
Merger control: Main developments 1 January to 30 April 2004

Recent cases — Introductory remarks

In this period, the Commission received 67 notifications — the same number as in the corresponding period
last year but representing a slight decrease (4 %) over the previous four-month period. Between 1 January and
30 April the Commission adopted 57 final decisions representing a substantial decrease compared to the
previous 4 -month period. There were 52 unconditional clearance decisions taken pursuant to Art. 6 (1) (b) and
4 conditional clearance decisions taken pursuant to Art. 6 (2). Of the 52 unconditional clearances, 28 were
adopted in accordance with the simplified procedure. There were no prohibitions (pursuant to Art. 8(3))
during this period. However the Commission completed one Phase II investigation. Three notifications were
withdrawn in this period. The most important decisions adopted during the period are summarised in the arti-
cles below and in the article relating to the KLM/Air France decision in the aviation section reproduced above.

INA/AIG/SNFA

François-Xavier ROUXEL, Geraldine EMBERGER and Oliver KOCH,
Directorate-General Competition, Merger Network (1)

The proposed acquisition of the French precision
bearing manufacturer SNFA by Europe's leading
bearing producer INA, jointly with the insurance
group AIG, is an illustrative example for the
impact of competition enforcement even in cases
where no final decision is taken. INA/AIG with-
drew their notification in January 2004 after the
Commission had issued a Statement of Objections,
raising concerns that the proposed operation
would have led to the creation of a dominant
player in Europe.

I. Introduction

The acquisition of SNFA had originally been noti-
fied to several national competition authorities by
INA (acting without AIG). However, the deal was
abandoned in 2002, after the German authority had
signalled serious doubts as to the compatibility
with its competition regime. The transaction met
the thresholds of the EC Merger Regulation only
after the American insurance company AIG had
stepped in as a joint acquirer.

INA is a Germany-based manufacturer of a wide
range of bearings. SNFA is a French company
specialising in precision bearings.

II. The relevant product markets

1. Precision vs. standard bearings

The products concerned by this transaction were
so-called 'precision bearings'. While most of us
might be familiar with bearings used in bicycles,
rollerblades or cars, precision bearings (2) differ
significantly from those bearings. They are typi-
cally used in applications that require a very high
degree of accuracy and durability and can be found
in a variety of 'high tech' products, such as machine
tools, aircraft engines, high precision drills — or
even in Formula 1 racing cars. The production of
precision bearings is far more complex than the
production of standard bearings and involves
different machines and materials. Accordingly,
precision and standard bearings do not belong to
the same market.

2. Machine tool precision bearings

The most common application for precision bear-
ings are machine tools. Modern machines for
metal or wood processing rely very much on the
quality of their bearings. As a result, these
machines use almost exclusively bearings that
fulfil specific accuracy standards (3).
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(1) The authors thank Paul Malric-Smith and the other members of the INA/SNFA case team, namely Csilla Bartok and Cecilia
Nilsson-Bottka.

(2) Also referred to as ‘special bearings’ or ‘high precision bearings’.
(3) Today, precision bearings for machine tool have to comply with ISO tolerance classes P4 or better (P2).



Precision bearings can also be found in aerospace
applications (engines and transmissions for
aircrafts and helicopters). However, the market
investigation carried out by the Commission
showed that the market characteristics for aero-
space bearings are manifestly different from
machine tool precision bearings (1).

Finally, a minor part of precision bearings is used
in other 'specialty' applications (e.g. dental drills,
molecular pumps, hard drives etc.). According to
the market investigation, these bearings are neither
substitutable with machine tool bearings from the
demand nor from the supply side (2).

3. Machine tool Angular Contact Ball
Bearings (ACBBs)

The majority of precision bearings used in
machine tools are so called 'angular contact ball
bearings' (ACBBs, see below).

Angular Contact Ball Bearing (ACBB)

Although another type of precision bearing is also
used in machine tools (cylindrical roller bearings
— CRBs), the Commissions' market investigation
has shown that machine tool ACBBs form a
separate market from machine tool CRBs (3). As
SNFA is not active in the production of CRBs, the
market for CRBs was not analysed further.

4. Machine tool ACBBs sold to OEM/OES

Bearing manufacturers sell their machine tool
ACBBs to two groups of customers: spindle or
machine tool manufacturers (‘OES/OEM (4)’) and

dealers who mainly serve the replacement market.
In line with its previous decision practice, the
Commission considered sales to OES/OEM and to
the aftermarket as distinct product markets (5).

Based on this product market delineation, the
Commissions' assessment was focussed on the
product market for precision machine tool ACBBs
sold to OEM/OES (6).

III. The relevant geographic market (7)

Defining the geographic scope of the machine tool
bearings market was at the heart of the Commis-
sion's investigation. INA/FAG maintained it was
world-wide in scope due to the absence of regula-
tory and administrative trade barriers, the low
impact of transport costs and, finally, the fact that
both INA/FAG and SNFA as well as their major
competitors sell their products not only in Western
Europe but also in Asia and in the USA.

The initial working hypothesis adopted by the
Commission was based on a Western European
market (EU 15 plus CH (8)). This approach was
chosen with a view to the strong differences
between the market positions of INA and SNFA
and their competitors in the different world
regions, which seem to be much stronger in those
areas, where these companies have production
facilities. Differences were also observed with
regard to the average European price level for
certain precision bearings, which turned out to be
significantly lower than in the US and higher than
in some parts of Asia.

In order to verify the accuracy of its working
hypothesis, the Commission went on to examine
the situation of demand and supply side, assessing
the ability and readiness of suppliers and
customers of spindle bearings to provide/purchase
these products from regions outside Western
Europe.
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(1) E.g., unlike machine tool bearings, aerospace bearings do not have to fulfil ISO P4/P2 standards. They are tailor-made for each
application and require a documentation of every single step of the production process.

(2) Most specialty bearings differ significantly as regards sizes, types and production know-how.
(3) Switching production between ACBBs and CRBs on a given production line is practically excluded. Also from the customers’

point of view, ACBBs and CRBs are not interchangeable.
(4) OES = Original Equipment Supplier; OEM = Original Equipment Manufacturers.
(5) See Comp/M.2608-INA/FAG, par. 13; Comp/M.3011-Timken/Torrington, par. 11. Price differentials and different purchase

patterns between these two groups as well as a significantly different level of pre-sales service involved sales to OES/OEM
justified their separate assessment.

(6) The remaining product markets (e.g. aerospace bearings or precision bearings sold to dealers) raised no serious competition
concerns.

(7) Please note that the following arguments only relate to the OEM/OES market.
(8) Switzerland was included given that many manufacturers present in the EEA are also producing precision bearings for the Swiss

market and given that there are no significant tariff or non-tariff barriers for precision bearings between the EEA and Switzerland.



ACBBs form the heart of the machine tool spindle.
Their accurate functioning is indispensable for a
smooth manufacturing process. The great majority
of machine tool manufacturers thus co-operate
with their suppliers throughout the purchasing
process to select solutions to adapt the selected
basic bearing model to their specific needs. This
situation together with the delivery conditions for
replacement bearings (1), are the reason why preci-
sion bearing customers -unlike buyers of standard
bearings- require European production plants and
technical support on site. Suppliers relying on
imports hold only de minimis sales. Any switch to
suppliers lacking European production facilities
would mean additional risks for the customers,
who usually rely on brand image as a proxy for
competency and reliability in designing and
testing precision bearing solutions. Compared to
the risks, the potential benefits of such a switch
seem to be rather unattractive considering the
modest share (1-3%) precision bearings represent
in the overall cost of a machine tool, and, consid-
ering also the small volumes purchased by Euro-
pean customers, who are mostly small and
medium-sized enterprises (SMEs). This situation
is mirrored by the low level of imports which in
2002 were found to only account for 3% of Euro-
pean consumption. It was thus concluded that
Western European customers of machine tool
bearings would not be in a position to divert their
orders to companies located elsewhere in the short
term and at a negligible cost (2).

Notwithstanding its negative conclusions on
demand side substitution the Commission never-
theless examined whether suppliers from outside
Western Europe would be able to meet any
potential additional demand (3). The investigation,
however, showed that this was not the case. Due to
the need for suppliers to closely cooperate with
their customers in the development of specific
bearing solutions, successful entry is linked to a
European presence in terms of production, R&D
and technical support centres. Entry is thus marked
by considerable hurdles in terms of cost and time,
requiring from the entrant to take strategic busi-
ness decisions to make substantial investments (4).

Additional demand could therefore not be met in
the short term and in an effective manner.

In conclusion, the above-explained considerations
led the Commission to define a Western European
market for precision ACBBs sold to machine tool
OES/OEMs.

IV. Assessment

At first glance, the market for ACBBs seems to be
relatively unimportant if one considers sales
volume (5). However, the market investigation
showed that the product at stake is of great impor-
tance for the mainly small and medium-sized
machine tool producers in Europe, which heavily
depend on the supply of high quality precision
bearings. The Commission investigated thor-
oughly the effects of the proposed transaction on
the competitive structure of this market.

The investigation carried out by the Commission
revealed that each party to the concentration held a
market share in the range of 25%-30%, conferring
the merged entity a 50% to 60% market share,
while the second and third largest players, hold
less than 10% market share each.

The merging parties also appeared as the two
strongest competitors in many respects. To assess
more qualitative features, the Commission gath-
ered the contact details of customers accounting
for 90% of the main players' customer base, and
asked these customers to rank each supplier
according to seven criteria: ‘Quality, reliability’,
‘performances of the bearings’, ‘breadth of ACBB
portfolio’, ‘price level’, ‘innovation/technology’,
‘reactivity/flexibility/delivery terms’ and ‘tech-
nical support/expertise’ (6). The customers were
also requested to rank the criteria depending on
their respective importance.

83% of the respondents ranked ‘Quality/reliabil-
ity’ as the most important criterion. In second posi-
tion, 44% mentioned ‘Performances’. ‘Price level’
came only as the third most important criterion,
illustrating the low sensitivity to prices of the
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(1) Machine tool OEM/OES source one fourth of all failed precision bearings from their manufacturers, who must be able to supply
them within a very short time limit.

(2) See par. 29 of the Commission’s Notice on market definition (OJ C 273 of 9.12.1997).
(3) See par. 20 of the Commission’s Notice on market definition (OJ C 273 of 9.12.1997).
(4) This situation becomes even more evident if one considers that – except from two transatlantic acquisitions – no entry by foreign

players had been witnessed over the past 10 years.
(5) The total volume of sales of machine tool ACBBs sold to OES/OEM in the EEA does not exceed EUR 100 Mio
(6) These criteria where those mentioned by customer the most often when asked about the strengths and weaknesses of the various

players.



customers. Indeed, while the cost of ACBBs in a
machine tool is small (1%-3%), a failing bearing
can have disastrous consequences on the whole
production line.

This survey outlined that the two merging parties
were considered by customers as the two strongest
competitors with respect many criteria: reliability,
performance, innovation, support, portfolio
breadth, etc, far before the following players.

These numerical results were corroborated by
several pieces of evidence. As regards technology
and innovation, for instance, it turned out that the
customers with the most sophisticated needs were
predominantly supplied by the two merging
companies. Even competitors sourced ACBBs
from the merging parties to build high-technology
machine tool spindles.

The Commission also sought to compare the
ACBB portfolios of the main players. Given that
several thousands of ACBB variants are produced,
the Commission agreed with the parties and
competitors on a common methodology to
compare portfolios. This showed that SNFA
had the second largest portfolio behind INA/FAG
and that certain ACBBs were produced only by
the two merging parties. The merging parties

thereby would hold a significant competitive
advantage in particular vis-à-vis the customers
which source several hundreds of different ACBB
variants each year.

In addition, the Commission did not single out
elements that may have been able to constrain the
merged entity: (i) the parties had only a very
limited part of their customer bases in common.
Therefore, post-merger melt-off effects would
have been almost insignificant. (ii) Customers and
competitors reported that the players which were
the best placed to compete with the parties would
have not been in a position to defeat price
increases.

In the light of these elements, the Commission
issued a statement of objections in which it
concluded that the proposed transaction would
lead to the creation of a dominant position in the
West-European market for precision ACBBs sold
to OES/OEM.

Further to the issuance of this statement, the
merging parties decided to abandon their planned
transaction. Indeed, appropriate remedies would
have required divesting a large part of the merged
entity, thereby removing most of the rationale of
the deal.
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