succeed within each scenario, questions business leaders
might consider include:

® How will the demands and values of my customers change?
e How will my markets extend and expand?

e How will my supply chain and value chain change?

e How will critical success factors differ?

® How will my management approach vary?

® What role should my business play in the wider community?

Clearly there will be particular issues facing particular industries, and we have
not attempted to highlight these here. Instead, in the next sections of this report
we set out the three scenarios in more detail. In thinking through these possible
futures, companies can assess the challenges ahead, and set their own priorities
for action today.
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An enlarged, integrated Europe with
a Single Market and single currency.
Powerful central institutions
promote competition, having
abolished subsidies and removed
trade barriers. The labour market

is very lightly requlated, and the
gap between rich and poor

is widening. Mergers, acquisitions
and new entrants transform the
corporate landscape.
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Trans European General
Workers Union
demonstrates against
wage discrimination
outside Euro parliament

Berlin In a mass show of strength,
200,000 TEGWU members from
across the EU beseiged the European
Parliament yesterday in a last-ditch
attempt to stop a new bill making
minimum wages illegal in Europe.
The bill, being passed under the Social
Chapter, forces national parliaments
to scrap any legislation regulating the
pay of workers. The demonstrators,
the majority of whom were women in
part-time, service sector jobs, were

protesting about the feared reduction
in pay which would result. In
response, Silvino Berlusconi, leader
of the majority European
Conservative Democrats, argued that
European jobs will continue to go to
South America and South East Asia ‘if
we continue to price our labour out of
the global market place’. Introduced
by  Employment Commissioner
Portillo, the bill looks set to pass with
a clear majority despite the concerns

of the TEGWU and the minority
European Social Democratic Party.

A TEGWU spokeswoman said: ‘This
bill will worsen the already huge gaps
opening up between rich and poor in
the EU. It will complete the
Americanisation of Europe. Not only
have we already got tens of millions
of unemployed across Europe, we are
taking away what little pay those in
work still have.” Meanwhile, the ESDP

W
£

has made clear its worries about the
lack of investment in the skills of the
lowest paid and the potential
development of a huge pan-European
underclass disenfranchised from the
mainstream. Part-time and temporary
service sector jobs made up 80% of
new jobs created in the EU last year.

However, these concerns have been
brushed aside by the Commission,
which is concentrating on attracting
inward investment through dereg-
ulation and minimising the cost base
for global firms. And they point with
pride to the huge inward investment
program being undertaken by a

consortia of US and Japanese
information techology companies.

Ukraine joins EU

Berlin In colourful ceremony of
accession in Berlin yesterday the
Ukraine became the first ex-CIS nation
to join the European Union, adding 50
million consumers to the single market.
The new Euro-rules mean that the
Ukraine has also become part of the
Euro-zone. Existing EU members now
have 1 year to join the Euro-zone or
leave the EU, while new EU members
must also join the currency. While this
only affects Greece of the existing
members, it effectively toughens the
membership criteria for aspiring nations.

The success of the Ukraine’s application
appeared to be on a knife-edge for some
time, not only because of the difficulties
of meeting the Euro convergence
criteria, but because of the political
backdrop, with President Lebed of
Russia indulging in some loud sabre-
rattling. This proved in the end to have

more to do with the impending Russian
Presidential elections. Lebed proved
wary of being seen to damage Russia’s
own application, acknowledged as
crucial to Russia’s future development.

More substantial were the tough
negotiations over CAP reform, given the
still largely rural nature of the Ukrainian
economy. The Ukraine’s strategy is to
become the ‘Mid-East’ of the EU, along.
the lines of the USA’s Mid-West —
maximising the benefits of a good
climate and rich soil, with the
ication of new bi logi
breakthroughs in efficient grain and
livestock production. These plans are
still on course after the last minute
agreement between EU and Ukrainian
officials on transfer payments allowed
the Ukraine’s application to be fast-
tracked through the usual ratification
procedures.

Texas Utilities raises stakes
after takeover of Polish
Utilities company Polvac

New York In a widely-predicted move,
ambitious US firm Texas Utilities has
made its first foray into the newly-
opened utilities markets of the former
CEE nations by purchasing outright the
remaining shares in Polish energy
company Polvac. The share capture, the
first to be carried out entirely by a
computer program, was made through
the new eLink between the NYSE and
EASDAQ.

Texas Utilities has been positioning
itself for some time to take advantage of
the expiry of the 5 year time-ban
protecting the utilities companies of new
EU members from outside ownership. A

spokesman claimed that Polvac, an
efficient gas and electricity producer,
would help Texas take on the Euro-
giants Deutsche Power and Generales
Des Eaux ‘in their own backyard’. Both
the German and French companies took
advantage of their EU status to bend the
rules by running alliances and part-
nerships with former CEE utilities
and Texas now claims that this lulled
them into a false sense of security about
the future. Let battle commence and
to the consumer the spoils. Texas,
noted worldwide for its emphasis on
customer service, is already promising
the first year’s electricity free to
consumers who switch.

Single currency

Strong central power

Competitive Europe

Europe is a good place to be in 2008 - for those people who are members of the
new European cosmopolitan class, well-educated, well-off and well-networked. But
life is not so good for the poor, who are increasingly impoverished, lacking not just
money but also access to ever more important information networks. There is a
similar divide in terms of companies: the extremely competitive environment

has created new business opportunities, but only for companies that are lean

and nimble.

A successful, strong Euro - now adopted by all EU member states after the
non-participants were given an ultimatum to join EMU or to leave the EU - has
acted as a particular spur for competition across Europe. The EU has gained new
members and there have been further moves towards the completion of the
Single Market. This has in turn provided a strong basis for European firms to
compete more effectively in the global marketplace.

The days of big government are over, and power has gravitated towards the
European Union institutions - not as the providers of services or subsidies but
as the facilitators of an environment in which business can flourish. These
institutions, now based in Berlin, have pushed much less of a social agenda

in recent years, but where they do have authority they exercise this with great
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EUIoES Privatisation
vigour. The failure of Member States to implement directives properly is no longer

tolerated, particularly where this is seen to impact on the Single Market programme.
The Commission now has real teeth when it comes to competition policy. The
thresholds for involvement of the Commission have been lowered, and its resources
for investigating possible anti-competitive actions strengthened greatly.

Competition

Individualism

Fragmentation
Integration

Free trade
No subsidies
Individualism and entrepreneurialism are now the dominant cultural forces
throughout Europe. There is an increased emphasis within firms on competitiveness,
profitability and taking advantage of the Single Market. There has been a process

Stakeholder
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of ‘competitive chaos', with industry convergence and the reinvention of markets
being accompanied by the emergence of cross-sector players. By 2005, privatisation
of formerly state-owned monopolies was virtually complete, and after much
jockeying for position amongst established firms and new entrants there is now
intense competition between a small number of major companies in markets such
as utilities, telecommunications and transport. Mergers, acquisitions, joint ventures
and alliances have led to massive economies of scale for multinationals — though
hand in hand with this has come the growth of innovative small businesses

in niche markets.

Companies must now have a commercial focus in everything they do, making
management more effective by assigning work on the basis of projects to be
completed, and building rewards on results. At the same time, companies are much
more conscious of their relatively dominant role in society and the prominence -
and exposure - this brings with it. They see it in their long-term interests to show
responsibility towards the communities they are in, particularly over matters

in which there is a high media risk, such as the environment. The first focus tends
to be on action in the community which has fairly direct pay-back to the companies
themselves, such as vocational education - although as governments have reduced
social security spending significantly, a number of major companies have seen

it to be in their 'enlightened’ self-interest to plug some obvious gaps.

The culture of competitiveness has had an impact on corporate governance. There
have been moves towards an equity culture with a focus on return on capital: there
is now a shorter-term approach aimed at achieving a fast pay-off for shareholders.
Pensions funds in the EU have adopted strategies of holding minority shares in
companies but become the dominant investors overall, just as they have long been
in the US. The increased pressure for swift returns has destabilised the traditional
‘insider' system of control, with financiers sitting on the board, and led to the
break-up of long-run relationships. The welfare state is greatly diminished,
particularly with a major move away from state provision for both pensions and
long-term care. Combined with the final round of privatisations, this has served

to increase the size and volume of pension funds. The successful implementation
of the single currency has dramatically increased the number of portfolios run

on a pan-European basis. Indeed, the elimination of foreign exchange fluctuations,
stable and low interest rates, lower transaction costs and transparent pricing

have all combined to substantially reshape the financial services industry.

The global impact of Anglo-American capitalism has undermined continental
European stakeholding permanently, and as a result there has been a dramatic shift
in labour relations. There is now much greater uncertainty in terms of employment,
with a greater use of short-term contracts and part-time and casual labour. Much
of the national and EU employment regulation has been swept away, on the basis
that it was seen to be a burden on European firms, which inhibited their ability to
perform on the global stage. The prevailing political philosophy is generally that
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everyone should be encouraged to work, with those social security payments
which still exist tending to be in-work benefits, so creating a link with
employment. There are increasing numbers of both very high and very low

paid employees. It is not only the latter group which has experienced a harder
life in recent years: senior managers must now live with uncertainty in extremely
dynamic markets and constantly changing/reinvented supply chains.

A few years ago, immigration was actively encouraged in order to tackle the
demographic problem of an ageing population. This has proved to be successful

in the short-term, particularly as a way of tackling the skills gap in Europe -
many of the immigrants are highly qualified. However, a long-term solution still
seems as far off as ever. In addition, there are now some danger signs, with
increasing social conflict - many poorer members of society resent the success of
the immigrant population, which is becoming the focus of growing social conflict.

Given the nature of society, consumer demand is increasingly polarised between

the high-income and the low-income markets — this means that firms need to

be clear about which market segment they are targeting. Successful companies A
nowadays are ones which are flexible and customer-focused, ready to respond

to demand with customised solutions. The increasing focus on the individual

customer, enabled by the development of eCommerce, has led to the provision

of 'whole person’ services with firms catering for the needs of individual people

across a whole range of markets, rather than being constrained by traditional

industry boundaries.

Chief executives need to focus on and exploit their company's core competences
so that they gain the maximum competitive advantage. They must maintain
quality while minimising their cost base, and are increasingly looking towards
more flexible forms of organisation, including outsourcing those functions which
do not provide a competitive advantage, and using shared services.

Businesses that want to succeed in the global economy have found that they
must rationalise production and supply chains. They need to consider the
possibilities for joint ventures, alliances, mergers and acquisitions so that they
can maximise the power of their brands, win new customers and retain existing
ones. Both competition and opportunity may lie in other industries, and business
leaders have to be prepared to explore new ways of exploiting their core
competences, whether inside or outside their traditional area of activity.

The enlargement of the EU has created growth in both the resources base and
the consumer market. Many companies are now looking at investing and moving
plant towards the CEE countries and elsewhere, to take advantage of natural
resources and the labour costs which are even lower than in the rest of the EU.
But this migration has not been a one-way process - at the same time

as manufacturing has moved eastwards, a growing number of CEE citizens have
moved northwards and westwards.
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An enlarged, integrated Europe with

a Single Market and single currency.

Powerful central institutions direct

both economic and social policies, o

with the aim of ensuring high [ = C E
minimum social and environmental = _ ODSClence urope
standards, and protecting vital - '

industries against foreign

competition. Economic growth is

slow, but stable. EU government

invests heavily in innovation and

education. Companies treat staff

as long-term assets, although

concern exists over high social costs.

By 2008, Europe has seen much growth - in the number of member states, in 13

the amount of regulation, and in the social role of Government - although it now
has a slower (if more stable) economy. The European Union has not only gained
new members, but also more power - the old 1990s argument about widening

or deepening proved to be misqguided, when the Union became wider and deeper.
This influx of new members, and political changes within existing Member States,
meant that new cultures and philosophies developed. In particular, Anglo-
American approaches to both the role of Government and the governance of
firms have become less influential.

The institutions of the EU are more powerful than ever before. After a slow start,
more emphasis was given to sorting out the mechanisms governing the expanded
Union, and this paid off through greater efficiency in decision-making on tough
issues like the Common Agricultural Policy and the so-called ‘pensions time
bomb', with a resultant increase in confidence in the EU. In recent years we have
seen more active Government at the national level, although it is increasingly
S Strong central power clear that it is in the institutions of the EU in Berlin where the real power lies.

Single currency There has continued to be a political realignment in many EU countries over the
last few years, with perhaps the most popular philosophy at present being what
has been termed ‘The Fourth Way', in which Government increases its involvement
in social welfare to levels not seen for 30 years and at the same time takes a
Social values vigorous approach to the scrutiny of firms and markets. Mergers and acquisitions
now tend to be investigated thoroughly, not just in terms of their impact on
competition but also with regard to factors such as employment - many are now
Environmental standards subjected to a 'social impact assessment’ by the authorities.

Regulation/intervention

High welfare/education

Fragmentation
Integration

Trade protection

Conscience
Europe

Welfare and tax regimes have been harmonised - it was successfully argued that

Starenold the previous differences in these areas represented barriers to the successful
akeno er
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completion of the Single Market, with some countries competing unfairly. Labour
costs have risen substantially in recent years, with above inflation increases in
the European minimum wage now required by law in order to narrow the gap
between rich and poor.

The European Commission is strongly involved in both transport and
environmental issues, again on the grounds that these have an impact on the
Single Market. Improved transport networks are seen as the way to make
European economic integration a reality, though these have required substantial
subsidies. With regard to the environment, the Commission sees its role as
collecting money rather than just paying it out. It argues that for too long
companies have not been picking up the bill for the environmental externalities
of their behaviour and it aims to levy stringent new taxes on polluters - though
some industries have been excluded or given certain protection so that the
additional costs do not render them so uncompetitive that jobs are lost.

Businesses have had to learn to work inside an expanded but tightly requlated
environment and to manage high social and labour costs. These are boom times
for EU policy experts, political lobbyists, strategists and lawyers - all are needed
to ensure that firms understand and make the best use of EU legislation,
structural funds and grants.

Much of companies’ and industries’ interaction with the community is
concentrated on lobbying Government to protect business interests. Business

and society generally expect Government to take the leading role in meeting the
needs of the wider community. For their part, companies see a greater emphasis
on partnerships and participation in Government and EU-led initiatives. Given the
high level of public expenditure, it is vital for individual companies that they

get a share of the cake in areas such as infrastructure, training and research.
This again requires an emphasis on lobbying and relationship building with
Government at all levels.

Some good news comes with the fact that this is a fairly stable environment in
terms of public policy - business might not like the degree of regulation, but at
least there is a high degree of certainty. This is a world in which entrepreneurship
is not encouraged as strongly as it might be - everything is just a little too
comfortable - but nor is insecurity as prominent as it was in the past. There is
less incentive for change, since there are few new entrants and the pace of both
cross-industry convergence and global competition has slowed dramatically.

Compared with ten years ago, businesses now tend to take a more far-sighted
view of supplier relationships, investment and other commercial decisions -
‘sustained and long-term investment for sustained and long-term return' is now
the dominant philosophy. They treat employees as long-term assets, and match
sensible recruitment programmes with career planning that will enable them to
retain their best staff. There is a strong emphasis on education and training, with
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the EU providing funds in order to improve Europe's skills base - although some
business leaders have expressed concern that the link between such training and
the needs of business is not always clear.

At the same time, companies tend to be wary of strategies which risk retaining
too many staff in the event of an economic downturn, and hence investment
tends to be capital-intensive where possible. Of course, investment in people
rather than capital is often unavoidable, and some firms have responded to the
high social costs by trying to move parts of their operations outside Europe,
where regulation is less onerous - although the EU has taken steps to discourage
such action.

Expansion of the EU has seen growth in the consumer market. However, income

re-distribution has led to the creation of a larger middle class. When combined

with the impact of more rigid standards for many products and services, there

has been an homogenisation of product markets, resulting in a diminished range

of choice. Regulation is at its toughest in sensitive areas such as health care,

where a growing number of politicians are questioning the appropriateness of 15
private sector involvement.

The growth of the EU, in terms of both the number of members and degree of
solidarity between them, has been accompanied by elements of a 'Fortress Europe’
approach, with restrictions on foreign competition, particularly when such
competition is thought to have major employment implications. Again this is
justified in terms of the Single Market - it is said to be unfair that other countries
can compete by having lower social standards.

This in turn causes problems with EU companies’ access to overseas markets,

as requlatory measures are put in place by way of retaliation. Many European
businesses are still happily profiting from their protected home market, but there
are signs that being shut off to an extent from markets outside Europe is
resulting in less innovation - the level of patents in leading-edge products
continues to fall. European business may be becoming less competitive - we
could soon see a vicious circle, where the isolation of Europe leads to less
innovation, and this in turn leads to even greater isolation because protectionism
is seen as the only way to protect EU jobs.

‘Fortress-busting’ has become the name of the game for high-tech global
businesses based outside the EU - and their consumers. Fed up with Europe's
high prices and limited choice of goods, savvy consumers now surf the Internet
for cheap, foreign-produced CDs, Hollywood films banned under the European
civilisation quota rules, and other products which can be downloaded
electronically without a Customs official in sight.
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The fragmentation of

the EU has seen power
devolve to national, regional
or city-based institutions.
Europe comprises a
patchwork of different
socio-economic models,
with some regions espousing
undiluted free-market
capitalism, while others
apply a new kind of
communitarian socialism.
Trade barriers have
reappeared.

Shareholder

Patchwork

Europe

Fragmentation

Stakeholder

Integration

Regions
Multi-currency
Protectionism
Multi-market
Multi-culture

Political tension

Patchwork Europe

In the mid-late 1990s, pro-EU politicians accused their rivals of trying to create an
unworkable ‘two-speed Europe’ In 2008 many look back on these times fondly, for we
now have something more like a 20-speed Europe. Business leaders need to be
familiar with a vast array of different political structures, supply chains, and cultures.

The Euro still exists, though it covers only a handful of countries. Every time
Europe hit economic problems, they were blamed on EMU, and the backlash in
some countries was so strong that a number of the original participants withdrew
and re-established their own currencies - although this caused further difficulties,
given the high costs involved with such action. Others are soldiering on, but this
is a confused and unstable environment for business.

All this has led to a far more insular and protectionist approach to trade.

This is not to say that there are no rules governing the Single Market. All EU
Member States still say that they are committed to the creation of a truly
effective Single Market, but these fine words do not seem to be followed in
practice. The number of cases brought against Member States by the European
Commission for breaches in regulations governing issues such as state aid and
public procurement, and for failure to implement new directives properly, has
soared. There is an increasing amount of regulation at a European level, but a
declining level of national compliance.

There are de facto restrictions on the flow of labour and capital. This is a major
problem for large businesses, who have always benefited from the advantage over

smaller rivals of being able to transfer skills and knowledge effectively across borders.

Although many industries are protected, there is little consolidation across Europe,
so that opportunities exist in many areas for enterprising small businesses to exploit
technologies such as the Internet to source, supply and sell across borders.

Europe Beyond The Millennium
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The accession of poorer countries which rely heavily on agriculture and old heavy
industries, combined with the pensions time bomb, has put great stress on the
finances of the Union. Arguments have raged about Member States' own
responsibility for tackling these issues, with the UK and Denmark demanding that
the EU should not provide financial aid to those countries which have not already
acted to scale down the state role in welfare provision, and other countries
querying why newer members should be given extra help to transform their
economies at a time when longer-serving members are also facing economic
difficulties.

The result is an absolute block on further social development of the Union, and
a reversion to something which has not been seen since the early Thatcher years
in the UK, an evaluation of the impact of EU membership in terms of
contributions paid in and grants paid out. No country has left the EU so far, but
in the course of budget negotiations a couple have threatened to do so and all
moves towards further widening have been frozen.

Creating effective relationships with government is hard for business, because
power is located in so many different places. The institutions of the EU have
struggled to retain their authority since enlargement, as their mechanisms were
designed for a smaller and less diverse membership, but they do still play an
important role on some issues.

National governments are still important, but recent years have seen the
development of multi-layered political structures, with strong regional bodies,
including not only the return of the city state in some cases but also the creation
of cross-border groupings. These bodies often have a different political
perspective from that of relevant national governments - some pursue highly
aggressive free market agendas, while others are much more interventionist and
a third group seek public-private partnerships at every turn. This has led to some
political tension and raises the sensitive issue for companies of how to establish
good working relationships with one layer of government without offending
another. In this complex political world, companies are spending more on
professional lobbyists than ever before.

This complexity in turn affects the way firms relate to what in some parts of
Europe are still referred to as 'stakeholders’ - employees, customers and local
communities. Firms need different identities in different places: the more
sophisticated ones have become 'multi-local’, giving the impression in each area
of a special commitment to that particular locality, with a series of different
identities to fit in with the prevailing political and consumer culture.

Community involvement is much greater in some areas than in others - where
the political culture favours unbridled capitalism, there is relatively muted
involvement, probably limited to initiatives like local training provisions which
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give relatively quick and direct benefits; but in other places there is much more
high profile sponsorship of community initiatives, with a focus on corporate
responsibility and a sensitivity around issues such as the environment

and executive pay.

It is not only political structures which are multi-layered - companies must
manage at the most appropriate level. This will vary from region to region.
Multinationals prosper, but only if they have political, legal and strategic
competence in each marketplace. HR management and investment will require
a longer-term strategy in some areas and a shorter-term approach in others,
depending on the nature of the local or regional economic environment.

But a broader view is still important. The winners will be those companies that

can transcend political, cultural and geographic barriers, even while maintaining
a range of appropriate identities for external audiences. Those firms that manage
to transfer skills and knowledge across borders will have a major advantage over

their competitors, both national and multinational. 19

However, many businesses' reaction to this complex picture has been to wonder
whether they might be better off somewhere else. Central and Eastern European
countries are now seen by many as prime candidates for investment, since they
offer fewer operating restrictions and promise better returns - they have in effect
become the engine of growth for Europe. The outward looking nature of these
economies, in stark contrast to the introverted stance of most EU members to
their west, means that they are increasingly seen as a better base for competing
in the global economy. Inward investment in these countries has continued to rise
rapidly, at a time when most other countries have seen falls in such investment.






