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“Never let anyone tell you that what you want

IS Impossible to achieve...

“You got a dream, you gotta protect it ”

Chris Gardner to his son



Over recent years, the idea that it's impossible for Italy to recover its
competitiveness, whether explicitly stated or implied, has been gaining

currency...
Even the idea that it's just a dream ...
If it were a dream, it would be one worth protecting .

But in reality, competitiveness is something that we can and must

pursue, knowing that it is within our grasp



How the world has
changed



The world has changed a lot in recent years:
the speed of technological development is increasing;
communication and transfers  are becoming easier;

the level of interconnection has grown enormously.

In a globalised world , traditional barriers have come down.

And trade has become easier.



Competitiveness cannot be protected or gained by raising artificial
barriers , but by finding effective solutions.

One of these is technological innovation

Innovation by itself is not enough to create barriers to competitors. Indeed,
iInnovation can easily be copied

The technological content of innovation Is what really creates
competitive advantage



In its pursuit of competitiveness, Italy:

must not only reduce its disadvantage vis-a-vis countries that are

ahead of it, typically the United States ,

but also protect itself from emerging countries that are rapidly

proving to be dangerous competitors even in high-tech sectors.



Emerging countries have clear expectations of growth

They offer :
lower labour costs

openings into new markets .

But they ask those who want to do business with them:
to invest in their territory  and collaborate with their companies;
to become their partners , using their highly-skilled personnel ;

to transfer their technology and know-how .



Of some 600,000 foreign students who enrol in US
universities each year, half come from Asia .

It is estimated ™ that in 2000 there were over 100,000
Chinese-born scientific researchers resident in the
US.

From 1990 to 2003, the number of engineering
colleges in India increased from 337 to over 1,200 (of
which 1,000 are private), at the rate of one new
college per week .

The number of students on university engineering
courses in China and India each year is higher in both
absolute and proportional terms than in the US and the
EU (around 0.5% of the population versus 0.2%)(.

(*) “L'intelligenza s’'industria” (Intelligence becomes industrialised), A.
rgxccorsi_, é ranelli, Ed. Il Mulino, 2005
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(***) Source: World Education News and Reviews
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Despite this, the emerging countries still have problems to solve

For example:

the high-tech sector in China is still heavily dependent on importing
technology (particularly from the US);

around 80% of Indian students in the US say they have no intention
of returning to India ;

in a global survey of the main concerns of company bosses®:

innovation came 6% in the EU and US, but was ranked only 25th in
Asia.

(*) “CEO challenge 2005: top ten challenges”, 2005, The Conference Board, New York, US.
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How to meet the
challenge in Italy
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According to a recent study®,a 1% increase in R&D spending raises
productivity by 0.5% within two years, as measured by output per

employee.
2.5 1 Investment in R&D, 2005
(as % of GDP)
2 -

151 MW Public Private

0' T T T T l T T T

Francia  Germania Italia Giappone Spain UK us EU

(*) “L'innovazione tecnologica come motore di crescita e sviluppo” (Technological innovation as
growth and development driver), Studio Ambrosetti, 2005

12



Technological superiority acquired in terms of “number of years of advantage”

does not increase in a linear manner

China 2020 (Est)

e—— |taly 2001

China 2001

(*) “Defence Industrial Strategy”, UK MoD, 2005

in relation to R&D spending.

If, as in Italy’s case, the
starting point is a low
level of investment
even a modest increase
in R&D spending leads to
significant gains

We must exploit the
advantage that we still
have over emerging
countries to ensure they
do not overtake us.
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Companies must also play a part in creating the right environment

Competitive policies in the high-tech industry bear fruit if the population is
receptive to technology and a ‘risk culture ’ exists.

Population’s interest in technology
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To be competitive on a global scale,

propensity are necessary elements.

Source: Studio Ambrosetti, 2005
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The first step in creating the right environment is to adapt the bureaucratic
and administrative systems to the new realities of global competition.

Procedures, timings and costs required to launch a new activity ()

Procedures Days Cost (**)

us 4 4 167

UK 5 4 381
France 15 53 3,693
Italy 16 62 5,012
Netherlands 8 31 5,303
Spain 11 82 3,732
Germany 10 45 3,998
Japan 11 26 3,043

(**) Per capita income in $

(*) Djankov, La Porta, Lopez-de-Silanes e Shleifer, Quarterly Journal of Economics, 2002



The government should also ensure there is development of high-quality
services and infrastructure in the transport, energy and
communications sectors...

The implementation of large-scale projects is not only a prerequisite for
the country’s competitiveness, but also:

creates a market for the high-tech industry, with knock-on effects
that benefit the entire production chain  , including SMEs;

augments the industrial skills base , so that the country can
promote itself on overseas markets .
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Not all sectors influence the rest of the productive world in the same way:

textiles , clothing and food (which together generate more than 11%
of global GDP) do not make any contribution to the rest of the
productive world;

conversely, microelectronics, space, defence and security (which
together generate little more than 1.5% of global GDP) positively
influence over 50% of global GDP , thanks to the contribution of
technological innovation

Having an industrial policy means deciding where to invest.

Source: “L’'innovazione tecnologica come motore di crescita e sviluppo” (Technological
innovation as growth and development driver), Studio Ambrosetti, 2005
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It's not only the responsibility of institutions, but also of companies .

Innovation is typically a bottom-up phenomenon, i.e. it springs from the
personal contribution of individuals , usually the youngest individuals
who are more likely to create new solutions and are less constrained by
well-established systems.

A fundamental requirement for this to happen is the development of a
corporate risk culture that accustoms people, within the context of their
particular roles, to assume responsibility for making decisions
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Large companies can mobilise resources for research

They can also establish horizontal relationships involving partners of
various sizes and functions (SMEs, universities, research organisations).

Although they do not have adequate resources to invest in R&D, SMEs
involved In large projects can participate in innovative technological
processes that increase competitiveness

In the medium and long term, this mechanism can result in an industry-
wide skills upgrade
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In the absence of this virtuous circle the responsibility lies at the door of:

the public sector, which does not adequately support companies with
effective policies aimed at innovation and research;

the private sector, which often targets short-term financial results to
the detriment of technological development.

Moreover, to maximise technology transfer, high-tech SMEs should accept
the challenge of moving from the role of supplier to that of risk-sharing
partner — although this involves greater risk, it is also more profitable in
terms of acquiring new expertise.

20



Finmeccanica
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There are at least four areas in which a company like Finmeccanica
should invest to pursue competitiveness:

New products
Process technology
Product technology

Human resources
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The investment made by Alenia Aeronautica over the years in the
development of composite materials for aerostructures relates to both
product technology and process technology.

Product : development of an innovative technology to make aerostructures
using carbon fibre, a material that is much lighter than aluminium and offers
significant advantages in terms of operating costs and environmental
Impact, thanks to fuel savings of up to 20%

Process : as part of the Boeing 787 Dreamliner programme, production of
an autoclave to be used in making entire sections of the fuselage in
composite materials.
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The innovative process for the reduction of acoustic emissions  used
in the AW 139 stems from the requirements for high standards of interior
comfort for the VIP market.

Analysis of acoustic data recorded in the cabin enabled us to identify
the greatest source of noise in the second-stage reduction gears.

The new process comprises:
redesign of the structure of the components;
introduction of vibration dampers;
superfinishing on teeth surfaces;

more stringent selection of gears

The result, achieved thanks to the creation of an interdisciplinary specialist
task force, was an average reduction of 6 dB , with a time to market of just 8
months .
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The performance, technology and implementation times of the Cosmo-
SkyMed system have generated significant product and process
innovations .

The large number of components that make up the operational antennae,
together with the size, efficiency and reliability requirements have given
rise to the need for industrial process innovations to satisfy both quality
standards and the necessary production cycles.

The whole system of four satellites involves the manufacture of:
4 complete antennae
12 panels
160 tiles

more than 5,000 modules
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Developments in enabling technology  within the company and external
partnerships have been harmonised in an integrated planning cycle

Design and Prototypes and

: _ Production
planning pre-production

The degree of competitiveness obtained has facilitated the transfer of tools
from the Cosmo-SkyMed programme to the commercial sector , and the
experience gained will be useful at an international level, e.g. in the GMES
European programme , for which Italy can present itself as a major player.
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MARSIS radar is an example of a new product developed through cutting-
edge technology for the ESA Mars Express mission, together with its offshoot
SHARAD (shallow radar) developed for the NASA Mars Reconnaissance
Orbiter.

SHARAD can map the planet’s
stratigraphy up to a depth of 1
km, with vertical resolution of 10
metres and horizontal
resolution of 100 metres, and
can determine the presence of
water or layers of ice in the first
500 metres below the surface
of Mars.



Finmeccanica has achieved these results by investing :

in research and technological innovation;

in training of employees , who are essential to ensuring the
continuity of expertise and the management of change.
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10

Fonte: International R&D Scoreboard — DTl UK

In 2005 Finmeccanica was the
only Italian company to make the
TOP 50 of the International R&D
Scoreboard, published by the UK’s
Department of Transport & Industry
(DTI).

Thanks to their UK operations
Finmeccanica companies can fully
participate in UK-based research
programmes , which greatly
benefits the technological growth of
the whole group.
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Number of ideas

In 2004 Finmeccanica launched the Innovation Award to ™°7 _.
encourage a culture of innovation in the group. :Zz afrom taly
Winners included: 400 -
“Quantum cryptography” (2004) 30
“An atomic clock for space” (2005) jgz
0

2004 2005 2006

The MindSh@re communities’ objective is to gain competitive advantage from the
technological skills and intellectual capital existing in the companies.

Radar

Homeland Security

Software & Capability Maturity Model Integration
Materials

Simulation for Training

Integrated Environment for Design & Development
Logistics & Services
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Finmeccanica has a training strategy for its employees at different levels
induction courses for new graduate recruits;
harnessing the skills of outstanding young people;
training and development of skills for middle management;

managerial training for executives with good development potential.

But it also invests in attracting talent from abroad

Master in International Business Engineering

29 students were selected: 12 Italian and 17 foreign

32



What about the future?
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Action needed to improve competitiveness

Increasing investment in R&D (public and private)
Improving the quality of training
Raising the standard of research organisations and laboratories

Instilling a “culture of risk-taking

Upgrading government systems to reflect the new competitive
reality

Creating first-class infrastructure and services
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The Industry 2015 document, drawing on the government's Action for
industrial innovation bill, states, with regard to high-tech sectors, that
companies must be “supported in the process of internationalisation [...] by
exploiting the areas of excellence that Italy is still able to offer”.

New instruments are outlined in the bill:
company networks;
a national Fund to increase competitiveness;
a national Fund for corporate financing;

industrial innovation projects.
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It's essential therefore that the content of projects , and the key technologies
that underpin them, are established in conjunction with industry and th e
research community

Last year, Mediobanca organised a working group comprising ENI, Fiat,
Finmeccanica , Pirelli/Telecom and STMicroelectronics . The group devised
a number of programmes with a high technological content , which had a
major impact on the country and generated substantial synergies among
the various groups.

This positive experience could be repeated and would be a starting point for
defining an efficient industrial policy aimed at increasing competitiveness.
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