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Getting prices in the market and 

achieving sustainable profits requires 

innovation, manufacturing compe-

tencies and cost competitiveness. Some 

European countries have violated all 

three conditions. Only if they improve 

on all three, which is a long-term pro-

posal, they will be able to sell sufficient 

volumes and get profitable prices in 

international markets, as this article 

explains. Hermann Simon is Founder 

and Chairman of Simon, Kucher & 

Partners Strategy & Marketing Con-

sultants. His book on the German 

Mittelstand (Hidden Champions  of 

the 21st Century) has been published 

in 25 languages. Simon is delivering a 

keynote presentation entitled “Pricing 

and the CEO” at the PPS 11th Annu-

al Global Pricing Workshops & Con-

ference on 4 December in Amsterdam. 

He can be reached via www.simon-

kucher.com.

Not Innovative and Not Productive:  
The True Causes of Southern Europe’s Predicament 

CONTINUED ON NEXT PAGE �

Figure 1: European Patents 2011 for Selected Countries

Southern European countries face 
a very difficult situation. Many 
people there point their fingers 
to Northern Europe, especially 

Germany. Is Germany the kill-joy for 
some of its Southern neighbors? The 
real problems of non-competitive Eu-
ropean countries lie in fundamental 
weaknesses with regard to innovation, 
manufacturing base and cost competi-
tiveness. These problems in turn necessi-

tate low prices. Even low prices may not 
be enough because the manufacturing 
base is simply not there. The roots of this 
predicament are deeply rooted in history 
and cannot be solved in the short-term. 

Innovation
Let’s first look at innovativeness. While 
not a complete measure, patents are the 
single most relevant indicator of innova-
tiveness. Figure 1 shows the number of 
patents granted by the European patent 
office for selected European countries. 

The differences are staggering. First, 
we compare the large countries. On 
a per capita base Germany has more 
than twice as many European patents 
as France, four times more than Italy, 
and five times more than the UK. Swit-
zerland is even better than Germany 
and Sweden is on a par. With 381 pat-
ents Spain only attains less than 3% of 
Germany in absolute numbers and one 
twentieth in per capita terms. Greece 
and Portugal are even weaker. As the col-
umn “change since 2002” shows things 
have not improved much over the last 
ten years. If anything, the absolute dif-
ferences between the innovation leaders 

and the laggards are getting bigger. 

In 2002 Spain had 11,048 fewer patents 
than Germany, by 2011 this difference 
has grown to 13,202. The additional 
difference in 2011 alone is 2154 patents 
or 5.6 times the total patent output of 
Spain. A lack of innovative products 
means that a country has to export 
commodities which are always ex-
posed to severe price competition. The 
results are small or even negative mar-
gins.

Manufacturing base
The ability to profit from the strong 
growth in international trade, espe-
cially within emerging countries largely 
depends on a country’s manufactur-
ing base. Figure 2 illustrates the share 
of manufacturing in the gross domestic 
product (GDP) on the horizontal axis 
and the trade balance (=exports minus 
imports) on the vertical axis. The year is 
2011.

Not surprisingly we find a strong cor-
relation between manufacturing base 
and trade balance. The more a country 
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The new wave of today is to rebuild the 
manufacturing base. This is the right 
direction to go, but it will take years. 

Figure 2: Manufacturing Base And Trade Balance
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produces the more it can export, the less 
it needs to import. We see that the dif-
ferences in the manufacturing base are 
huge. Germany’s manufacturing share in 
its GDP is roughly twice that of France, 
the UK and the US. Among the Medi-
terranean countries only Italy comes 
close to Germany. In the past Germany 
was scolded for retaining its production 
orientation and its inability to switch 
more rapidly to a service economy – as, 
for instance, the UK and the US did. 
But there is a fundamental difference 
between production and services with 
regard to the location of job creation. 

The US, the UK and France have excel-
lent service companies. But where do 
Starbucks, McDonald’s, Hilton or Ac-
cor create new jobs? They do this mostly 
in Beijing, Mumbai or Sao Paulo where 
they open new stores or hotels, but not 
in their home countries. With produc-
tion, however, a country can profit from 
the growth in emerging countries and 
still create jobs in the home market. For 
instance, the 1300 Hidden Champions 
of Germany created 1 Million new jobs 
in the last ten years, of those 360,000 
were in Germany. 

The new wave of today is to rebuild the 
manufacturing base. This is the right 
direction to go, but it will take years. 
It’s not just a matter of setting up a new 

plant; you need suppliers and you have 
to train people. World-class manufactur-
ing requires a deep and complex infra-
structure. 

A second difference between manufac-
turing and services concerns the pay 
level. Many service jobs require low skills 
and thus the salaries are low. Product 
differentiation is difficult and pricing 
power is low. A large part of the manu-
facturing jobs require sophisticated skills 

which come with higher salaries. These 
salaries can be paid because high qual-
ity products – as made in Germany – get 
high prices. 

Cost competitiveness
After the introduction of the Euro in 
2002 the time of restoring a country’s 
competitiveness by devaluating its cur-

rency every two 
or three years was 
definitely over 
within Euroland 
(actually the Euro 
rates were already 
fixed as of Janu-
ary 1, 1999). Were 
this obvious fact 

and its consequences understood and ob-
served? Figure 3 shows the development 
of the unit labor costs between 2000 and 
2012 for France, Germany and Spain. 

The unit labor costs capture productiv-
ity and wages. If productivity goes up 5 
percent and wages go up 4 percent unit 
labor costs decrease by 1 percent. Un-
believable as it may seem the unit labor 
costs have been going up continuously in 
France, as if nothing had changed with 

the introduction of the Euro. 

By the end of 2012 French unit labor 
costs were 30.8 percent higher than in 
2000. Spain learned its lesson the hard 
way as of 2009 but is still 21.8 percent 
higher than in 2000. And Germany: 
unit labor costs are just up 10.8 % over 
the twelve years covered in the figure. 

Overall in the Eurozone these costs are 
up 24.0 percent since 2000. It is beyond 
my understanding how any country 
could go on as usual after the introduc-
tion of the Euro. But as we see it has 
happened and the results are here today. 
It is needless to say that the countries 
with high unit labor costs have ruined 
their price competitiveness. They must 
both lower their salaries and increase 
their productivity to become price com-
petitive again. 

Conclusion
The facts shown in the three figures are 
the real roots of the misery in many 
European countries. And what makes 
things even more worrisome: it is very 
difficult to change these factors. If we 
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have not improved much over the last ten years. If anything, the absolute differences between the 
innovation leaders and the laggards are getting bigger. In 2002 Spain had 11,048 fewer patents than 
Germany, by 2011 this difference has grown to 13,202. The additional difference in 2011 alone is 
2154 patents or 5.6 times the total patent output of Spain. A lack of innovative products means that 
a country has to export commodities which are always exposed to severe price competition. The 
result are small or even negative margins. 
 
Manufacturing base 
The ability to profit from the strong growth in international trade, especially within emerging 
countries largely depends on a country’s manufacturing base. Figure 2 illustrates the share of 
manufacturing in the gross domestic product (GDP) on the horizontal axis and the trade balance 
(=exports minus imports) on the vertical axis. The year is 2011. 
 
Figure 2: Manufacturing base and trade balance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Not surprisingly we find a strong correlation between manufacturing base and trade balance. The 
more a country produces the more it can export, the less it needs to import. We see that the 
differences in the manufacturing base are huge. Germany’s manufacturing share in its GDP is roughly 
twice that of France, the UK and the US. Among the Mediterranean countries only Italy comes close 
to Germany. In the past Germany was scolded for retaining its production orientation and its inability 
to switch more rapidly to a service economy – as, for instance, the UK and the US did. But there is a 
fundamental difference between production and services with regard to the location of job creation. 
The US, the UK and France have excellent service companies. But where do Starbucks, McDonald’s, 
Hilton or Accor create new jobs? They do this mostly in Beijing, Mumbai or Sao Paulo where they 
open new stores or hotels, but not in their home countries. With production, however, a country can 
profit from the growth in emerging countries and still create jobs in the home market. For instance, 
the 1300 Hidden Champions of Germany created 1 Million new jobs in the last ten years, of those 
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Figure 3: Unit Labor Costs 2000-2012 for France, Germany And Spainlook back at the patents over the last 
ten years not much has changed. If 
anything, the lead of the countries in 
Northern Europe has become more pro-
nounced. 

Rebuilding the manufacturing base will 
take years, if it is at all possible when we 
consider the new competition in Eastern 
Europe and in more distant emerging 
countries. And restoring the cost com-
petitiveness requires measures which are 
very difficult to implement in a demo-
cratic society as the cases of France and 
Italy show. 

Only when “reality” takes over and no 
choice is left, as in Spain, Portugal, and 
Greece, costs will come down – with 
extreme hardship for the people in these 
countries. Spain, for instance, now has 6 
million unemployed (ca. 13% of a popu-
lation of 47 million). This creates a po-
litically explosive situation. 

Getting prices in the market and 
achieving sustainable profits requires 
innovation, manufacturing competen-
cies and cost competitiveness. 

Some European countries have violated 
all three conditions. Only if they im-
prove on all three, which is a long-term 

proposal, they will be able to sell suffi-
cient volumes and get profitable prices in 
international markets. 
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360,000 were in Germany.1 The new wave of today is to rebuild the manufacturing base. This is the 
right direction to go, but it will take years. It’s not just a matter of setting up a new plant; you need 
suppliers and you have to train people. World-class manufacturing requires a deep and complex 
infrastructure.  
 
A second difference between manufacturing and services concerns the pay level. Many service jobs 
require low skills and thus the salaries are low. Product differentiation is difficult and pricing power is 
low. A large part of the manufacturing jobs require sophisticated skills which come with higher 
salaries. This salaries can be paid because high quality products – as made in Germany – get high 
prices.  
 
Cost competitiveness 
After the introduction of the Euro in 2002 the time of restoring a country’s competitiveness by 
devaluating its currency every two or three years was definitely over within Euroland (actually the 
Euro rates were already fixed as of January 1, 1999). Were this obvious fact and its consequences 
understood and observed? Figure 3 shows the development of the unit labor costs between 2000 
and 2012 for France, Germany and Spain.  
 
Figure 3: Unit labor costs 2000-2012 for France, Germany and Spain 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The unit labor costs capture productivity and wages. If productivity goes up 5 percent and wages go 
up 4 percent unit labor costs decrease by 1 percent. Unbelievable as it may seem the unit labor costs 
have been going up continuously in France, as if nothing had changed with the introduction of the 
Euro. By the end of 2012 French unit labor costs were 30.8 percent higher than in 2000. Spain 
learned its lesson the hard way as of 2009 but is still 21.8 percent higher than in 2000. And Germany: 
unit labor costs are just up 10.8 % over the twelve years covered in the figure. Overall in the 
Eurozone these costs are up 24.0 percent since 2000. It is beyond my understanding how any country 

                                                           
1 See Hermann Simon, Hidden Champions of the 21st Century, New York: Springer 2009 and Hidden Champions 
– Aufbruch nach Globalia, Frankfurt: Campus 2012.  
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