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1 Introduction

This book seeks to convey three messages: The importance of
transatlantic mergers and acquisitions, their poor success rate on
average to date and the outstanding results that top players achieve.
The U.S. and Germany are each other’s most important investors.
Diligence, experience management and knowledge management can
considerably improve the success rate of acquisition projects.

They are thus key to tapping the tremendous potential for increasing
value. The examples and articles in this book demonstrate how this
can be achieved.

The economic role of TMA

Corporate mergers and acquisitions have become the hallmark of rapid economic
change, particularly when it comes to the consolidation-based competition going on
within Western industrialized countries. Companies seeking to establish themselves in
mature markets cannot afford to engage in years of competition as a means of edging
out their competitors. Instead, the acquisition of a national player has now become the
method of choice for entering a market. Given the broadening scope of technological
options and ever-shorter product lifecycles, acquisitions increasingly secure products
and technologies that no single company would be able to develop on its own. These
are the main factors driving transatlantic M&A activity today.

At $57 billion, the gross product generated by German affiliates in the U.S. (2002) is
roughly the same as the revenues generated by subsidiaries of U.S. companies in
Germany ($60 billion'). U.S.-German M&A projects are among the biggest deals
worldwide (see the overview at the end of this book). At €65 billion, the volumes of
U.S.-German M&A projects in both directions have been more or less equal over the
last five years®. Most of the activity from Germany has been in the form of strategic
engagements, with the volume showing a declining trend after the stock market hype
in 2002. Americans are investing more and more in Germany, particularly equity
investors.

! US Bureau of Economic Analysis: US-German linkages, gross product of majority-owned foreign affiliates

% According to Thomson Financials. Compare US Bureau of Economic Analysis: US Outflows to Germany
2000-2004 = $30.6 billion, US Outflows from Germany 2000-2004 = $63.5 billion



1 Introduction

The markets

The structures of companies engaging in strategic acquisitions vary widely on the two
sides of the Atlantic. German companies aiming to make the transatlantic leap gener-
ally already have a broad international presence in the European market. For them,
entering the U.S. means tapping into the world’s biggest single homogenous market.
For budding transatlantic dealmakers from the U.S., on the other hand, the acquisition
of a European company is aimed not only at achieving a leading position within the
German market but also at establishing a broad presence in Western and Eastern
Europe and developing a broad-based, multicultural management system to manage
the diversity of markets and business entities there.

Given the dominance of the U.S. market and Germany’s relative size within the
European market, U.S.-German M&A activities are often among the most important
strategic movements as the Western markets become more and more consolidated.
Thus, the stakeholders on either side of the Atlantic often find themselves face to face
with their strongest competitors. Once the M&A game has commenced in an industry,
there is often a cascade of countermovements through M&A or organic defensive
measures.

The limited number of candidates and the difficulties associated with trying to harmo-
nize strategies and targets demands patience and endurance. It often takes years before
a company’s desired candidate becomes available, as was the case in the Siemens-
Westinghouse example. And even then, the two companies may not always be a
perfect match, as with Henkel and Dial. In such cases, buyers may have to settle for
their second choice. If the necessary size increase is not achieved instantly, resources
can be tied up for years, not only for integration but also for the subsequent organic
development of the company’s market presence. In many ways, Germany offers
Americans the best platform for making a big entrance on the European markets.
Germany is a leading location for industry and lies at the geographical center of
Europe. It is home to strong players with holdings and relationships with low-cost
suppliers in Eastern Europe, which is just a few hours’ drive away.

Strategies

Until now, the markets for strategic investors (those seeking to achieve synergies) and
financial investors (those primarily seeking to increase value through turnaround and
by leveraging capital) have been largely separate. Increasingly, the massive financial
resources available — particularly to U.S. funds — and the extensive portfolios managed
by players like KKR are bringing the M&A markets together. Private equity firms are
now also pursuing M&A strategies within their broad portfolios. Thus, they have also
become serious competitors in the race for strategic targets and are now in a position
to use their buying power to take on, take over and dissemble even large international
players. Today, U.S. funds hold significant German assets that were previously in
government hands.

For many companies, tapping into the huge market across the Atlantic is a top strate-
gic and operative priority. A strong baseline position in the most important mature
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1 Introduction

industrialized countries is often essential to developing the endurance needed for long
drawn-out attempts to move into the new growth regions. New global players are
rapidly emerging in the “BRIC” countries (Brazil-Russia-India-China). This makes
transatlantic consolidation a must for companies that want to keep pace with the
movement toward globalization in the decades ahead and to compete with newly
emerging giants from the Far East.

What’s different in the U.S. and Germany?

The differences between Americans and Germans lie in the goals they set, their
structures and their tolerance for risk. For Americans, M&A is the method of choice
for entering markets and developing technologies quickly. They are more likely to shy
away from the inherent risks of tying up resources for long periods for organic
growth, particularly when it comes to R&D endeavors. Americans tend to view the
risks associated with M&A as part of doing business (see article by Matthiessen/
Daniel, chapter 4.2.1). By contrast, Germans tend to focus more on endogenous
growth through research and development and consider external growth to be riskier.
Consequently, the M&A market is less developed in Germany. Higher levels of spend-
ing on R&D and on serving heterogeneous national markets keep profit margins
down, making the cost of acquiring these German companies comparatively low, and
thus an appealing prospect for U.S. companies.

Success and complexity

However, this appeal is muted somewhat by the M&A success rate, a mere 30% —
50% on the whole, based on the relative development of share prices following acqui-
sitions. Transatlantic M&A deals fare even worse on average. Large-scale transatlantic
M&A projects have a particularly low success rate, destroying vast assets within
national economies in their wake. The commonly expressed optimism that Germans
and Americans are particularly close because of the special relationship that evolved
from the post-war era’s Marshall Plan, reconstruction and export ties — and that
corporate mergers should therefore be easier — flies in the face of reality. According to
analyses in several articles within this book, companies’ overestimation of their own
capabilities and underestimation of the challenges involved (compare my article on
management of complex M&A projects, chapter 4.1.2) are the real cause of M&A
failures. Large M&A deals — and particularly in transatlantic business, this is gener-
ally the case — are often driven by management egos. However, once ego takes over,
barriers go undetected, general due diligence takes a back seat and the projects end in
disaster. Even authoritative writings on M&A often don't take these considerations
seriously enough. Many authors content themselves with merely enumerating situa-
tional snapshots of individual deals rather than systematically examining management
problems. The American “way of M&A” is characterized by pragmatism and confi-
dence in general management abilities. However, studies show that the expertise and
skills that are critical for M&A are quite different from those needed to ensure conti-
nuity in ongoing operations. Companies with better baseline performance do not
necessarily have better chances of success with M&A. I had to learn from experience
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1 Introduction

in numerous integration projects that M&A is always a balancing act. Too much
pragmatism can easily result in chaos, while a rigid, systematic approach can generate
complexities and create new problems instead of solving them. All the textbooks in
the world can’t replace experience, which is something that can only be acquired
through painstaking, often frustrating practice.

TMA: Out of the comfort zone

Along with poor performance there are also cases of abuse in which financial inves-
tors looking to make short-term gains ignore the long-term consequences of a transac-
tion. They leave in their wake companies overburdened with debt and they destroy
jobs. These cases should be denounced. In the months just prior to the release of this
book, such “black sheep” triggered a political debate in Germany that did little to help
the situation. I spoke with numerous fund managers while preparing this book and am
now more convinced than ever that professional and successful investors are in agree-
ment that there is a correlation between the success and the sustainability of M&A
investments.

The effects of the bubble economy and stock market hype in 2002 are still being felt
today. The findings of fraud and misrepresentations resulted in a wave of new legisla-
tion like the Sarbanes-Oxley Act in the U.S., and new codes of conduct on both sides
of the Atlantic. Making executives personally accountable for any information which
might affect the stock price led to their becoming extremely cautious in any of their
public statements. This, in turn, has caused today’s ‘legal advisory hype’ — a phe-
nomenon which also impacted this book. Half a dozen top executives from U.S.
companies were highly motivated to tell their M&A stories and had committed early
on to contributing them. Some of their texts had been ready for months. But when
these were put through a series of legal reviews, the result was last minute withdraw-
als. I am grateful for offers by these executives to contribute to a possible second
edition; their assumption is that, by that time, an open discussion about effectively
managing M&A projects will be more commonplace. Their optimism that this book
might be more than just a one-time event is heartening. However, due to this reti-
cence on the part of senior U.S. managers to tell their stories at this time, most of the
first-hand top management reports are from German companies, while the U.S. case
studies are generally presented by consultants.

The subject of this book is anything but “comfortable.” Transatlantic success cannot
be achieved through simple formulas. Yet it is impossible to deny that mergers and
acquisitions are a necessity. Anyone who avoids M&A due to fear or a lack of
expertise is bound to lose out in today’s consolidation-based competition and will be
unable to achieve success in the growth regions.

The idea behind this book: Knowledge transfer

The idea for this book goes back to the first German-American Mergers & Acquisi-
tions Day, which took place in New York on October 21, 2004, at the initiative of the
German Federal M&A Association. Under the auspices of Jiirgen Weber, the Federal
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1 Introduction

Commissioner for Foreign Investment in Germany, and together with the German-
American Chamber of Commerce, we invited German and U.S. businesspeople and
M&A specialists to Deutsche Bank’s offices on Wall Street to share their experiences.
The meeting was a success, not only in terms of the subject matter. Discussions
among the participants were lively, continuing until the last of the attendees had to
leave for the airport. M&A is a business that sparks emotion and always needs an
“owner” who identifies with a project. But a case can only promise success if it is
supported by technical expertise. The workshop's leaders agreed to undertake follow-
up activities, of which this book is the first. It seeks to relay the knowledge and
expertise to a broader audience, our readers.

Fundamentals of German-American M&A relationships

There is agreement among business people and experts that the success rate of M&A
is largely determined by experience, knowledge transfer and technical diligence. Stud-
ies support this thesis. In this book, large companies that make frequent acquisitions
and specialists who have established the necessary expertise management report on
success stories. Among the most important rules for success are ensuring that the
management has gained personal experience through the planning and implementation
of comparable projects and ensuring that the disciplines needed for M&A are man-
aged by proven experts.

It is along these lines that this book is structured. The first part provides information
about the basics of German-American M&A relationships. Jiirgen Weber illustrates
the central role that Germany plays in the European strategies of U.S. companies.
Daniel Hamilton and Joseph Quinlan outline the significance and structures of Ger-
man-American shareholding relationships from a U.S. perspective. Thomas Schwin-
geler and Stefan Griesser document the transatlantic M&A market and its prospects
for the future. Marcus Schenck, Frank Richter and Karoline Jung-Sennsfelder write
about the capital market as a lever for transatlantic deals. And Fritz Kroger points
out the direction that global consolidation is taking and analyzes the need for
improvement.

Learning from M&A cases

In the second part of this book, representative examples illustrate what drives M&A
in various industries and how success has been achieved in individual projects. The
articles cover the major industries, different “classes” of companies (from large cor-
porations to medium-sized enterprises to small, specialized operations) and a variety
of case categories (from “strategic” projects involving special integration challenges
to equity investors). The cases described here involve efforts to cross the Atlantic in
both directions. A wide variety of business types are covered, from equipment manu-
facture to products and services to IT and asset acquisitions. Because of its heavier
weighting in strategic investments, Germany is more prevalent here, while articles on
private equity illustrate U.S. involvement in Germany. The selection of authors, many
of whom are corporate executives like Riidiger Grube (DaimlerChrysler), Lothar
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Steinebach (Henkel), Hermann Thiele (Knorr), and Klaus Zumwinkel (Deutsche Post
World Net), highlights the diversity of perspectives. With George Nolen (Siemens
Corporation) and Randy Zwirn (Siemens-Westinghouse), we also hear from senior
executives of German companies operating in the U.S. Smaller players from the new
economy (Dirk Hoffmann: Jamba!) and the IT sector (Ingo Méller, Ingram Micro)
also share their insights. Strategists like Axel Wiandt / Rafael Moral y Santiago of
Deutsche Bank and Barbara Jeremia and Konrad von Sczcepanski of Alcoa write
about movements in various industries. Jorg Sellmann and Oliver Maier of Degussa
explain broadly based portfolio movements within corporations. We have also
included joint presentations by companies and their consultants (in the case of Driger
Medical, presented by Wolfgang Reim and Carsten Kratz) and collaborations between
strategic buyers and their equity partners (in the case of Zeiss-Sola aided by EQT,
presented by Michael Kaschke and Udo Philipp). The private equity scene is repre-
sented by big specialists and small cap investors (Gernot Wunderle, Volker Schmidt).
Helmut Uder’s account of the Onex Food case from the human resources perspective
serves as the segue to the specialized articles that make up part three of this book.

Leadership and strategies

The specialized articles in the third part of this book discuss the field of M&A
specialists who should be involved, whether in-house experts or external consultants.
The order of their appearance reflects the order of the project phases in which they
are involved. We begin with strategic considerations, leadership concepts and corpo-
rate governance, offering various approaches to overarching perspectives. This
includes a comparison of leadership behaviors by Joerg Matthiesen, Allison Bailey
and Jeanie Daniel Duck as well as my own concept for managing complex transatlan-
tic projects. Gerhard Plaschka, Rohit Verma and Douglas Squeo focus on customer
reactions, a topic that has been sorely neglected in M&A on the whole. Their quanti-
tative measurement methods are among the most innovative areas of M&A. Jens
Schéadler and Reto Isenegger cover the broader field of (non-equity) partnership
between companies.

Transaction and cultural change

The next section covers transaction-oriented disciplines relating to stock markets,
finance, controlling, measurement, due diligence, taxes and anti-trust law. Here too,
we cannot limit ourselves to easy-to-digest, “simple fare.” The articles in this section
describe numerous important and innovative products. These in-depth explorations
seek to illustrate the amount of specialist expertise and experience necessary for
success. I ask for your understanding that I cannot name each and every one of the
authors here. We then come to the more or less “soft” factors involved in integration
projects. The segue here is provided by an article by Alexander Geiser and Nikolai
Juchem, in which the authors seek to establish a link between capital market rules and
communication. Patrick Schmidt sweeps away some preconceptions in this regard and
leads us deep into the realm of linguistic messages while Bettina Palazzo, Craig
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DeForest and Bernhard Pelzer round out the book with a fundamental discussion of
U.S. pragmatism and “German thoroughness.”

Creating new enterprise organisms

Only a well-orchestrated ensemble can ensure success. Whether a selection of distin-
guished chamber orchestra musicians or a large marching band that can perform
precision drills is needed depends on the case at hand. As we mentioned above, only
experienced practitioners can determine which size of ensemble and which blend of
(American) pragmatism and “German thoroughness” is needed. Americans and Ger-
mans can learn a great deal from each other, and a combination of the two cultures
and approaches promises the greatest success. In a merger, the goal is not so much to
equalize the existing cultures but rather to bring together the cultural and structural
differences that are so critical to successful operation in different markets, and to
thereby form a single organism.

Acknowledgements

I would like to express my deepest gratitude to all of the friends, authors, association
colleagues and publishing house employees who have made this book possible.
Although M&A is one of the toughest work environments, you have sacrificed your
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publishing of this book.

With the firm conviction that transatlantic alliances and mergers can regularly be
brought to successful fruition, this book seeks to lend encouragement in undertaking
the corporate mergers and acquisitions that are essential to the future of our nations —
with competence, mutual understanding and enthusiasm for a new venture together.

Munich, October 2005
Kai Lucks
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2 Markets and Structures

2.1 Going Where the Markets Are - M&A in Germany
Jiirgen Weber

The enlargement of the European Union in May 2004 brought
forth a single market of 454 million consumers offering major
opportunities for overseas investors. Germany presents itself as

a business location in the very heart of the union whose attraction
has appreciated considerably recently thanks to the country’s drive
for greater global competitiveness.

The essential questions when looking at capital investment overseas are similar to
those facing a person when buying a home: The three most important things to
consider carefully are — location, location, location.

Despite the popular conception of the “rising” economies of Asia and their big emerg-
ing markets, Europe and America continue to be the most powerful commercial play-
ers. They have the world’s strongest markets, they provide high-grade jobs and they
are the basis for considerable revenues and profits due to the wealth of their peoples.
Take the three German states of Bavaria, Baden-Wiirttemberg and North Rhine-West-
phalia, for example: they alone have a higher GDP than the four Asian tigers — South
Korea, Taiwan, Singapore and Hong Kong — taken together.

Within the European Union, Germany’s attraction as a business location has appreci-
ated over the past three years — structurally because of a new drive for economic and
social reforms and geographically because the country has become the center of the
European Union following EU enlargement in 2004. Today, you could not be more
centrally based in Europe than in this continental heartland neighboring nine coun-
tries. Germany is the natural linchpin between East and West, North and South and
EU expansion has dramatically improved its competitiveness.

Why should foreign direct investment be encouraged, and why is the integration of
our economies of both sides of the Atlantic so important? At one time, companies
would primarily invest in overseas production and service bases in order to seize fresh
market opportunities. But now that all types of hedging strategies are vital for healthy
balance sheets, foreign direct investment has become a key factor in guarding a
company against currency fluctuations and regulatory restrictions. This effect has
become known as “natural hedging.”
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2.1 Going Where the Markets Are — M&A in Germany

Related party trade — that is, trade between parent and affiliate companies — offers an
explanation as to why U.S. imports from Europe remained strong and continued to
grow in 2003 despite a 20 percent appreciation of the euro against the dollar. And
that also partly explains why Germany remained the world’s leading export nation
even in 2004, despite a very strong euro. Had we not invested in each other’s econo-
mies, things would look much darker today. Indeed, an integrated economy is less
vulnerable.

The M&A business and private equity serve as a powerful engine in this integration
process. Acting on behalf of their private and institutional investors, M&A consul-
tancy firms are on the constant lookout for business enterprises to buy and develop
further.

We at “Invest in Germany” — the agency I represent as Federal German Commissioner
for Foreign Investment — recognize three main factors that attract foreign direct invest-
ment:

1. The chance to open up new markets and develop existing ones
2. A low-priced production base, which is a very popular reason for going abroad

3. Natural hedging.
I mentioned natural hedging already. So, let’s concentrate on points one and two.

Access to markets is a classic reason for going abroad. Even the very best intentions
will get you nowhere if you are not familiar with your market and its people. Being on
the spot enables you to analyze situations quickly, take decisions that are geared to
local conditions and traditions and deliver your goods or services fast. The famous
saying “When in Rome, do as the Romans do” is as valid as ever. It pays to have the
know-how.

Germany is the leading economy in Europe. Eighty-two million people live there —
that is 22 percent of the EU population. They create 23 percent of the Union’s gross
domestic product. So anybody who wants to win a market share in Europe can’t get
around having a presence in Germany.

The expansion on May 1 from the so-called EU 15 to EU 25 countries has created a
single open market of 454 million consumers. Germany enjoys a prime geographical
situation in this enlarged union. Goods can be delivered to and carried from Prague,
Warsaw and the Baltic states just as easily as — say — to and from Amsterdam,
Brussels, Copenhagen, Paris or Vienna. Distances are short and air services, in partic-
ular, are frequent and quick, with flying times usually less than an hour-and-a-half.
Germany‘s hub airports in Frankfurt and Munich are the most central of their kind in
Europe.

Also, there is an excellent network of fast highways and railroads radiating from
Germany. That is an advantage no major company can afford to ignore when seeking a
location for its regional activities in Europe. Another interesting point: Central Europe
has become the most important trading partner of the EU during the past ten years —
more important than Asia or Latin America. Germany, Austria and Italy account for
more than three-quarters of total trade flows between eastern and western Europe. It is
lucrative to tap into these trade flows. All these features are compelling reasons for
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investing in or buying companies in Germany. FDI in both directions keeps the conti-
nents of America and Europe alert and competitive and ensures that innovation finds
its way to the markets quickly.

My second point is the cost of labor. A low-priced production base is not the first
thing that comes to mind when you think of Germany. Because people automatically
relate low cost to cheap labor.

Cheap labor certainly is not what attracts U.S. companies to Germany first and fore-
most. In fact, the political debate in Germany has permanently been revolving round
the question as to how to cut labor costs in order to secure global competitiveness. So
there must be other, more compelling reasons for investing in Germany.

When you take a more comprehensive look, a low-priced production base turns out to
be a rather mixed basket of comparatively low wages, highly qualified local staff and
management, and stable labor relations.

Here Germany can score on the salient points. Each spring the American Chamber of
Commerce in Germany publishes a survey of their 100 biggest member firms. They
continue to regard Germany as an ideal location for U.S. companies, specifically for
headquarters serving the European area.

AmCham members cite the quality of highly trained labor as the second strongest
reason for operating in Germany after the strength of the market. It is the excellent
productivity and the flexibility of the workforce that they are so happy with. Skilled
labor — the famous German Facharbeiter — is very versatile. He can fix things for you,
an AmCham member told me, for which you would require another specialist in an
American company if you want to avoid a borderline dispute.

I will not gloss over the fact that the recent expansion of the European Union has been
used by industry to shift some of their production eastwards where labor is extremely
cheap. This has put pressure on management and unions in Germany to adapt to a new
environment. And, indeed, Germany has made astonishing progress in this respect.

Wage freezes, a partial return to the 40-hour week, lower entry wages and shop
contracts that allow more flexible working in line with market demand — all this is
happening and reflects the new realities. Codetermination at the shop-floor level
works. You will find readiness on the part of local shop committees to reach tailor-
made agreements. That would have been unheard-of only a couple of years ago.
Germany is definitely moving with the times! Executives of big U.S. companies in
Germany with whom I have spoken are impressed by the flexibility of their labor force
and shop committees.

R&D is another quality factor in Germany’s favor. Sixty per cent of U.S. corporate
research and development conducted outside the United States is based in Europe. The
UK and Germany are the biggest labs for U.S. companies abroad. Germans continue
to register the highest number of patents in Europe. Companies like Ford and BP have
moved their European research centers from the UK to Germany for that very reason.
So, the comparative advantage of a location is based on a number of different factors.
And Germany has strong plus points speaking in its favor.
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There is one other, very recent argument for giving preference to Germany over other
business locations in Europe — and that is money. Germany’s comparative advantages
in the euro zone have grown remarkably. A survey published by the British magazine
“The Economist” revealed that the euro area may have a single currency, but it still
has many different real exchange rates. That is stunning news.

When the single currency was born, Germany’s unit labor costs were the highest in the
euro area. But since 1999 they have fallen by ten percent relative to the average. In
contrast, relative unit labor costs have risen by nine percent in Italy, Spain and the
Netherlands. Economists at ABN Amro were quoted as estimating that Germany’s
labor costs are now lower than Italy’s. Ireland and Portugal have also lost competitive-
ness. In the past five years, Germany has boasted faster growth in labor productivity
than the euro area average.

The same analysts conclude that Germany’s real trade-weighted effective exchange
rate against the dollar has risen only 4 percent since early 2002. By the same token,
France’s real exchange rate has gone up by 9 percent and that of Italy and Ireland by
17 percent. Germany also has the lowest inflation rate in the euro zone. The econo-
mists argue that Germany’s modest rise in the real trade-weighted exchange rate
explains the country’s success as the world’s leading exporter — a result of a remark-
able improvement in the terms of trade.

Also, Goldman Sachs, the investment bankers, stated in a report that Germany’s
competitiveness has improved dramatically and was now on par with the rest of the
Union. Germany, indeed, is good for many a pleasant surprise!

A final word on how M&A and private equity are being viewed in my country. In
contrast to a more skeptical view several years ago, the private equity business has
gained a lot of respect in recent years. This picture has hardly been marred by political
criticism recently.

Private equity is seen by trade and industry as an alternative to classical forms of
financing a company. Particularly small and medium-sized companies — the back-
bone of the German economy — are confronted with two major challenges: They find
themselves facing global competitive pressure and want to expand. But the new
Basle Two credit regulations make it difficult for them to obtain the necessary credit
facilities.

Most of these small and medium-sized businesses suffer from a lack of capital
resources. While it is common for U.S., French or Dutch companies to have an equity
ratio of 30 per cent, they only possess seven-and-a-half percent on average. As a
result, only a few can afford to invest in new products or technologies, although they
are highly innovative as companies. There are dormant potentials which only a few of
them can realize. Also, many of those firms that were established in the fifties and
sixties, when Germany was recovering from World War II, are now in need of a
successor to their present owners. Private equity can help to solve problems of suc-
cession.

Major German groups are interested in PE because the pressure is on for them to
concentrate on core activities. Many diversified groups are thinking of spinning off
activities that do not fit the portfolio anymore, even though they are profitable. So, at a
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time when the whole country is debating reform and adjusting to new global chal-
lenges, Germany has a lot of advantages to offer U.S. investors who are thinking of
buying into local businesses.

By doing so, they will gain. They will obtain a footing in the EU or may help develop
companies in their expansion drive. Whatever their objective may be, their activities
will enhance transatlantic economic integration, produce results and secure jobs. A
number of companies that are well known to German consumers have already become
successful with the help of private equity: Gardena, the garden utensils manufacturer,
for instance, or the Nordsee restaurant chain, the ATU auto repair chain, and Roden-
stock glasses, to mention just a few.

Generally, the public is hardly aware of this fact. The lack of publicity is regrettable,
but it could also be seen as a sign of normality in the transatlantic economy. And there
are other, more spectacular cases, like that of the chemical giant Celanese or the
purchase of Linde refrigeration engineering by United Technologies. A great number
of M&A and private equity deals in Germany are real success stories. They bode well
for a deepening of transatlantic economic relations.

Foreign direct investment in both directions will strengthen our respective position as
global players. Let’s always remain aware of that.

2.2 U.S.-German Relations: Will the Ties that Bind Grow
Stronger or Weaker?

Daniel S. Hamilton and Joseph P. Quinlan

The economic interests and future prosperity of the United States and
Germany have never been as interdependent as they are today. U.S .-
German commercial interests are bound together by foreign
investment — the deepest form of economic integration. The war

in Iraq, and subsequent tensions between Washington and Berlin,
served as a useful wake up call to policy makers on both sides of
the Atlantic to the importance of the U.S.-German relationship.
Now, however, the challenge for both parties is to renew their
commitment to the relationship and forge ahead with new policies
that will strengthen one of the most important bilateral relationships
in the world.

With the end of the Cold War, and the receding threat of the Soviet Union, many
parties on both sides of the Atlantic came to the conclusion that the United States and
Europe were no longer strategic partners in need, that they were free to disengage
from each other and free to pursue divergent interests. This view gained even more
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credence in the post-September 11" environment, when U.S. foreign policy shifted

towards more pre-emptive strategies and unilateral initiatives, culminating in the U.S .-
led war in Iraq.

The bitter division over the war in Iraq shook the transatlantic foundation to its core,
notably the U.S.-German alliance. U.S. relations with one of its longest-standing
European allies plunged to perhaps its lowest level since the creation of the Federal
Republic of Germany. The war in Iraq fanned anti-Americanism across Germany,
which, in turn, only served to stoke anti-European and German sentiment in the
United States. Public opinion on both sides of the ocean turned decisively sour in
2003 and 2004. Against this backdrop, many observers began to think the unthinkable
— the collapse of the transatlantic alliance in general, and downgrading of the U.S.-
German partnership in particular, following decades of cooperation and prosperity.

Fortunately, the fashionable argument that the United States and Germany no longer
need each other has begun to wane. In its place a new realism has emerged, one
anchored in the belief that despite differences in other fields (security, climate change,
Middle East policies), the economic interests and future prosperity of the United
States and Germany have never been as interdependent and intertwined as they are
today. U.S.-German commercial interests are bound together by foreign investment —
the deepest form of economic integration — as opposed to trade — a well known yet
rather shallow form of integration.

Interestingly, despite all the media hype about the emergence of China, the promise of
India and the allure of the emerging markets, U.S.-German economic ties only grew
stronger over the first half of this decade. However, the past is hardly prologue. Even a
bilateral relationship rooted in foreign direct investment needs constant nourishment
and reinforcing initiatives that deepen and strengthen the relationship. Today, U.S .-
German linkages are among the strongest in the world. The question is whether or not
the same will be true by the end of this decade and beyond.

U.S.-German commercial relations — the long view

In the aftermath of World War II, U.S.-German commercial relations were relatively
shallow and underdeveloped. Given strong growth at home, U.S. firms were not
aggressive foreign investors at the time, and what investment did take place abroad
was directed at natural resources. Accordingly, mining and oil exploration were the
principal sectors driving U.S. investment outflows; resource-rich Canada and Latin
America accounted for roughly 70% of America’s overseas investment position at the
outset of the Cold War.

Europe’s share of U.S. foreign investment was just 15% in 1950, with the United
Kingdom accounting for nearly half of the European total. In the intervening decades,
however, the motivations for investing overseas among U.S. firms shifted, as did the
geographic composition of U.S. foreign investment. Access to markets, rather than
raw materials, became the overriding determinant of U.S. firms’ overseas expansion.
As a result, Europe, which had lagged Canada and Latin America in the early 1950s,
emerged as the most favored destination of U.S. firms in the ensuing decades, a
ranking the region has never relinquished.

21



2 Markets and Structures

45

40 4

351 Minflow to US from Germany

Outflow to Germany from US

30

25

20 -

N ©® 9 9 - o ® ¥ 1vu © N~ @ 9 O
N KN KN ® ®©® © ® © ® © ® © DV D
2 9 o 9 © 9 © 9 9 o o o O o

1992
1993
1994
1995
1996
1997
1998
1999
2000

1991
2001
200:

2003
2004

Source: Bureau of Economic Analysis

Figure 2.1 The Long View: U.S.-German FDI Flows (in US $ billions)

As Europe rebuilt and recovered from the ravages of war in the late 1950s, and moved
toward the creation of a common market, U.S. firms were quick to seize the opportu-
nities across the Atlantic. While U.S. foreign investment outflows to Europe averaged
just $400 million (in nominal terms) annually in the 1950s, the annual average more
than quadrupled in the 1960s, jumping to $1.7 billion. That represented nearly 40% of
the U.S. global total, up from a 20% share in the 1950s. In the 1970s, Europe’s share
jumped to 47% of total U.S. FDI; in the 1980s, Europe easily accounted for more than
half of total U.S. investment outflows.

U.S. foreign investment to Germany mirrored these general trends: over the 1950s,
Germany attracted just $600 million of U.S. investment on a cumulative basis. Over
the 1960s, as a European common market began to coalesce, and as Germany
emerged as one of the most powerful economies in Europe and the world, U.S. foreign
direct investment to Germany rose sharply. Indeed, over the 1960s, U.S. firms invested
$3.4 billion on a cumulative basis in Germany, a near six-fold increase from the prior
decade. In the 1970s, U.S. firms invested another $9.3 billion, more than two-and-a-
half times the level of the prior decade. By the end of the 1970s, U.S. firms enjoyed a
commanding position in Germany; U.S.-German investment flows were unbalanced
by the end of the 1970s, with America’s investment stakes in Germany, on a historic
cost basis, roughly double ($15.4 billion) that of Germany’s investment position in the
United States ($7.6 billion).

The investment gap between the U.S. and Germany reflected the global economic
conditions of the post-war era. Spared the destruction of war in their home markets,
U.S. firms had the advantage of a healthy economy and the financial means to expand
overseas. By contrast, the 1950s and 1960s were a period of rebuilding and recon-
struction for most German companies. Before expanding abroad, many firms first had
to resurrect their own facilities at home and reestablish their domestic market posi-
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Table 2.1 FDI inflows

US foreign direct investment inflows from Germany (in US $ billions)

US Inflows from US Inflows from Inflows from Germany
Germany Europe as a % of Flow from
Europe
1962-1969 0,5 33 14,9%
1970-1979 42 27,7 153%
1980-1989 194 2163 9.0%
1990-1999 123.1 659,1 18,7%
2000-2004 63,5 502 4 12,6%

US foreign direct investment outflows to Germany (in US $ billions)

US Outflows to US Outflows to Outflows to Germany
Germany Europe as a % of Flow to
Europe
1950-1959 0,6 42 13,3%
1960-1969 34 16,7 20,2%
1970-1979 93 579 16,1%
1980-1989 6.5 94,7 6.9%
1990-1999 31.8 4653 6.8%
2000-2004 30,6 401.,6 7.6%

Source: Bureau of Economic Analysis

tions. With the formation of the European Economic Community, German firms were
initially venturing into neighboring nations rather than further abroad.

Over the 1970s, however, many German firms went on the offensive and made it a
strategic priority to counteract corporate America’s growing presence in Germany.
Accordingly, after investing $4.2 billion in the United States over the 1970-79 time
frame — up sharply from roughly $500 million over the prior decade — German firms
dramatically increased their market presence in the United States over the 1980s. In
fact, German firms invested nearly three times as much capital in the U.S. over the
1980s ($19 .4 billion) as U.S. firms invested in Germany ($6.5 billion).

Over the 1980s, U.S. foreign direct investment overseas dropped sharply in part on
account of the U.S. recession. Meanwhile, U.S. capital inflows from Germany and
other nations soared, bolstered by a number of variables including favorable market
attributes in the U.S., a wave of corporate restructuring that increased the number of
domestic candidates for sale, and attractive incentives from many U.S. states and
municipal governments. Shifts in U.S. tax laws related to accelerated depreciation
schedules also lured record amounts of foreign investment. So did the dramatic depre-
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ciation of the U.S. dollar over the second half of the 1980s, with the weak dollar not
only reducing the foreign currency cost of acquiring U.S. companies. The weak dollar
also caused the dollar value of wages in other nations, notably Germany, to rise
relative to U.S. wages, making it more difficult for German firms to export goods to
the U.S. This made it all the more attractive for German firms to invest directly in the
United States. And they did — by 1989, German investment in the United States, on a
historic cost basis, was nearly 20% larger than corporate America’s position in Ger-
many, $28 .4 billion versus $23.7 billion.

The 1990s and beyond — the bonds grow stronger, not weaker

When the economic history of the late 20™ century is written, globalization will
undoubtedly be invoked as the defining economic precept of the time. Like the initial
period of globalization in the second half of the 19™ century, the 1990s and beyond
have been a time of robust and unfettered global capital flows, market liberalization
measures and buoyant global trade. Global trade expanded by an average annual rate
of 6.1% (in volume) over the 1990s, roughly double the rate of world GDP growth,
and by a similar annual rate over the first half of this decade.

Global foreign direct investment (FDI) flows have expanded at an even faster pace,
boosting the level of global inward FDI stock from $1.9 trillion in 1990, to $6.3
trillion in 2000, and to an estimated $8.2 trillion in 2003. At the start of the decade,
there were over 60,000 transnationals with more than 820,000 affiliate spread around
the world. From this global production base, the gross product of foreign affiliates
totaled $3.7 trillion in 2003, with foreign affiliates employing over 54 million work-
ers. Sales of foreign affiliates topped $17.6 trillion in 2003, versus $5.7 trillion in
1990, and were well above global exports of goods and services in 2003 — $9.2
billion.

Globalization’s return has opened the untapped markets of central Europe, Latin
America, and the Indian subcontinent. Free market reform has been the mantra of
Poland, Brazil, India and a host of emerging markets for more than a decade, with
these new markets providing new consumers, new resources to leverage and new
opportunities to grow sales and revenues for the world’s leading multinationals.

Yet despite all the hype associated with globalization, and notwithstanding all the
excitement surrounding the emerging markets, notably China, one of the defining
features of the global economic landscape over the past decade has been the increas-
ing integration and cohesion of the transatlantic economy in general, and U.S.-Ger-
man ties in particular.

American companies invested more capital overseas in the 1990s — in excess of $750
billion — than in the prior four decades combined. But the surge in U.S. foreign
investment did not flow to the new and untapped markets of the developing nations.
Rather, the majority of U.S. foreign direct investment in the 1990s, and the first half of
this decade, has been directed at Europe. Of the top ten destinations of U.S. invest-
ments in the 1990s, five countries in Europe ranked in the top ten — the United
Kingdom (ranked No. 1), the Netherlands (3), Switzerland (6), Germany (7) and
France (8). Rounding out the top ten were Canada (2), Brazil (4), Mexico (5), Austra-
lia (9) and Japan (10).
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In the first half of this decade (2000-04), six countries in Europe were among the top
ten destinations of U.S. foreign investment. The United Kingdom, ranked first again,
followed by Canada (2), the Netherlands (3), Switzerland (4), Mexico (5), Ireland (6),
Germany (7), Singapore (8), Japan (9) and Italy (10). U.S. investment stakes in
Europe have expanded sharply this decade, with Europe attracting nearly 56% of total
U.S. foreign direct investment in the first half of the decade. The bias towards Europe
runs counter to all the hype and angst associated with U.S. outsourcing to such low-
cost locales like China and India, and the common belief that it is the low-cost
destinations of East Asia that has attracted the bulk of U.S. investment.

To be sure, U.S. foreign direct investment to China and India has jumped dramatically
this decade, notably U.S. investment to China. Total U.S. investment to China, for
instance, surged to nearly $11 billion (on a cumulative basis) in the first half of this
decade, nearly double U.S. investment flows to China of $5.9 billion over the second
half of the 1990s. That represents a dramatic rise, although on comparative basis, U.S.
investment in Germany over the same period ($30.6 billion) was nearly three times
larger. By the same token, while U.S. foreign investment to India doubled in the first
half of this decade, from just $1 billion over the 1995-99 period to $2.5 billion, U.S.
investment in Germany was 12 times that level. In 2004, U.S. investment to Germany
totaled nearly $10 billion, versus U.S. investment of $4.2 billion in China and just
$1.2 billion in India.

Why such a disparity between U.S. investment in slow-growth Germany versus turbo-
charged China and emergent India? At the end of the day, the motivations of multina-
tionals to invest overseas are less about cheap labor and more about access to wealthy
markets, to skilled labor and to the innovative capabilities of the host nation. The
premium placed on these assets goes a long way in explaining why the U.S. and
Germany are each other’s most important foreign investors.

In addition, the size and the wealth of the U.S. economy has long been a key attraction
for German firms, fueling a host of mega-acquisitions over the past decade. Chief
among them were the Daimler-Chrysler deal and Deutsche Bank’s purchase of Bank-
ers Trust; the two deals helped to boost German inflows to a record $43 billion in
1998, equivalent to Germany’s total investment in the United States over the 1980-94
period. German investment slipped to $23.5 in 1999, although the country still ranked
second largest of foreign investors in the U.S. over the 1990s. Over the first half of
this decade, FDI from Germany accounted for 9.4% of the U.S. total, making Ger-
many the sixth largest investor in the United States.

Strong economic growth in the U.S. has been one propellant of rising capital inflows
from Germany, with many German firms mindful of the fact that any truly global
strategy dictates a presence in the U.S. This prompted both BMW and Mercedes-Benz
to set up shop in the U.S. in the mid-1990s, bringing along many German suppliers as
well. More recently, RWE, Henkel and Deutsche Post have all made significant acqui-
sitions in the United States.

Other so-called push factors — created by local market and business conditions — have
also been at work in promoting outward flows from Germany. These include high
German wage costs, stifling corporate taxes, and inflexible employment practices, a
lethal mix that has pushed many German firms abroad. The government has addressed
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some of these issues over the past few years, although change thus far has not be deep
or radical enough to structurally change Gemany’s low-growth-high unemployment
environment.

Yet these issues aside, Germany remains an attractive market to U.S. firms. The allure
of Germany lies with the nation’s highly skilled labor force, research and development
capabilities and first class infrastructure. The specialization and innovative capabilities
of many small and medium-sized firms in Germany have also been notably attractive
to U.S., particularly private equity groups. The latter, despite growing hostility in
Germany, have been among the most active foreign investors in Germany lately,
fueling greater cross-border M&A deals in Germany. Indeed, in the first half of 2005,
Germany was among the most popular locations in the world for global M&A deals,
with deals totaling $73 billion in the first half of this year, a 110% rise from the same
period a year ago. Many of these deals have been initiated by U.S. firms.

The bottom line is that U.S. and German firms are stilled attracted to each other, and
attracted to each other’s home market, helping to sustain robust foreign direct invest-
ment flows in the first half of this decade — despite the transatlantic ill produced by the
U.S.-led war in Iraq. In fact, over 2003 and 2004, German firms invested $10.4 billion
in the United States, versus disinvestment of $1.1 billion in 2002. The latter was a
result of the U.S. recession, which reduced affiliate profits and subdued new equity
capital inflows from Germany. Over the same two-year period, U.S. firms sank $12.6
billion into Germany, up sharply from the $2.4 billion invested in 2002. In the end,
while the politicians on both sides of the Atlantic were bickering over the war, is was
largely “business as usual” regarding U.S.-German investment flows.

The eight ties that bind

The primacy of foreign direct investment in driving U.S.-German commerce is
reflected in the robust infrastructure that links the United States and Germany. This

Table 2.2 U.S.-German linkages'

The Ties That Bind (US $ Billions, 2002)

U.S. Foreign Affiliates German Affiliates in
in Germany the U.S.
Gross Product of Affiliates 60,7 570
Overseas Assets of Foreign Affiliates 311,8 534,1
Affiliate Employment (thousands) 615.6 6764
Manufacturing (thousands employees) 3860 389.0
R&D of Affiliates 3.6 5,6
Foreign Affiliate Sales 205.,7 2904
Foreign Affiliate Income (Full Year 2004) 6,3 7.1

Source: Bureau of Economic Analysis

! Data from majority-owned foreign affiliates
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commercial infrastructure has been under construction for over a half-century, but
remains largely invisible to policy makers on both sides of the ocean. The following
eight indices offer a clearer picture of the deep integrating force that makes the U.S .-
German commercial link among the strongest in the world (Table 2.2).

Gross product of foreign affiliates

The total output of U.S. foreign affiliates in Germany ($60.7 billion in 2002) and of
German affiliates in the United States ($57 billion) is rather sizable. Both figures, for
instance, are equal or greater than the GDP of Bulgaria, Algeria, Peru, Morocco, New
Zealand and many other nations. In Germany, U.S. foreign affiliates accounted for
3.1% of total German output in 2002, up from 2.7% in 1994. In the United States, the
output of German affiliates has increased sharply over the past few years on account of
rising German FDI in the U.S. In 1997, for instance, German-owned affiliate output in
the U.S. totaled $37 billion, a figure that increased to $57 billion in 2002. Only British
and Japanese affiliates in the U.S. produced more than German affiliates in 2002.

Overseas assets of foreign affiliates

America’s overseas commercial presence, as measured by foreign assets of U.S. com-
panies, is substantial, totaling over $6 trillion in 2002. The bulk of these assets, or
61%, are located in Europe, with the largest share in the United Kingdom ($1.5
trillion), the Netherlands ($508 billion) and Germany ($312 billion). While lagging
the U.K. and the Netherlands, U.S. assets in Germany were greater than total U.S.
assets in South America in 2002 ($117.8 billion), as well as many other developing
regions, including Africa ($62 billion), the Middle East ($29 billion), Eastern Europe
($52 billion), and OPEC ($77.2 billion).

Total German assets in the U.S. — $534 billion — are among the largest of all foreign
investors in the United States. Only the United Kingdom and Switzerland have a
larger asset base in the U.S. than Germany. It is interesting to note that German assets
in the U.S. are over 70% larger than U.S. assets in Germany, a factor related to the
surge in German FDI in the United States over the past decade.

Affiliate employment

Thousands of workers in the United States and Germany are employed by foreign
affiliates from each nation. Indeed, some 676,000 American workers were employed
directly by German affiliates in 2002 — among the largest numbers of workers
employed by foreign investors in the U.S. Only British firms employed more Ameri-
can workers in 2002. Roughly half of these U.S. workers were employed in manufac-
turing jobs, and concentrated in the Great Lakes region, as well as the southeast,
where German affiliates are predominantly located. Although hard to quantify, many
more American jobs are tied to U.S. exports to Germany.

In Germany, U.S. affiliates employed roughly 616,000 German workers in 2002, with
nearly two-thirds of the total (386,000) consisting of manufacturing workers. So large
was the manufacturing workforce of U.S. affiliates in Germany in 2002, that the
number of manufacturing workers on the payrolls of U.S. foreign affiliates in Ger-
many was 80% greater than the number of manufacturing workers employed by U.S.
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affiliates in China in the same year. That said, however, U.S. foreign affiliate manufac-
turing employment in Germany is in decline, falling nearly 15% between 1990 and
2002. The job cuts reflect the migration of jobs to central Europe, where manufactur-
ing employment of U.S. affiliates has soared over the past decade. Indeed, between
1994 and 2002, manufacturing employment of U.S. affiliates in the region rose from
63,000 workers to more than 190,000. The cut in manufacturing jobs in such high-cost
places like Germany, however, has been offset rising employment among U.S service
affiliates.

Research and development of affiliates

While R&D expenditures remain biased towards the home country, foreign affiliate
R&D has become more prominent over the past decade as firms seek to share the costs
of development, spread the risks and tap into the intellectual talent of other nations.
Alliances, cross-licensing of intellectual property, and mergers and acquisitions —
these and other forms of cooperation have become staples of the U.S.-German part-
nership.

Accordingly, of the $21.5 billion in R&D expenditures of U.S. foreign affiliates in
2002, roughly two-thirds was in the Europe, with the United Kingdom ($3.7 billion)
and Germany ($3.6 billion) leading the way. Germany alone accounted for 17% of
total global R&D of U.S. foreign affiliates in 2002, a reflection of Germany’s skilled,
innovative workforce and corporate America’s penchant for leveraging skilled assets
any place in the world. Conversely, America’s highly skilled labor force, entrepreneur-
ial culture and first-class universities have been key drivers attracting R&D capital
from German firms. Indeed, in 2002, German affiliates in the United States invested
more R&D capital ($5.7 billion) than another other foreign investor in the United
States. German R&D expenditures in the U.S. accounted for 27% of the European
total in the U.S. and just over one-fifth of the global total.

Intra-firm trade of foreign affiliates

Foreign affiliate sales are the primary means by which goods and services are deliv-
ered across the Atlantic. Trade is secondary, although the two modes of delivery
should not be viewed independently of each other. They are more compliments than
substitutes, since foreign investment and affiliate sales increasingly drive trade flows.
Indeed, a substantial share of U.S.-German trade is considered intra-firm trade or
related party trade, which is cross border trade that stays within the ambit of the
company. It’s BMW of Germany sending parts and components to BMW of South
Carolina, for instance. Reflecting the tight linkages between German parent compa-
nies and their U.S. affiliates, roughly 62% of U.S. imports from Germany consisted of
related party trade in 2004. Meanwhile, 32% of U.S. exports to Germany in 2004
represented related party trade.

Given the above, only after recognizing that almost two-thirds of U.S. imports from
Germany are considered related party trade, can one begin to understand why U.S.
imports from Germany have remained so strong over the past few years despite the
sizable appreciation of the euro against the U.S. dollar since the beginning of 2002.
Following such a large shift in prices or exchange rates, Economics 101 would have
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predicted or suggested a rebalancing of bi-lateral trade. Theory would have expected
U.S. export growth to outstrip U.S. import growth, leading to an improvement in the
overall trade balance. To the contrary, however, America’s trade deficit with Germany
actually widened in 2003, to $45 billion, and again last year, to $52 billion.

America’s widening trade gap with Germany has confused many on both sides of the
Atlantic. However, missing from most analysis is the simple fact that an unusually
large percentage of U.S. imports from Germany are considered related party trade, and
that parent-affiliate trade is less responsive to shifts in prices or exchange rates and
more attuned to domestic demand. Accordingly, while a strong euro, in theory at least,
would be associated with a decline in German competitiveness in the United States,
the fact that many German multinationals produce, market and distribute goods on
both sides of the ocean gives firms a high degree of immunity to a dramatic shift in
exchange rates. Under this structure, trade flows are driven more by demand in the
host nation. As such, with the U.S. economy among the most robust in the world, sales
of German affiliates have remained strong over the past few years, which in turn, have
generated more demand (a.k.a. imports) from the parent company for parts and com-
ponents irrespective of exchange rate movements.

Foreign affiliate sales

Foreign affiliate sales are the primary means by which U.S. and German firms deliver
goods and services to each other’s respective markets. In 2002, for instance, U.S.
foreign affiliate sales in Germany totaled $206 billion, well in excess of U.S. exports
to Germany the same year, $42.2 billion. Similarly, German foreign affiliate sales in
the United States totaled $290 billion in 2002 versus U.S. imports from Germany of
$83.6 billion. In other words, foreign affiliate sales tell one story of U.S.-Germany
ties, while trade tells another.

Based on U.S. exports, Germany ranked as the sixth largest market in the world for
U.S. goods in 2004, well behind other nations like China, Canada, Mexico and the
United Kingdom. From this vantage point, it’s not hard to make the case that many
emerging markets like China and Mexico are more important to U.S. commercial
interests than Germany. That’s not even half the story, however.

The story changes dramatically when considered foreign affiliates sales. Based on the
latter, Germany ranks as one of the most important markets in the world for U.S.
companies, with foreign affiliate sales of $206 billion in 2002 lagging only Canada
($336 billion) and the United Kingdom ($372 billion). In that a great deal of foreign
affiliate sales in Canada represent exports to the U.S., Germany, for a practical pur-
poses, is the second largest market in the world for U.S. companies. Relative to China,
while U.S. exports and foreign affiliate sales to China have soared over the past
decade, foreign affiliate sales of $42 billion in China were just one-fifth of U.S.
affiliate sales in Germany in the same year. How important is Germany to corporate
America? By the metric of affiliate sales, what U.S. foreign affiliates sold in Germany
in 2002 exceeded the combined sales of affiliates in South America, Africa, the Mid-
dle East, and eastern Europe.

In the United States, it is a similar story: German affiliate sales in the U.S. in 2002
($290 billion) were more than three times greater than U.S. imports from Germany — a
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