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PREFACE

The Industry Council in its Conclusions of the 6-7/11/1995 invited the Commission to
analyse the situation of Business Services from the point of view of their contribution
to industrial competitiveness and job creation. It further asked the Commission to
produce a Communication on the future of Business Services and to consnder
appropriate policy actions. -

A detailed factual description and analysis of the situation of Business Services is
contained in the Commission Staff Working Paper “Industrial Competitiveness and
Business Services” submitted to the Council -in April 1998 The present
Communication is the operational follow-up to this document which should be
considered an integral part of the Commumcatlon

The key political messages of this Communicatibn are_ the following :

There is an urgent need to improve data and information on Business Services
and their contribution to European competitiveness and job creation.

Market access barriers for Busmess Serv:ccs in the Member Slalcs must be
" identified and be removed

Optimal conditions must be created to ensure that the Busmess Services sector
contributes to employment creation both in the sector itself and mdlrecﬂy by its
added value input into Industry. Compared to. the United States there could be
an untapped potential of more than 3 million jobs in the Busmess Services sector.

The real challenges are : :

e To match skills to knowledge-based Busmess Services.

s To explore the huge potential of European export by putting Busmess
Services companies at the forefront in international competition.

e To ensure that our Business Services wmpames are clusiering and operating
in networks so the full polentml of access to inmovation and the capital
market is realised. :

o To contribute to competitiveness, growth and mnovallon of Industry and in
particular of SMEs by promoting their use of Business Services.
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I. INTRODUCTION

In its Conclusions of the 6-7/11/1995, the Industry Council invited the Commission to
carry out an analysis of the situation of Business Services from the point of view of their
contribution to the competitiveness of European enterprises and job creation. The result of
this analysis was presented to the Council in a Report from the Comm1s51on Serv1ces on
Industrial Competitiveness and Business Services!'.

The Council Conclusions furthermore invited the Commission to examine how national
and Community policies can contribute to improving the framework conditions within
which Business Services operate and to assess the contribution of Business Services to the
internationalisation of business, in particular of SMEs. Finally, the Commission was
invited to produce a Communication on (he futurc of Business Services in the European
Union, focusing particularly on the arguments for and against a policy on the subject.”

The present Communication represents the follow-up to these requests. Follmving the
Report on Industrial Competitiveness and Business Services, it expands the economic
justifications for a policy on Business Services and further exammes the policy issue that
the Report broadly identified as needmg treatment.

As stated in the Report, the key importance of Business Services lies in their dynamic
links and their contribution to the competitiveness of EU Industry2. An important element
- in EU competitiveness policy is to promote intangible investment (knowledge-creation.
quality, innovation, management etc). Business Services are often required to supply key
clements of such investments. Hence, to promote mtanglble investments also requzres the
promotion of those services.

Business Services are of major importance in helping the SME sector realise its potential
contribution to innovation and growth. There is evidence that some of the most dyn.mm
SME already make use of Business Serv1ces to perfom1 the functions that can not be
undertaken in-house. In the face of the pressurcs of 1ntematlonahsatton greater use of
these services by a wider range of SMEs needs to be encouraged

The prov1ders of Business Services are, themse]ves oﬁen smaH enterpnses wluch require
the right environment to be able to ﬂourlsh This cons1deratlon has to be borne in mind as
a critical element i in any Moves to encourage the further development of the sector.

With the growmg integration of Busmess Servrces mto manufactunng (and vice versa) and
their importance for overall economic development policy on industrial competitiveness ‘
‘needs to be extended and targeted on Business Services. It is because of these interactions

(which will be further dcvclopcd . ChdplCI IV) that the (‘onmusqton in this

Communication builds on the overall policy ﬁamcworl\ g,wdmg7 I“U compelmvcncss

policy, including its lmpuct on cmploymcnl and economtc E,lowlh

The pollcy actions trcated in this Comnmnlcatmn arc in gcncra] covering all Business
Scrvices. However, when dealing with the abolition of national market access restrictions

b Doc. Sec (1998)735 of 29/4/1998

In the following, “Industry™ is defined as mdnulacturms and services dctnvmcs suppllcd on a market basis whc.lhcr
integrated into cach other or not. - v :

[

Sce Annex |. for references



which are specific to individual activities and vary from country to country, this horizontal
approach is not feasible..

Compared with former scattered and non-coordinated initiatives in this field, not only the
supply of Business Services is treated but also the demand side in order to ensure that the
interests of client industries are taken into account in a coherent supply/demand side
approach, permitting the anticipation of future needs for services and the emergence of
new types of Business Services.

It should be noted that since this Communication constitutes a first attempt in putting
together a policy framework in an arca characterised by a lack of sufficicntly
disaggregated and credible economic information, priority at this stage is given to the
systematic collection of statistical data, analysis and research. A refinement, a decpening
and an extension of policy actions should take place concurrently with the increascd
availability of data and analytical material, appropriate to the implementation of policy
decisions.

The Commission will periodically report back to the Council on progress in this field,
together with the implications for policy making. Furthermore, depending on the result of
feasibility studies already undertaken, the extension of policy actions to other services to-
Industry such as industrial training, logistics and contract research will be considered in a
next phase.

The policy objectives of this Communication are synthesised in the box beclow.

POLICY OBJECTIVES

To strengthen the competitiveness of European Industry by improving the framework
in which Business Services function to the benefit of the entire Industry Value Added
Chain by :

(1)  Facilitating decision making: To create a comprehensive theoretical and
analytical basis on which to undertake a continuous monitoring of the situation
of Business Services in order to ensure a sufficient background for decision
makers at the enterprise, public administration and pelitical level.

(2) Applying Community policies: To improve the business environment in which
Business Services and their clients work by using existing Community policy
instruments to enhance competitiveness. The most important of these policies
are Enterprise Policy and the creation of a favourable environment for SMEs,
the Information Socicty and Electronic Commerce, RDT, Training, Internal
Market and Public Procurement, GATS, Structural Policy, Competition policy
and Quality Assurance.

It is underlined that the Commission is not proposing a new specific policy on Business
Services. What is sought is the implementation in a- coherent framework of existing
policies which already affect Business Services.



II. DEFINITION AND CLASSIFICATION OF BUSINESS SERVICES

Business Services consist of many different activities. They include highly advanced
consultancy services like management consultancy or computer services, professional
services like engineering and legal services, marketing services like advertising or fairs
and exhibitions, labour intensive services like personnel services, and operational services
like cleaning and security services. This heterogeneous panorama of Business Services is
explained by the -different functional characteristics of enterprises which purchase these
services: management, administration, production, ICT, marketing, personnel, security,
cleaning etc. For any key enterprise function, a correspondmg Business Service exists.

They are characterised by an interactive co- production process between the supp]y and
demand side with-the overall purpose of improving the competitiveness of the client. A
detailed definition of Business Services, hsung all the activities is given in the Report on
Industrial Competltwencss and Business Services. For practical and illustrative reasons, '
the main Business Services activities and their classification are shown below:

Definition of Business Services according to NACE Rev.1. classification®

Classification Services Most important activities
Of NACE activities ' o
- Hardware consultancy -
72.1-6 Computer - - Software consultancy
|- Data processing
: = Data base activities
74.11,74.12, - Legal activities
74.14 "~ [Professional - Accounting and tax consultancy
] ‘ . - Management consulting
174.13,74.4 Marketing - |- Market research -
- - Advertising - -
. ) . . |- - Architectural actlvmes
74.2,74.3 Technical ' - Engmeenng activities
: - .. |- Technical testing and analysis
71.1,71.21-23, - |Leasing and renting |-  Renting of transport and construction cqulpmcnl .
71.31-33 " .- |- 'Renting of office machinery incl. computers
74.5 Labour recruitment |-  Labour recruitment and provision of personnel
74.6,74.7 ... |Operational - Security activities :
"~ .~ |- Industrial cleaning :
74.81-84 _ - |- _Secretarial and translation actwmes ‘
' " |Other- S '.‘Packaglng activities.
- - ©]- Fairs and Exhibitions

4 This definition is in d(,undanu with the EUROSTAT publication ‘Business Services in Furope’

from 1995. 1t should be noted that NACE classes 70 (real estate services), 73 (research and development)
and subclass 74.15 (holding compamcs) are not included i in, thls definition:



I1i. KEY PERFORMANCE FIGURES FOR BUSINESS SERVICES

The Report on Industrial Competitiveness and Business Services underlined the serious
gap in basic statistical data on Business Services. Based on a number of different sources,
extrapolations and estimates have been made giving some key figures which should be
treated with a certain caution until further work has been done in this field (see chapter V).
The main problem is that comparisons between EU Member States are hampered by an
uneven geographical statistical coverage and dlfferent levcls of aggregation of services
sectors.

This chapter only concerns those Business Services purchased outside a company o the
exclusion of the those supplied in-house.

A. Size and growth of business services

Table 1 in annex 2 shows the basic statistics for Business Services in Europe. The sector
employs more than 11,5 million pcople and contributes to more than 850 billion ECU
valuc added. This represents 8,5% of total employment and 15,3 % of valuc added. The
sector is organised in many small firms (more than 2,5 million) opcmtmg mainly in
national markets.

Annual growth rates shown in table 2 in annex 2 demonstrates the very impressive growth
of Business Services during the last years. Both employment and valuc added indicators -
amount to an annual growth of around 5,5% in Business Services, while the total economy
grew at 0,4% in employment and 1,5% in value added. This rapid growth can partly be
explained by an increased recourse to outsourcing of Business Services’ activities but it is
believed that the main reason lies in Industry’s demand for new, advanced, knowledge-
based and specialised servmes cfr chapter V. '

B. Comparisons to other sectqrs of the economy

I Value added

The fol!owmg compansons arc useful in ordcr o undcrstand lhc dltumon wluch should be
given to the Business Services sector :

Business Services gcnerate more value added (15,3%) than banking, insurance.
transport and communication services _altogether (1_2,1%).

- Value added from the Business Services to the economy is around 2% of that from
the manufacturmg industry and 51x times as much as agrlcullurc

Figurc 1 in annex 3 compares gross value added of Busmess Services to other major
economic sectors.

2. Employment

In terms of employment, the absolute figure is equal to the employment in banking,
insurance, transport and communication services altogether. It is close to the total
employment in wholesale and retail trade. As opposcd to these services, many Business
Services arc of high value added with well-paying jobs.



Figure 2 in annex 3 compares employment in Business Services to other major economic
sectors. :

The difference between the percentages in value added and employment illustrates the
high relative productivity level in Business Services compared to the situation in other
services and a productivity level at least similar to the one in manufacturmg

Relative employment figures and relative productivity levels are, however, not the only.
relevant factors in assessing the 1mportance of Business Services for the creation of
employment :

Estimates of the potential growth in this scctor cotld be based on the fact that over 14
-years (1980-1994), employment has grown by 5,5 % per year at an average, higher than in
any other sector of the economy and there are no reasons to believe that this pattern will
change. On the contrary, technological development and internationalisation will create
new Business Services activities with further prospects for job-creation. -

3. Room for growth_ .

From the above it can be concluded that Business Services are one of the few sectors of
the economy where high productivity levels go hand in hand with strong employment
growth and that this trend is expected to continue.

Thesc facts give no reasons for complacency. There is an unused potential for Business
Services 1o contribute to competitiveness, growth and employment. As mentioned, their
value added input is only around 72% of the input from manufacturing. This picture
should be compared to the situation in the USA where Business Services accounts for
106% of manufacturing industry value added. (Sec table 3 in anncx 2, other comparisons
between some representative European countries and the USA are given in annex 4). This
room for manoeuvre can only be filled by giving “more political attention to an
improvement of the framework condtttons in. whl('h Business Servzces are ftmmonmq at
EU Level. :

IV. WHY BUSINESS SERVICES ARE IMPORTANT TO INDUSTRIAL COMPETITIVENESS AND -
ECONOMIC GROWTH : . .

A. Basic relationships =

The reasons for Industry’s recourse to Business Scrvices are based on a heterogencous sct
of factors inherent in the performance of Business Services such as improved flexibility,
greater specialisation, product differentiation tailored to customers'necds, concentration on
.~ corc activilics, change_in”internal organisation, cost reductions, ‘improved quality, better
access to knowledge, skills, cxpertise-and new technology, search for new markels
(internationalisation) etc.

It i1s the performance of this set of factors that lead to increases in productivity,
competition and employment, the 3 basic elements of industrial competmveness and
cconomic growth.



These factors are directly related to 4 main reasons which have been identified as
explanation for the economic importance of Business Services and which are investigated
below under points B-E.

4 ST relations to Industry
Scene of investigation — & - Creation of competitive advantages
- = Developm ntof - knowledge and innovation
- Posgibilities for job-creation

The relationships mentioned above can be illustrated in Figure 3 in annex 5.
B. Dynamic relations to Industry.

One of the reasons for the rapid growth of Busincss Services over the last two decades is
that functions that were previously performed inside manufacturing industries are now
outsourced, based on the set of factors mentioned above. This is however, not the main
rcason for growth of value added and employment in the sector. It is not simply a
replacement of in-house services by out-house services.

As mentioned in the introduction, their key importance lies in their dynamic links and
contributions to the competitiveness of European enterprises, because of their growing
integration into industrial production.

Business Services are required in order to cope with industrial change. Business Scrvices
are needed by enterprises to adapt their production chain in a more flexible way, to
improve the quality of the human and technological production factors, to create product
differentiation, to cope with rapid technological development and to face the more
complex and international markets. These intangible elements and inputs to the value
added chain are becoming more important than the traditional tangible investments.

An important dynamic relationship and mutual reinforcement exists between Business
Services and Industry. The growth of Business Services is due to an increased demand
from the Industry and growth in Industry is increasingly linked to their own use of
Business Services. This relationship drives growth and employment, and therefore needs
more attention from policy decision-makers.

It is becoming increasingly well understood that a grear number of cost pressures on
Industry are generated not only within manufacturing but in the Business Services sector.
These ‘input services’ are in many cases less competitive in Europe than in the USA and
other advanced cconomics and the causes for this need to be addressed (sce chapter V on
policy actions).

the effect on downstream activitics reduce the competitiveness of European enterprises as
a -whole which is the central argument for improving the framework conditions in which
Business Services and their cltents operate.

C. Creation of competitive advantages

Three competitive advantages due to the use of Business Services can be identified: lower
prices, higher quality and more internationalisation.



L Lower prices

The existence of well-developed markets for Business Services reduce cost pressures on

Industry due to productivity improvements, conversion of fixed costs into variable costs .
and creation of new demands for Busmess Services whlch lead to more competmon and

lower prices. :

2 Higher quality

The way in which Business Services contribute to industrial quality is not only related to
specialisation but also to the fact that some services directly allow the manufacturing and
service industries to improve their own quality standards in processes and products. Some
Business Scrvices like quality control, certtf ication, design or engineering services
contribute to good quality results and product differentiation. Others like advertising,
market research or fairs and exhibitions allow key information inputs to be received from
clients and competitors that feed into responses to product weakness, quality issues,
enhanced differentiation and entreprencurial strategics that address market needs. The fact
that many of thesc services arc now out-sourced brings into play competitive processes
which increase the quality and choice available, especially where the dynamtc and
innovative potential of sma]ler Busmess Semces prov1ders is glven sufﬁment scope.

3. [nternatlonaltsatton _
Three factors contribute to easier access for client companies to foreign markets.

- Business Services reinforce enterprise competitiveness, preparing the Business

~Services clients for more competition abroad. In addition, some specific Business

Services are required fo define, plan and develop an international strategy.

(Management consultancy, 'fairs and cxhibition, market research and advertising

IT services etc.). This type of assxstance can be partlcularly s:gmﬁcant for smaller
‘enterpnses venturing into new markets

- Business Services fac111tate dealmg wrth bamers to trade Many Busmess Services
help to overcome d]fferences in legal economic and cultural barriers both within
and outside of the Single Market. Whereas the reguiatory barriers within the
Single Market must be addressed, the other barriers can only be overcome with the

help of such services as those of management consultancy, translation and
interpreting, IT-spec1ahsts lawyers etc. ' :

- Direct foreign mvestment and inter and mtra f irm trade in Busmess Serv1ces permit
clients to have access 1o multmatlona! Business Servxces firms. Even direct trade,
which is a secondary way of Business Services mtematlonallsatlon 1s increasing at
a high growth rate, much hi gher than most ()f other services and manufacturmb

D. Development of knowledge and mnovatlon
Most BusmCSS Services  are knochdgc intensive services. They provide strategic

information  permitting  Industry 6 - adapt to  technological  dcvelopment,
internationalisation and an increasingly complex society. ' '

Thus, they arc a key factor for technological innovation. In order for a clicnt company to
avail itsclf of Business Scrvices, new technology ofien has to be introduced, leading to an
update of the technological industrial base. At the same time, Business Services increasce
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the effectiveness of technological inputs since advanced services like IT-services allow a
better use of existing technology.

On the other hand, new technologies allow expansion of Business Services markets by
increasing their tradability, in particular those which have been constrained by
geographical or time proximity of production and consumption. New technology leads to
better performing Business Services and vice-versa.

For these reasons, RDT, IT, and innovation policies need to focus on the building of a
strong tcchnological base for innovation in Business Services. Since Europe clearly is
behind the United States in development of new technologies and in advanced Business
Services, a potential margin exists for the promotion of policy actions to stimulate the
innovation capacity of the market.

Business Services also contribute greatly to product and process innovation of a non-
technical kind. This arises both directly because of the nature of the services provided to
other enterprises and indirectly through the effects of competition generated by enterprises
that have benefited from the services provided. In this way effective Business Services
stimulate a whole range of innovative activities.

E. Possibilities for job-creation

A dynamic and thriving Business Services sector is important as a creator of employment
in its own right (see previous chapter). However, its main importance lies in its indircct
Jjob-creation potential by its added value input into Industry, which gencrates more
economic activity which in turn creates new employment opportunitics.

Furthermore, the accumulation of skills and specialised expertisc in Business Scrvices,
particularly in labour recruitment services, allows a better selection, contracting, training,
recycling, and management of personnel. It should, however, be kept in mind that the
expansion in labour recruitment services, in so far as it represents personnel working ad
interim in other sectors of the economy, does not indicate a growth of this sector per se.
but rather a change in contractual arrangements. ' -

Rough estimates show that about 20 % more persons are employed in in-house Business
Services’ activities than in independent Business Services companies. It indicates that
there is room for further outsourcing of Business Services activities with the positive
cffects on productivily and the impact on indirect job-creation. In order to fully
understand this process and the policy implications, it is necessary to undertake rescarch
on Industry’s demand for Business Services. To obtain the complete picture, betfer data on
the supply (independent Business Services) and the demand (for both out-house and in-
housc Business Services) must be provided.

V. POLICY FRAMEWORK

The overall purpose of creating a policy framework for Business Services is to reinforce
the dynamic links betwcen Business Services and economic performance in general. The
previous chapters treated the cconomic justification for the crcation of a policy on
Business Services. This chapter justifics and defines the content of the policy that the

10



Commission proposes for i improving the situation of Business Services based on the policy
on industrial competltlvencss

When this policy is applied to Business Serv1ces the followmg six major objectives are
emerging:

— Improving productivify;

- Promotion of employment possibilities;

~  Improving compelmon in the Business Serv1ces sector; )
Promotlon of mdustrlal coopcratlon belwecn Busmcss Services suppliers;

- Promotion of Business Services;

- Encouraging modernisation of public administrations.

A number of EU policies contribute to industrial competitivenéss Below it will be shown
how, to various extents, these pohcles can be apphed to the six above-mentioned
objectives. '

“In the development of a Business Services policy, the challenge is to implement policics in
a coherent framework related to each of the six major objectives. When these policies are
implemented under a global vision, synergies and mutual reinforcement of actions arc
creatcd. This demands a coordination effort in all the stages of policy planning and
application, follow-up and evaluation. One or several independent policies can not resolve
what a coordinated action in the 1mplemenlauon of a multltudc of pohcus i a Lohucnl
framework can. :

A. Objective: lmprdvihg ProduétiVity -

Because of the mtanglb]e nature of Busmess Serv1ces ‘measurement of productlvny raiscs
difficult problems. It is necessary to dlstmgulsh between product1v1ty gains by suppliers-of
Business Services in the production and distribution of their own services (cf. chapter I11) _
and productivity gains in the economy as a whole, resulting from the applications of
Business Services. Thus, even if Business Services themselves are not gaining in
productivity, they may be causing productivity gams elsewhere of great overall benefit to
the economy. To gain better knowledge of this process new mdlcators and methodoloycs
on how to measure must be crcaled .

Furthermore, it is necessary lo gain better knowlcdge on certam bdrrlcrs o productivily
improvements  (labour market rigidities, small and fragmcntcd markets, hcavy
administrative burdens ctc) and to explore the ways in which training, knowledge,
information tcchnology and innovation contributcs 1o the key relatnonshxp between
Busmcss Services and mdustndl productwrly

The expansion of the Business Services sector has to a large extent been brought about by
continuous changes in product development much of which is driven by the improvement
in intellcctual capital.  Education, training and other human resources development
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policies will need to remain in focus permanently as will the need for their rapid
modification in the light of competitive changes in product and other market development.

The following four actions would support the objective of improving industrial
productivity. These are related to several existing EU policies: Data and information
collection, quality promotion, RDT and innovation and IT-policy.

I Action: To create new instruments for measuring productivity
Measures:

= To find new indicators for price/quality ratio, real inflation, output growth, etc,
creating a new statistical methodology for measuring input and output in each
Business Services activity.

= To find indicators and to measure Business Services role in improving the productivity
of their clients and, therefore, of the whole economic system

=> To analyse other factors that determine the demand for Business Services, including
the existence of market failures in the relevant markets and the policy responses to
them. ‘ '

2. Action: To identify and evaluate barriers to productivity
improvements

Measures:

= To assess the role of Business Services in overconung ex1st1ng barriers to xmproved
productivity in the economy. :

=> To analyse the effects of outsourcing on the productivity of Industry.
3. Action: To improve the quality of human resources
Measures:

= To analyse qualifications, skills and labour condltlons in Busmess Services companies
and identify ﬁ1ture needs ’

= To analyse how ‘those Business Services activities telated to human resources
(management consultancy, labour recrmtment etc) contribute to improving the human
capital productivity in Industry.

= To promote the elaboration of a Buropean system of quality control of iraining, based
on an approach similar to that of process and product quality standards and backed up
by certification taking into account the need to focus on skills transferability, making
them more transparent for both workers and employers.

12



4. Action: To foster innovation

Measures:

= To -cre’a’te'--*- awaren

dnies” ;patticipation in
se under the 5th

/in actions under the First
omoting Business Services
d -pilot projects, workshops,

= To facilitate Business services corpariies, p
Action Plan on Innovation, in particuldr

apphcatlon of IT—technologles through de “__on

etc. : e

B. Objective: Promotion of employnment‘posslbﬁities

Most of the actions and measures mentioned above under the objective on improving
productivity are necessary but not sufficient for the creation of all the jobs that Business
Services can provide. Thus, actions and measures under this Objcctlve should be seen as
complementary

As illustrated in chapters III and 1V, the Business Services sector is probably the economic
scctor with the highest potential for job creation, not only in its own right but particularly
by their added value input to Industry with its positive effects on employment,
competitiveness and growth in Industry. It has also been illustrated that there is room for
further job-creation. However, to get better understanding of these interactions and
mechanisms, reliable statistical and analytical data are necessary.

Furthermore, advantages should be taken of other job creation schemes with a direct
impact on Business Services, such as the new possibilities opened up by the recently
adopted Employment Guidelines and the new orientations in the European Social Fund.

The following three actions would support thts objectwe The actions are- related to
cxisting EU. policies on: - Data and - information  collection, employment policy
coordination, Information Society and training under the Somal Fund.

. Actzon To improve :’cnowledge about the ]Ob creanon porcnrml of
- Business services

Measure:
= To collect data and analyse relatlonshtps between quallﬁcatlons, skills and labour

conditions in order to understand how employment in the Business Services sector is
created and how this affect Job creation. m other sectors of the economy

13



2. Action: Co-ordination of national employment policies
Measure:

= To create awareness in Business Services organisations and-companies of the new
possibilities which will follow from the \gtudehnes of the 1998 Natwnal Actlon Plans
for employment B

= To remove barriers to moblhty and promote access: to educatlon and training through
development at distance learring, Umvers:ty/School/Industry partnershlp and the
exchange of best practices.

3. Action: To encourage employment development in Business Services
through the European Social Fund and other human resources
related programmes.

Measures:

=> To create a co-ordinated and systematic employment and training scheme, for example
in the form of an ICT based job-watching scheme, in order to link education, training
and employment at European level.

=> To improve the awareness of Business Services organisations and companies of the
possibilities for support from the European Social Fund under its new priorities.

= To develop Business Services training and education infrastructure, particularly in the
context of local development and the promotion of employmem and training in the
third system of employment (cooperatives, mutualities, etc).

C. Objective: Improving competition in the Business Services sector

As illustrated in chapter IV, Business Services provide significant intangible inputs needed
by European enterprises to compete in global and complex markets. Thus, one major
objective of this Communication is to assist European enterprises in identifying and using,
in an efficient way, the Business Services they need. One of the more serious obstacles to
improved competition between providers of Business Services is the lack of transparency
of the quality of the service provided. For fear of the unknown, clients of Business
Services often tend to deal with service providers they already know, thus making it
difficult for newcomers to access the market. This issue raises questions about the role of
regulations in ensuring standards and fair-play, which always has to be balanced with an
appreciation of the need to avoid imposing regulatory burdens on enterprises.

Furthermore, the very naturc of the Internal Market implies that any Business Scrvice
lawfully provided in the country of establishment should in principle be freely available to
clients in other Member States, without the need to verify in cach instance whether it is
compatible with regulatory, administrative, professional provisions or other barricrs in the
clicnt country. The likely reduction that this would bring about in the costs of complying
will assist Business Scrvices providers in cxtending their activities beyond their national
borders, thercby increasing competition within the Internal Market and internationally,
stimulating yet more efficient provision of Busincss Scrvices to the benefit of their clients.
To this end, 1t is necessary to analyse all barriers to entry, such as price regulation, tariffs,
technical standards, licences, product differentiation, excess capacity, etc. This
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identification of lack of application of Internal Market principles will together W1th the
application of the competition rules of the Treaty and/or national competmon rules help to
eliminate most of the barriers.

Competition in the market would also be improved by new more efficient and flexible
public procurement rules.

Finally, that Business Services are competing strongly in the Internal Market 1s a
necessary but not sufficient condition for them to be competitive in an increasingly global
market. Further effort to open up third country markets will in itself lead to a growing
‘market for Business Services: It will also lead to stronger competition between European
Business Services companies which under the right conditions would enable them to reach

a dimension large enough to compete on the world markct ’

The following five actions would improve the competitive environment in which Business.
Service are working. They are related to: Data and information collection, quality
promotion, Internal Market policies, Community trade policy and competition policy.

1. Action: To promote transparency in the supply and dcmand s:dr' of
the market :

Measures:

= To improve data-collection, analyses and research on the demand and supply of
"Business Services by allocating more resources. to this field at Community and
national level.. The guldelmes for futiire work in this field, mentioned in the Report on
Industrial competitiveness and: Buisiness ‘Servic ipter IV) can be used for the
initial definition of thistask. ... ST

taking:particular note of the
evelopment

= To evaluate shortcommgs in quahty assessmenl and gto support 1mprovements
2. Action: To (rcale (m In!er nal Marker fm Bmmcss .Scruu CO

Measures: C

= To undertake a Single market review on all possrble bamers to cntry in the dlfferent ,
Business Services activities, including riational regulatory and admmlstratlve barriers
as well as self-regulatory professronal rules. o ‘

=> To examine the recommendatrons of the Busmess Envrronment Slmphﬁcatlon Task
Force (‘BEST’) and their 1mphcatrons for this sector and, in partlcular, to con51der
how the- condmons under thch\_ ,ew'enterpnses _ar : ‘la nich edl_ can: be 1mproved
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=> On the basis of the results of the above mentioned exercise,: {0 assess together with the
Member States the p oporhonahty of identified bamers and to apply the competition
tules for the’ a jfh a-view o abohshmg all bamers hich are a6t justifiable by
‘reasons of pu‘bhc mterest secunty, health etc m accordance with Article 59 of the
Treaty. S

= To contribute to the 1dent1ﬁcat10n of best practlce in the prowsmn and promotion of
Business Services in the Member States, under the: Concerted Actions on Support
Services for SMES and to develop a strategy fo" er “ancmg the v1s1b111ty of Business
Services, within the broader ‘context -of the promotion of support services to
enterprises.

3 Action: To improve the functioning of the European public
procurement market for Business Services

Measure:

= To take into account, in the amendments of the public procurement directives which
we have announced in the Commission Communication on Public Procurement in the
European Union, possibilities to make procurement procedures more flexible and
allowing dialogue between purchasers and suppliers in the course of such procedures
and not just in exceptxonal circumstances. :

4. Action: To ensure that EU and national competition policies are
based on the best possible knowledge of the Business Services scctor

Measure:

=> To analyse continuously the structure of the European Business Services market and to
reflect the results of such analyses on Community and national competition policies.

= To systematically examine the 1mpact of competition' decisions concemmg Business
Services companies on the compétitiveness of EU Industry.

5. Action: To further open up international markets to EU Business
Services

Measure:

= To establish stronger links between the Commlssmn and the European Business

Services sector to ensure their active support to the preparation of the GATS 2000
round of negotiations.

. Objective: Promotion of industrial cooperation belween Business
Services suppliers

As mentioned under the Objective on improving competition in the Business Services
sector (point C above), legal and professional barriers can prevent access to markets,
effectively closing out cooperation across borders. These barriers are not the only
impediments to cooperation between Business Services companies. Lack of information of
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possible partners, of national conditions, linguistic and cultural knowledge are serious '
reasons for market fragmentation.

Faced with international competition, European ‘Business Servrces compames need to
explore formal and informal networks of Business Services suppliers. This would not only
entail the advantage of easier access to international markets but would also open up the
possibilities of supplying mtersectoral systems squtlons bulldmg on a great number of
specialised competencies. :

The following action is proposed It is related to EU policies on: The promotion of
Business Co-operation, the Informatlon Society, quality promotlon and RDT.

Actzon To support the creation of cooperatzve networks between Busmess Servzces
suppliers. '

Measures :

= To facilitate the setting up of data-bases on cooperative networks between Business
Services suppliers and to promote certification of such networks in order to create
confidence in the ability of these networks

= To raxse the VlSlblIlty of the advantages of cooperatron by promotmg partrcrpauon in

ntire Business Services

sector:
E. Objective: Promotion of Business Services

‘Two types of market failures exist in the EU whrch to a certam extent can justify pubht
support to the development of Business Services: locational factors and the size of
polential client companics. ‘Most Business Services are concentrated in the central and
urban regions of the Communily, while access to Busmcss Services in purphudl regions
and for SMEs are scarce. In order to remedy this. situation, the (‘ommumty s structural
funds policy and the SME policy have promoted the use of Business Services in various
ways. New possibilities for further promotion of Business’ Services can be found in the
financial instruments created as a follow- -up to the Employment Summit in Luxembourg
- (the SME Guarantee Facility, the European Technology Facility and the Joint European
Venture Facility), and to activities under the Integrated Programme for SMEs. However,
certain evidence points to a lack ofknowlcd;,e in Business Scrvices circles to the potential
of these instruments which arc often not perceived as appllcable to the mtanglble nature of
investment in Business. gcrvrccs

Furthermore, there exists a great diversity in the way which semi- public' or public support
schemes arc organised and carricd out in the Member Slatcs In order to avoid wasting
resources, to give maximum benefits to clients usmgJ Busmcss Services and to avoid
distortion of compctition belwcen public supported and privatc supplicrs, greater
prominence needs to be given. to the scrvices of business support ubenues and their
inlcraction with prwate scctor supphers of Business Scrwccs
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The following three actions proposed are related to EU policies on: Structural Funds,
SMEs, the Information Society and data and information collection.

1 Action: To ensure a better geographical and regzonal distribution of
Business Services.

Measures:

= To 1dent1fy and -analyse best practices for investment in Business Services in the less
favoured regions in order to rationalise and consolidate present efforts based on
analyses of the needs of the reg1 onal economlc structure, ‘

2. Action: To facilitate the creation of new Business Services companies
and expansion of existing ones

Meuasures:

=> To analyse. how Business Services are effected, how Business Services will be
transformed and which kind of new Business Services are likely to be created by
Information Society technologies and applications (e.g. electronic commerce, virtual
organisations, new types of. 1ntenned1atlon and pattnerships etc).

= To target (i.e. by drawing up gu1delmes) dlssemmatlon of information on Business
Services organisations and _companies: in order to e«thelr awareness of available

financial mstmments and other support. facilities o

3. Action: To guarantee maximum benefits from semi-public or public
actions in favour of Business Services

Measure:

=> To identify the dlfferent European models and interrelationships in the promotion of
Business Services and to benchni rk best pi'_aCtii;q i -pf"bhc or publlc actions in
favour of Busiriess Services, e S

F. Objective: Encouraging modernisation of public administrations

It is not only Industry which buys Busincss Services. Dcﬁcnding on political
considerations and traditions, public authoritics in the Member States are to various
extents acquirmg Business Services for reasons similar 1o those of Industry: cost
reductions and flexibility, higher quality and expertise, innovation in administration and
organisation, higher efficiency etc. Present trends in the Member Statcs points to a
slimming down of public administrations by way of further cfforts of privatisation and a
growing recourse to acquisition of Business Services. Such a process could have two
interlinked consequences: A more efficient public administration and as a side cffect, the
cmergence of a bigger market for Business Services.
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These interlinked objectives could be supported by the following data and information
collection action: »

Action: To gain better insight into the consequences of outsourcmg certain public
administration activities.

- Measure:

= To benchmark. best practlg i
methodology o be develo ed

V1. CONCLUSION

........

The Business Services scctor is the major cconomic sector with.the highest growth rates in
valuc added and employment over the last ycars. Their importance for the competitivencss
of Europcan enterpriscs and economic growth merits stronger political atlention. There are
huge potentials for strengthening their role in the European ccomomy by pulling into
action policies to ameliorate their framework conditions through improving_ the busincss
environment for SMEs in the sector, and by providing support to productivity
improvement, job creation, competition, enterprise cooperatlon public promotion and thc
modemisation of pubhc admmlstratlons ' : :

ln the elaboration of a European pohcy on Business Services, the Commission has
scrupulously respected the subsidiarity principle. _All actions are proposed inside the
realm of existing Community policies. They only concem tasks which cannot be
sufficiently achieved by the Member States in isolation and they can therefore, by reason
of the scale or effects of the proposed actions, be better achieved by the Community.

This approach naturally limits the scope of this Communication to dcuons of a more coﬂ
character. They basically concem the fol]owmg three ﬁelds ' '

- an improvement of thc knowlcdge on. thc sxtuatlon of BllSll’ILbS Scr\xu.\ h\ a
reinforcement of data and mformatlon collectlon necessary fm a 1cﬁncmuﬁ of
policy actions; i

- raising of the awareness of Business Services circles on the possibility of improving
their situation inside existing Community policies and of policy makers of the
specifities of Business Serv1ces whlch need to be taken mto account in pohcy-
formulation, ' : :

- the begmnmg of a process leadmg to the creatlon of a true lnternal Market for
Business Servwes S .

Over time with the improvemg:nt’ of information on Business Services and additional
Commission projects on knowledge acqtlisition on other services adding vatue to Industry,
mentioned in the Report on Industrial Competitiveness and Business Services, the
intention of the Commission is to further dcvclop pollcy actions in a conlinuous process.

The Commission will pcnodl(,al]y n,port on p:og,rcss in lhl% hcld lObCthl with “an
cvaluation of the actions proposed in chapter V and propose new mllmllvcs on Business
Services and other related scrvnccs addnu, valuu to lndustry
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Annex 2. Basic data on Business Services

Table 1. Basic statistics on Business Services Europe-15 (*)

Business Services % of Total Economy
Employment (1994) 11,635,000 8,5%
Value Added (1994) (MECU) 863,500 15,3%
Firms (1995) 2,690,130 15,0%
Exports (1993) (MECU) 31,785 2,0%
Imports (1993) (MECU) 34,107 2,0%

(*) Estimates for EUR 15 based on available data from EUROSTAT and OECD. Trade data are for

EUR12.

Source: OECD (1996) Services: Statlstlcs on Value Added and Employment, and EUROS‘I AT (1996)
International Trade in Services; (1997) Statistics in Focus 1997/4, Market Services in Europe.

Table 2. Annual average growth rates on Business Services Europe-15 (*)

Annual Growth Rates

Business Services

Manufacturing and services

Employment (1980-94) 5,5% 0.4%
Value Added (1980-94) 5,4% 1,5%
Exports (1984-93) 8,7% 5.1%
Imports (1984-93) 10,2% 5.2% ]

(*)Estimates for EUR 15 based on avallable data from EUROSTAT and OECD Trade data are for

EURI2.

Source: OECD (1996) Servnces Statlstlcs on Value Added and Employment and EUROS] AT (1996)
International Trade in Services; (1997) Statlstlcs in Focus 1997/4, Market Serwces il Europe.

Table 3. Value added: Business Service/M_annfactnifing

Business Services
Manufacturing
BS / Manufacturing

- Europe 15 -

15,3

212

United States

19,2
18,0

Source: Natlonal accounts EUROSIA T:and OF(‘

: rk: -

72%

- 106%




Annex 3. Figures on Value Added and Employment

Figure 1. Gross Value Added EUR- 15
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Figure 2. Employment EUR-15
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Annex 4:Busines Services comparisons between representative European countries and the United States

Number of Employment |Business Services. : |Gross Value Business Services

Firms, 1995 1994 in Total Added (*), 1994 }in Total .
(thousands)  |Employment (billions Ecu) Value Added

AUSTRIA 35484 151 4,5% . 20 11,8%
DENMARK 90.742 156 6,3% .18 C 16,6%
FINLAND 31.255 125 6,5% . 11 . 15,6%
FRANCE 427.074 - 1.811 82% 202 18,0%
GERMANY (1)| 642.339 2.805 ' 9,8% 220 142% (2)
NETHERLANDS 88326 496 9,3% _ 4. 3) . 164%
SWEDEN 107.205 266 6,6% 29 17,5%
U. KINGDOM 359.686 2013 (4 93% (1) 146 19,5%
AVERAGE EURS 16% 16,2%
UNITED STATES 12055 (5) 10,4% (5) 1038 (5) 19,2%

Employment Annual Growth Rate Gross Value Added Annual Growth Rate (**)

1980-90 1990-94 . 1980-90 - 1990-94
AUSTRIA 3,6% _ 14,6%  88%
DENMARK o 4.1% 0,6% , 5,4% ' 2,9%
FINLAND : T 8,5% -2,5% : 8,0% o 31%
FRANCE 5.8% 0,3%  43%. 3,8%
GERMANY o)) 4.4% 5.2% TO151% () . 1L1% ()
NETHERLANDS 6,5% 4,3% ' 147% 68% (3)
SWEDEN 7.0% -1,5% 1,6% 1,5%
U. KINGDOM _ - : 0,7% (4) 42% 1,0%
AVERAGE EURS 6,0% 1,3% - - 8,5% - 4,1%

UNITED STATES . - 71.6% 2,1% (5 7.8% 5,1% (5

(*) Gross Value Added 1994, ECU in currcnt markct prices cxccpt l'or
Denmark, United Kingdom (factor cost) and Finland and Swedcn (basic values) -
(**) Gross Valuec Added Growth Rates at constant 1990 ECU market prices except
for Denmark, United Kingdom (factor cost) and Finland and Sweden (busic values)
(1) West Germany. Data on business services (employment and value added) are in the item "other business services”
including auxiliary financial services and some personal servnces :
(2) Germany, 1993; growth rates 1990-93 and 1980-93.
(3) Netherlands, 1992; annual growth rates for 1990-92 and ]980—92
(4) Employment data for UK arc estimates from OECD and Eurostat national accounts based on number of employees.
(5) United States 1993; annual growth rates for 1990-93 and 1980-93 - :

Sources: OECD (1996) Scrvices statisitcs on value added and employment (VaI_uc'*Addcd and Embtoymcnl duta)
and Lurostat (1997) Market Services, Statistics in Focus 1997/4 (Number of Firms data)
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