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Questions about Standards Q

o What type of good? Who pays?

e \What impact on competition? What benefits
and costs?

o What institutional changes are promoted?

... but before we start, some fundamentals:
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Glossary of Standardization Ry

Standardization

rd N\

Public Standardization Industrial Standardization

/7 N\ 2\

Standardization

Public Public in Consortia Compa?gga”dard
Stnaardzaion  Sindardzavon (31030 S
[EU, Japan] [USA]
national approach sector-specific
approach
open closed
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Sour ces of Wealth | - old style- N

Production Factors:

e Labor (Aristotle, Aquin, Marx)
 Natural Resources (Quesnay, Turgot)
o Capital (Say)

|nteraction

e Trade (Smith, Ricardo)
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Sour ces of Wealth | | - new style-

|||||||||||||

Institutions (List, Schumpeter, North)
Human Capital (List, Romer)
e External Economies

— economies of scale

— economies of scope

— learning effects
— networ k effects

Covered by Standardization
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What You always Wanted to Know about Economics... 3231

What is,,economic thinking“?
 thinking in alternatives....
 Opportunity costs (lat.. opportunitas) ...
 risk and reward ...

Risk can be positive or negative
Risk can be diversified
Standardization should be evaluated
N arisk-revenue structure

© Prof. Dr. Ulrich Blum Presentation 16. 10. 2004 Folie 6



Properties of Standardsfrom an Economic Per spective $<\

.................

« Standardization produced and reduces transaction costs
o Standardization produces public, club and private goods

 Standardization changes information properties (inspection,
experience, credence goods) and information asymmetries

e Standardization implies, sinking costs* which isrisky in case
of failure and may block market entry and produce
competitive edge

Decision problem:

 Put costs on more shoulders with (consortial) Industry
Standards (1S) or Public Standards (PS) at the potential cost
of profits through market |eadership?

 What are the platform effects of alarge and fast
dissemination?
e Who pays and what strategy is rewarding?
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Goods Q

.................

Exclusion, Rivalness

« Public
e Club
e Private
- Standards change

] The goods structure
Information Asymmetry
e Ingpection
 Experience
 Credence
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Effects of Standards from an Economic Perspective O

||||||||||||||||

Vertical Hierarchy
~,Obediance”

Standardization
Influences the transaction
cost structure of the
economy ...

... and triggers a
tendency to flatter
organizations or to
markets!

Market

~Exchange*
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Types of Standards

7
%,

4
!
i

GNho initialize% enterprises enterprises strategic alliance Interested groups
[W?:;lﬁt;he ] private good private good Club good public good
Who owns standardization
the IPRs? trateqi institute
enterprises enterprises stratégic
alliance
GNho manages? economy
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Properties of the Standardization Process N
)

[company j [ committee j

-
— /m
SILELELE standardization
alliance N~
-
- t i
private club good public
good good

\ . J | Y

Industry Public

process of
standardization
generates an
additional
club good

standardization standardization
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Ambiguity of Standardization

Type of standard

Process
(selected)

Consequences
Internal to the
firm

Consequences
for competition

Evaluation
eEnterprises
eGroup/industry
eEconom

Evaluation
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Project and Data

The research was conducted and the data was obtained
within the context of astudy for the DIN (German
Institute for Public Standardization) on the Economic
Effects of Public Standards

Blum, U.; H. Grupp, H; Topfer, A. et al, 2000:

Gesamtwirtschaftlicher Nutzen der Normung — Zusammenfassung und Ergebnisse,
Wissenschaftlicher Endbericht mit praktischen Beispielen, Beuth-Verlag, Berlin.

Economic Benefits of Standardization — Summary of Results, Final Report and
Practical Examples, Beuth-Verlag, Berlin.

Beneficios econdnomicos de la normalization. Resumen de resultados. Reporte
final y g emplos practicos, Beuth-Verlag, Berlin.

© Prof. Dr. Ulrich Blum Presentation 16. 10. 2004 Folie 13



Composition of data records

Analysis of German-speaking countries

11,9 %
n =384

59 %

n=417
29,1 %
n =206
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D -Germany
A -Austria
CH - Switzerland
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Sectors analyzed

Selection criterion:
standardization
Intensive industries

Low intensity
in standardization

* - not conducted in Austria
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Companies analyzed and the return of questionnaires
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- Competition

Competition effects arise because of

Changes in transaction costs and institutional
arrangements,

Changes in cooperation structures

sunk costs and changes in market structure,
conduct, performance,

changes in risk
externa economies
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The Role of Standards in the Value Creation Chain @
‘ N

supplier supplier supplier

=~
trans-
> action

costs
-
competitor | competitive competitive | cCOMpetitor
advantage advantage ~
trans-
> action
costs
/

customers customers customers

© Prof. Dr. Ulrich Blum Presentation 16. 10. 2004 Folie 18



%,

Competitive Advantage

N
Effect of competitive advantage vis-a-vis competitors in case of... ==~
(n=561)
very negative negative neutral positive very positive
50 25 0 +25 +50 :
- 50 -25 0 25 50
significant
PS, IS & CS

industry standards . 8,16

public standards F 807

)

L




%,

Transaction Costs

NN
Effects on transaction costs resulting from the use of
(n=550)
very negative negative neutral positive very positive
50 25 0  +25 +50
-50 -25 0 2 50
5
- significant
Company standards 18,5 differences
CSe IS PS
Industry standards B 201
Public standards B 28
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N

Position of Enterprises in Vertical Competition \@
N
very negative negative neutral positive very positive [ ] :F.-Sl-.-. -
4 T e - g
The impact on ... i 20 ] 2 07w ng
50-25 0 25 50 CS IS PS i n significant

differences

..coordination costs
vis-a-vis suppliers
17,0 230 254 581iCS<© IS« PS
..coordination costs
Vis-a-vis customers 143 220 251 567 CS<& IS PS
.-Market power vis-a-vis 72 119 138 566:CS<© IS« PS
suppliers
.. market power vis-a-vis 38 100 1L6: 552:CS oIS PS
customers . i

Public standardization causes the least coordination costs and increases
market power

E} increased market of suppliers

|l> increased market position vis-a-vis customers
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Position of Enterprises in Horizontal Competition \@
N

very negative negative  neutral positive very positive =

The impact on ... >0 2 0 +25 50 mmm= g

-50-25 0 25 50 significant

CS IS PSi n differences

. competitive edge vis-a-vis
competitors 104 82 81 561 PS,IS«<CS
. cooperation with

competitors 4,0 13,4 14,2 i 559 CS«IS,PS

. market entry of potential
competitors

37 69 76 558:CS«IS,PS

Company standards create the highest competitive edge vis-a-vis
E} competitors

Use knowledge internal to the firm to expand competitive edge

PS and IS facilitate cooperation among competitors
PS facilitate market entry of competitors
Cooperation is improved by PS and IS, but also by competition
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Standards and Foreign Trade

Do standards foster more perfect or more
Imperfect competition?

 old trade theory vs. new trade theory

e aquestion of national development
strategies

e aquestion of the structure of the value chain

* A question of political systems
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. _ N
Adjustments of Export Strategy to Foreign Standards EQXQ\

M nkifd e baeg

disparate

Export costs and
strategy benefits
Effects on
costs
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Effects on Trade - Frequency

What effects do European and international standards have on trade of your company?
More than one answer possible (n=659)

None

European and international
standards reduce barriers to
trade in our industry

Contracts are facilitated

Logistic costs fall as interfaces
in the transport chain are
defined according to joint
standards.

Other effects ~
(n=82)
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L N
Impact on Trade — Role of Own Standardization Department \$
A

How do European and international institutional standards

: ) : . ) mmmm  Standardization department
influence international trade in your enterprise? (n=462) P

No standardization dep.

0 25 50 75 100 %

Yes No significant
differences

None

\ 12,3 25,0 *
European and international

standards reduce barriers to trade

63,9 50,3 *
The negotiation of contracts will
be relieved.
Logistic costs fall as interfaces in 770 62,6 *
the transport chain are defined
through joint standards

32,8 18,2 *

Other impacts
(only Austria, n=80)

/ 0,0 8,2
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Effects on Trade — Role of Cooperation in Standardization i‘@

What effects do European and international standards cooperation in standardization

have on trade of your company? (n=656) no cooperation in standardization
0 25 50 75 100% Yes No significant
differences
None
\ 11,8 32,2 *

European and international
standards reduce barriers to 64,9 42,3 *
trade in our industry

Contracts are facilitated

68,7 55,5 *
Logistic costs fall as interfaces
in the transport chain are 230 17,4
defined according to joint
standards.
Other effects ~ 6.7 56
(n=82) : :
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%,

Mean value comparison by Industrie

— - &ﬁ
Adaptation Strategy 5 = R
(more than one answer possible; n=512) E = é é
We penetrate export markets with 0 25 50 75 100 % g § % % significant
products that contain national LLJ = o = differences
standards. II I 26,1 47,8 32,8 26,7

We adapt production to foreign
standards by ...

26,1 21,7 279 22,2
...changing domestic production

...setting up a plant in the export

145 8,7 9,8 17,8
country

rubber,
...outsourcing production to a 29 0 16,4 11,1 :electr. < cons
third party in the export country B
cons &

... by using European/international
standards

97,1 82,6 68,9 93,3: venh,electr

>
>
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Measurement of Benefits and Costs

Quantitative
data:

* Tangibles = directly accessible facts

b benefit: rationalization
b costs: participation

Qualitative data:

benefits:
costs:

benefits:
costs:

F ey

 Intangibles = indirect accessible facts

safety
communication

 Interdependent interactions

competitive advantage/institute of standardization

transaction costs between
producer and supplier
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Value = benefits - costs
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_ A\
Costs and Benefits of European and International Standar%@.‘z\

(more than one answer possible)) o N
Cost savings through ... (n=555) 0 25 50 75 100 %

...Omission of adaptation costs in export
business

...An increased production volume
... Unified government specifications
...An increased offer of suppliers
...Improved cooperation potentials

Additional costs through ... (n=556)

...Adaptation to standards 60.6
...Increased work load work for ’

standardization personal
...Switching of production
...Switching of composition of goods

Enterprises under increased competition
pressure (n=553)




Costs of Adjustment

%,

N
Adjustment costs to other foreign standards (n=61) —
Share of enterprises in %
30
26,2
20 \
average
DM
11, 11,4 ﬁ
10 8.2 A\ — 348.975
: 6,5
5 ,
N 33 49 23 33
4,9 4.9
0

0

<=10 <=20 <=30 <=50 <=75 <=100 <=200 <=300 <=500<=1006:=2000>2000 Le‘(’iﬁ' tOfDCI\‘A’)StS
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Costs and Benefits in DM

European and international standardization create

benefits amounting to DM 55.004.610
(n=44)

costs amounting to DM 24.217.889
(n=58)

balance: net benefits DM 30.786.721
(n=66)

average per company %) DM _ 466.466




Total economic impact

General Idea:

 public standards are knowledge external to the
firm

 Individual firms may not capture the totality of
these benefits

‘ An additional growth effect emerges

‘ New growth theory-type estimation
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Result

o Effect of public standardization in Germany Is
about 1/3 of the total growth rate

e Thisincludes, of course, the totally of
technological effort behind standardization!
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