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•   SEM:	
  an	
  area	
  without	
  internal	
  fron8ers	
  in	
  which	
  the	
  free	
  movement	
  of	
  
goods,	
  persons,	
  services	
  and	
  capital	
  is	
  ensured	
  (Single	
  European	
  Act,	
  1987).	
  

•   Since	
  the	
  Treaty	
  of	
  Rome,	
  it	
  was	
  essen8al	
  to	
  remove	
  tariffs	
  and	
  quotas	
  but	
  
also	
  non-­‐tariff	
  barriers.	
  

•   Non-­‐tariff	
  barriers	
  (NTB)	
  can	
  consist	
  of	
  many	
  things	
  including	
  even	
  na8onal	
  
regula8on	
  (jus8fied	
  or	
  not).	
  

•   This	
  can	
  be	
  tackled	
  using:	
  na8onal	
  treatment,	
  prohibi8on	
  or	
  harmonizaCon/
approximaCon.	
  

•   Na8onal	
  treatment	
  leaves	
  the	
  market	
  fragmented	
  and	
  prohibi8on	
  may	
  be	
  
extreme	
  hence	
  harmoniza8on/approxima8on	
  was	
  common.	
  

•   But	
  aXer	
  the	
  Customs	
  Union	
  was	
  completed,	
  the	
  comple8on	
  of	
  the	
  Single	
  
Market	
  was	
  delayed.	
  



•   1970s:	
  oil	
  price	
  shocks	
  1973,	
  1979;	
  new	
  compe8tors:	
  Japan,	
  
and	
  the	
  Newly	
  Industrializing	
  Countries	
  (NICs).	
  

•   “New	
  protecConism”	
  applied	
  through	
  non-­‐tariff	
  means	
  
(GATT	
  prevented	
  the	
  use	
  of	
  tariffs).	
  

•   Harmoniza8on	
  very	
  slow,	
  i.e.:	
  defini8on	
  of	
  chocolate.	
  

•   Between	
  1969	
  and	
  1985	
  only	
  270	
  direc8ves	
  were	
  adopted.	
  	
  

•   New	
  regula8ons	
  adopted	
  faster	
  than	
  reducing	
  barriers.	
  

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=URISERV:l21122b


•  More	
  op8mism	
  about	
  the	
  Single	
  Market	
  –	
  gradually.	
  

•   Lobbying	
  from	
  “Big	
  Business”	
  and	
  Round	
  Table	
  of	
  European	
  
Industrialists	
  –	
  economies	
  of	
  scale.	
  

•   Underlined	
  by	
  poor	
  performance.	
  

•   Even	
  the	
  UK	
  agreed	
  on	
  promo8ng	
  the	
  Single	
  Market	
  (free	
  
market	
  orthodoxy	
  under	
  Margaret	
  Thatcher	
  and	
  benefits	
  
for	
  financial	
  services,	
  London).	
  

•   New	
  Commission	
  from	
  1984	
  priori8sed	
  the	
  Single	
  Market.	
  



• 	
  Internal	
  Market	
  White	
  Paper	
  (1985):	
  

-­‐   Minimum	
  harmoniza8on	
  (approxima*on	
  usually	
  sufficient).	
  

-­‐   Deadline	
  end	
  of	
  1992.	
  
-­‐   QMV	
  spread	
  to	
  most	
  areas	
  of	
  SEM	
  (except:	
  tax,	
  free	
  movement	
  
of	
  people,	
  rights	
  of	
  employed).	
  

-­‐   Control	
  new	
  non-­‐tariff	
  barriers.	
  
-­‐   “Mutual	
  Recogni*on”.	
  

-­‐   European	
  Standards:	
  develop	
  but	
  not	
  to	
  restrict	
  trade.	
  



•	
  Removal	
  of	
  three	
  kinds	
  of	
  barriers:	
  

-­‐   Physical	
  (i.e.:	
  border	
  checks	
  for	
  general	
  reasons).	
  
-­‐   Fiscal	
  (i.e.:	
  border	
  checks	
  for	
  different	
  VAT,	
  indirect	
  
taxes).	
  

-­‐   Technical	
  (i.e.:	
  regula8ons,	
  standards,	
  public	
  procu-­‐
rement	
  –	
  important	
  par8cularly	
  for	
  services:	
  recog-­‐
ni*on	
  of	
  qualifica*ons,	
  rights	
  to	
  establishment).	
  



•   Economics	
  of	
  non-­‐tariff	
  barriers	
  (NTB).	
  

•   DefiniCon:	
  NTB	
  alter	
  volume	
  and/or	
  direc8on	
  trade	
  flows:	
  

-­‐   Inten8onal	
  or	
  otherwise.	
  
-­‐   Ar8ficial	
  not	
  natural.	
  
-­‐   But	
  natural	
  factors	
  can	
  be	
  manipulated	
  (i.e.:	
  language).	
  

-­‐   NTB	
  may	
  increase	
  flows	
  (subsidies)	
  or	
  reduce	
  flows	
  (trade	
  barrier).	
  



Source:	
  El-­‐Agraa	
  (2011).	
  



•   The	
  effects	
  of	
  this	
  tariff:	
  
-­‐   Consump8on	
  is	
  reduced	
  and	
  consumers	
  are	
  worse	
  off.	
  

-­‐   Part	
  of	
  the	
  consumer	
  loss	
  is	
  transfered	
  to	
  government.	
  

-­‐   Domes8c	
  producers’	
  revenue	
  increases.	
  

-­‐   Most	
  of	
  the	
  addi8onal	
  cost	
  to	
  the	
  consumer	
  is	
  extra	
  tariff	
  
revenue	
  for	
  the	
  government	
  or	
  producer	
  surplus.	
  

•   Effects	
  of	
  a	
  NTB	
  of	
  the	
  same	
  size:	
  
The	
  same	
  except:	
  

-­‐   NTBs	
  are	
  cost	
  increasing	
  rather	
  than	
  revenue	
  genera8ng.	
  
-­‐   Difficult	
  to	
  measure	
  NTBs,	
  less	
  transparent.	
  



•   So,	
  eliminaCng	
  NTB	
  should	
  be	
  very	
  beneficial	
  (see	
  table	
  7.1):	
  

-­‐   Cost	
  savings	
  large.	
  
-­‐   Apply	
  to	
  a	
  larger	
  propor8on	
  of	
  output	
  than	
  with	
  tariff	
  reduc8on.	
  
-­‐   May	
  impact	
  more	
  directly	
  on	
  economies	
  of	
  scale	
  because	
  pro-­‐
duc8on	
  can	
  be	
  standardised.	
  



Source:	
  El-­‐Agraa	
  (2011).	
  



•   By	
  1992,	
  95%	
  of	
  the	
  measures	
  of	
  the	
  1985	
  White	
  Paper	
  
were	
  in	
  place.	
  

•   But	
  more	
  measures	
  were	
  needed:	
  “transposiCon”	
  of	
  EC	
  
DirecCves	
  to	
  the	
  na8onal	
  level	
  (legisla8on	
  and	
  prac8ce).	
  

•   Vigilence,	
  enforcement.	
  

•   By	
  October	
  2009,	
  there	
  were	
  1,521	
  direc8ves	
  and	
  976	
  
regula8ons	
  related	
  to	
  the	
  SEM.	
  

•   But	
  much	
  more	
  needed	
  doing...	
  



•   Three	
  areas	
  idenCfied	
  where	
  further	
  progress	
  was	
  needed:	
  
1. 	
  Tradi8onal	
  SEM	
  area	
  (services,	
  consumer	
  rights,	
  SMEs,	
  simpli-­‐

fica8on	
  of	
  regula8on…).	
  

2. 	
  New	
  areas	
  (digital	
  single	
  market	
  and	
  green	
  industry).	
  

3. 	
  Improving	
  context	
  in	
  which	
  SEM	
  operates	
  (direc8ves	
  
transposi8on	
  may	
  be	
  slow,	
  incorrect	
  or	
  not	
  done!).	
  



•   Services	
  Market	
  –	
  “major	
  disappointment”	
  of	
  SEM:	
  

-­‐   Delay	
  in	
  integra8ng	
  the	
  services	
  market.	
  

-­‐   In	
  2009,	
  services	
  accounted	
  for	
  74%	
  output	
  and	
  70%	
  
employment	
  in	
  the	
  EU	
  27.	
  

-­‐   Two	
  a[empts	
  to	
  open	
  up	
  services:	
  
1. 	
  General	
  Services	
  Direc8ve.	
  
2. 	
  Financial	
  Services	
  Ac8on	
  Plan	
  .	
  



•   Barriers	
  to	
  cross-­‐border	
  trade	
  in	
  non-­‐financial	
  services	
  remain	
  high.	
  

•   Different	
  and	
  complex	
  regulatory	
  regimes.	
  

•   High	
  discre8on	
  by	
  the	
  MS	
  –	
  to	
  protect	
  i.e.:	
  accountancy,	
  retailing,	
  
wholesale	
  trade	
  and	
  IT.	
  

•   It	
  has	
  been	
  calculated	
  gains	
  would	
  be	
  significant	
  from	
  further	
  
service	
  integra8on	
  –	
  increases	
  in	
  trade	
  between	
  30-­‐60%	
  and	
  FDI	
  
stock	
  between	
  20-­‐35%.	
  



•   Original	
  proposal	
  for	
  a	
  services	
  market	
  direc8ve	
  (2004)	
  tried	
  to	
  extend	
  
“mutual	
  recogni8on”	
  to	
  services;	
  freedom	
  of	
  establishment,	
  freedom	
  
of	
  movement	
  (country	
  of	
  original	
  principle	
  and	
  right	
  of	
  recipients	
  to	
  
use	
  services	
  in	
  other	
  MS).	
  

•   Very	
  controversial!	
  “Frankenstein	
  Direc8ve”/”Bolkenstein	
  Direc8ve”.	
  

•   Consequences	
  for	
  social	
  dumping,	
  undermining	
  minimum	
  wages	
  and	
  
health	
  and	
  safety?	
  Foreign	
  firms	
  could	
  use	
  cheap	
  foreign	
  workers	
  
employed	
  on	
  lower	
  standards.	
  

•   Pleading	
  by	
  special	
  interest	
  groups?	
  



•  Modified	
  services	
  direcCve	
  (2006)	
  with	
  exemp8ons:	
  

-  Original	
  exemp8ons:	
  electronic	
  communica8on	
  networks,	
  transport	
  
services.	
  

-  New	
  exemp8ons:	
  healthcare,	
  pharmaceu8cal	
  services,	
  audiovisual	
  
services,	
  gambling,	
  social	
  services	
  in	
  housing,	
  childcare,	
  family	
  
support	
  and	
  dependent	
  people.	
  

-  Principle	
  of	
  “regula8on	
  by	
  country	
  of	
  origin”	
  –	
  out.	
  

-  Not	
  mutual	
  recogni8on.	
  Two	
  sets	
  of	
  regula8on	
  must	
  be	
  sa8sfied.	
  

-  El-­‐Agraa	
  concludes	
  this	
  makes	
  service	
  integra8on	
  more	
  complex.	
  



•   Financial	
  services.	
  

•   Financial	
  Services	
  AcCon	
  Plan	
  (1999)	
  to	
  reinvigorate	
  financial	
  integra8on	
  
with	
  four	
  aims:	
  

1. 	
  Complete	
  a	
  single	
  wholesale	
  market.	
  

2. 	
  Develop	
  open	
  and	
  secure	
  markets	
  for	
  retail	
  financial	
  services.	
  

3. 	
  Stability	
  of	
  EU	
  financial	
  markets.	
  

4. 	
  Elimina8on	
  of	
  tax	
  obstacles	
  to	
  financial	
  market	
  integra8on.	
  

The	
  financial	
  crisis	
  has	
  fundamentally	
  changed	
  priori8es.	
  New	
  ins8tu8ons	
  
were	
  created,	
  focused	
  on	
  supervision	
  and	
  risk	
  assessment.	
  



•   To	
  what	
  extent	
  has	
  a	
  Single	
  Market	
  been	
  achieved?	
  

-­‐   Price	
  convergence	
  &	
  extent	
  of	
  trade	
  and	
  FDI.	
  



Source:	
  El-­‐Agraa	
  (2011).	
  



•   As	
  for	
  price	
  covergence,	
  SEM	
  should	
  make	
  prices	
  differences	
  between	
  
markets	
  harder:	
  

-  Price	
  convergence	
  in	
  EU	
  15	
  1989-­‐2000;	
  but	
  some	
  divergence	
  since	
  2000.	
  

-  New	
  MS	
  show	
  signs	
  of	
  price	
  convergence.	
  

•   Is	
  SEM	
  the	
  cause?	
  Or	
  income	
  convergence?	
  

-  Arbitrage	
  is	
  the	
  reason	
  for	
  price	
  convergence	
  in	
  tradable	
  goods.	
  

-  For	
  non-­‐tradable	
  goods,	
  price	
  convergence	
  may	
  be	
  explained	
  by	
  the	
  
Balassa-­‐Samuelson	
  effect.	
  



•   In	
  poorer	
  countries,	
  prices	
  of	
  some	
  goods	
  and	
  services	
  (housing,	
  
non-­‐tradable	
  services)	
  may	
  be	
  cheaper.	
  

•   Development	
  means	
  increases	
  in	
  produc8vity	
  especially	
  in	
  
tradable	
  goods:	
  

-  Here,	
  wages	
  can	
  rise	
  without	
  affec8ng	
  compe88veness.	
  

•  Wages	
  in	
  non	
  compe88ve	
  sectors	
  may	
  also	
  rise,	
  without	
  
increasing	
  produc8vity;	
  and	
  prices	
  rise.	
  

•   Hence,	
  the	
  process	
  of	
  convergence	
  in	
  income	
  levels	
  may	
  cause	
  
price	
  convergence.	
  

•   So,	
  is	
  price	
  convergence	
  due	
  to	
  SEM	
  or	
  income	
  convergence?	
  



Source:	
  El-­‐Agraa	
  (2011).	
  



•   SEM	
  should	
  cause	
  price	
  convergence	
  by	
  increasing	
  output	
  traded.	
  

•   Intra-­‐EU	
  exports	
  increased	
  their	
  share	
  of	
  GVA	
  rapidly	
  aXer	
  SEM	
  measures.	
  

•   Extra-­‐EU	
  exports	
  increased	
  but	
  to	
  a	
  lesser	
  extent.	
  

•   Clear	
  indica8on	
  of	
  the	
  effects	
  of	
  SEM	
  (extra-­‐EU	
  exports	
  should	
  have	
  grown	
  
faster	
  due	
  to	
  faster	
  growth	
  of	
  non-­‐EU	
  GDP).	
  



•   Different	
  situa8on	
  with	
  services.	
  

•   Both	
  intra	
  and	
  extra-­‐EU	
  imports	
  have	
  low	
  shares	
  of	
  GVA	
  in	
  services.	
  

•   There	
  has	
  been	
  growth	
  but	
  trade	
  remains	
  low.	
  

•   Low	
  growth	
  and	
  the	
  fact	
  that	
  intra	
  growth	
  not	
  faster	
  than	
  extra	
  
growth	
  indicates	
  service	
  markets	
  have	
  not	
  been	
  integrated	
  yet.	
  

•   This	
  is	
  par8cularly	
  true	
  for	
  the	
  EU	
  15.	
  



•   SEM	
  should	
  increase	
  the	
  amount	
  of	
  FDI	
  (companies	
  
locate	
  and	
  concentrate	
  on	
  cheaper	
  loca8ons	
  and	
  
move	
  for	
  markets).	
  

•   Intra	
  and	
  extra	
  EU	
  15	
  FDI	
  accelerated	
  in	
  1998	
  when	
  
world	
  flows	
  were	
  booming.	
  

•   But	
  from	
  1999,	
  intra	
  exceeded	
  extra.	
  

•   Single	
  currency.	
  

•   EU	
  increasingly	
  awrac8ve	
  for	
  non-­‐EU	
  FDI.	
  



Source:	
  El-­‐Agraa	
  (2011).	
  



•   Concluding	
  remarks	
  on	
  the	
  SEM.	
  

•   SEM	
  a	
  poli8cal	
  success,	
  though	
  not	
  yet	
  complete.	
  

•   Goods	
  markets	
  have	
  largely	
  been	
  opened	
  up.	
  

•   But	
  in	
  economic	
  terms,	
  benefits	
  less	
  clear.	
  

•   EU	
  economic	
  performance:	
  not	
  drama8cally	
  bewer.	
  

•   Report	
  by	
  Ilkovitz	
  et	
  al	
  (2007)	
  gains	
  during	
  1992-­‐2006	
  
around	
  2.2%	
  GDP	
  and	
  1.4%	
  employment.	
  Quite	
  
modest.	
  	
  

•  Why?	
  Limited	
  progress	
  in	
  services,	
  long-­‐term	
  nature	
  
of	
  the	
  project,	
  difficul8es	
  of	
  implementa8on?	
  
Expecta8ons	
  too	
  high?	
  

Conclusion	
  




