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Economic galns from the 19392 programme could rlise to
200 billlon ECU or more, together witth
a substantlial boost to employment.

The Commlisslon today revealed the resuits of a major study which
It commisslioned to evaluate sclentlfically the beneflts of the
singte market. This study which will shortly be publlished In book
form provides the hard evidence, the conflirmation of what those
who are engaged In bullding Europe have always known: that the
fatiure to achleve a single market has been costing European
industry dearly In unnecessary costs and tost opportunities; that

the completion of the Internal market witl provide the economlic
context for the regeneration of European Industry in both goods
and services; and that It wlill give a permanent boost to the

prosperity of the people of Europe.

The study not only quantlfies the heavy cost that we now pay
because of the many barrliers which fragment the Community's
economy Into twelve separate markets; It also calculates the
value of the Immense opportunlties which the completion of the
interna!l market wii! open up: opportunities for growth, for Job
creatlon, for economles of scale, for Improved productivity and
profitablility, for healthier competitlion, for professional and
business mobliity, for stable prices and for consumer cholce.

The total potential economic galn to the Community as a whole iIs
estimated to be |In the reglon of ECU 200 bllilion or more
expressed In 1988 prlices. This would add about 5% to the
Community’'s gross domestic product. This calculation Includes not
only the savings made by removing the barrlers which directly
affect intra-EC trade (essentially frontler formallties and
related delays) but also, and more significantly stitl, the
-effects of removing barriers which hinder new market entrants and
thus the free play of competltion. To that we must add the cost
savings which businesses can achieve through expiolting more
fully the potentlal economies of scale which a single market
offers. These gains will already start to arlise In the short-run,
as lIncreases In production allow fixed investment costs to be
covered by larger sales volumes. To a much more Important extent,
however,
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they will accrue In the longer run as companles and production
unlits are restructured and get closer to the most efflclent
possible scales of productlon. Flnally, the estimate Includes
other gains In effliclency due to Intensifled pressures of
competition affecting administrative overhead costs and over-
manning at all levels.

The study further shows that the predicted effects of EC market
Iintegratlion through removal of customs barrters, opening up
publilic procurement, liberallsation of flnancial services, and
other supply-side effects will In the medlium-term

- In additlon to boosting output, employment and Ilving
standards simultaneously cool the economy, defiatling
consumer prices by an average of 6%;

- relax budgetary and external constraints, Improving the ‘
balance of public flnances by an average equlvalent to 2.2%
of GDP and boosting the EC’'s external position by around 1%
of GDP,

(1) Ihe study,

In 1986 Lord Cockfleld, on behalf of the CommlIssion, Invited

Mr Cecchinl to organise a comprehensive enqulry into the tikely
economic Impact of completing the programme of actlons set out In
the 1985 White Paper on the Internal market.

A larger number of Independent economic experts, consultants and
research Instlitutes contributed to the project, fully supported
also by the services of the Commisslon.

The methods of work Included:

- studies of Individual categorles of market barrilers (e.g.
frontler delays);

- studies of how Individual manufacturing Industries are
affected (e.g. food-processing, pharmaceuticals,
automoblies, telecommunications equlpment ...);

- studlies of how Indlvidual! service sectors are affected
(e.g. filnanclal and buslness services,
telecommunlicatlions...);

- studies of the maln economlc phenomena that are retevant
(e.g. economles of scale, structure of Industries, the
Inclidence of competition on corporate behaviour...)

- a survey of the oplinion of 11,000 industrialists, covering
all countries and branches of Iindustry;

- econometric modelllng work for Integrating the results of
the microeconomic data Into overal!l macroeconomic results.



The results of the study wlill be set out In a book by Mr Paolo
Cecchin! and his colleagues. This book will appear in afl
Communlity tanguages, and witl be distributed by private
publishers In the Member States. The first editlons wlll begln to
become avaliable In one month’s time. Detalis of the undertying
economic analysis wiil be made avalliable In a speclal number of
"European Economy® by the Dlrectorate~-General of Economlc and
Financial Affalrs of the Commission, also to be published In a
month‘'s time.

in additlion, three voilumes of working papers, to be published by

the Commission, wlll set out the summary findings of the numerous
sectoral studles and buslness surveys. Finally, the complete
reports of the main consultants’ studles willl also be publ ished

as documents by the Commlisslion.

(2) Ihe results

n) Microeconomic estimates

The dlirect costs of frontler formalitles, and assoclated
administrative costs for the private and publ ic sector are
estimated to be of the order of 1.8% of the value of goods traded
within the Community. To this must be added the costs for
industry of other identiflable parrters tn the internal market,
such as technical regulations and other barriers, which are
estimated, In oplnlon surveys of Industrialists, to average a
Ifttle under 2% of those companies' total costs. The combined
total then represents about 3 1/2% of industriat value-added.

These flgures reflect the direct cost of ldent{flable market
barrlers. The total galins that are to be expected from
competitive Integration of the product markets are much greater.

In particular, iIndustrles and service sector branches, at present
subject to market entry restrictlons, could experlence
considerably bigger percentage cost and price reductlons.
Examples Include branches of {Industry for which government
procurement |s Important (energy generating, transport, offlce
and defence equlipment), flnancial services {banking, Insurance
and securities) and road and alir transport. In these cases cost
and price reductlons often of the order of 10 to 20%, and even
more In some cases, are expected.



The study shows that there are substantial unexplolted potential
economles of scale In European Industry. In more than half of all
branches of Industry, 20 firms of efficlent size can co-exlst In
the Communlity market whereas the largest natlonal markets could
only have 4 each. As a result, only an Internal market on a truly
European scale can comblne the advantages of technical and
economlc efficiency, 20 Communlty-wide operating flrms belng more
llkely to assure effectlive competlition than 4 flrms In a domestlc
natlonal market. Comparing the present Industrial structure with
a more ratlonallsed but stlil less than optimal one, it Is
estimated that about one third of European Industry could proflit
from cost reductions of ranging from 1 to 7%, depending on the
branch concerned. The aggregate cost saving from Improved
econhomlies of scale would amount to somethling In the order of 2%
of GDP. There are other galns In efficlency due to Intensified
pressures of competlition. These galns may, for example, concern
overhead costs, over-manning and lneffictent management of
Inventories. Evidence from a varlety of sources suggests that
these kinds of efficlency galns can be of considerable
Importance. In additlon, where monopoly profits exist as a
result of market protection, they will be reduced or'eliminated,
and thus offer gains for consumers through price reductlions.
Indeed, while a signiflicant part of these consumer prlce
dlfferences between countrles Is accounted for by Indlirect
taxatlon and exclses much of the remalnder Is indlcative of
Ineffliclency and non-competlitive market segmentatlon.

In the aggregate, for all sectors and all types of cost-saving
and potential price reductions, the study suggests total! economic
galins of the order of 4 1/4% to 6 1/2% of GDP for the Community
as a whole. At 1988 prices, for the twelve Mcmber States, this
amounts to & range of around 170 to 250 bllllon ECU. (The 200
bilitlion ECU quoted above Is a rounded mld-point In this range).

The study did not systematically estimate the distribution of
these gains by Member States. However, the evidence Is that all
stand to galn. Since many of the potentlal benefits arise from
lower achlieving costs and more efficlent productions methods, the
newer Member States could register above average galns,
especlally If account Is also taken of the declislion to double the
Community’s structural! funds.

b) tincroeconomic simulations

The study also Inctudes a serles of macroeconomic simulation
exerclses whose purpose was to glve some Idea of the possible
time-proflile of the Impact of the 1992 programme, and also
express the results In terms of other economic var{ables such as
employment and Inflation. For thls purpose, the effects of the
Internal market programme (obtalned from the foregoing
microeconomic estIimates) were grouped under four ma jor headlngs,
each having a different type of macroeconomic Impact:
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(a) the removal of frontler delays and costs,

{(b) the opening of public markets to competition,

(c) the |iberallisatlion and Integration of financial markets,
and '

(d) more general supply-side effects, reflecting changes In the
strateglic behaviour of enterprises in a new competitive !
environment.

The results are In part dependant on the macroeconomlic pollicy
accompanying the 1992 programme. The results show that the first
and Immediate effects will be In terms of downward pressure on
prices and costs. Increases In output would foltlow with a modest
time-tag. After about 5 to 6 years, a cumulative Impact of

+ 41/2% in terms of GDP and - 6% In terms of the price level
could be expected. The poslitive impact on employment could In the
medlum~term amount to about 2 mitilons Jjobs, even after absorbling
the signlflcant productlivity and restructuring effects,
attributable to the integration of the market.

1¥ a speclflc macroeconomic pollcy that recognized the potentlal
for faster growth Is pursued; as would be reasonable to expect
aiso In view of the lessening of Inflation, balance of payment
and budget defliclt constralnts, the gatlns coutd mount to 7% In
terms of GDP and a 6 miillon Increase In emp loyment .

c) Ihc_gxgnnll_nnsuiix

The results of the two sets of calculatlons, microeconomic and
macroeconomic, are thus mutually supporting. The range of
flgures may well be an underestimate since they excludes certaln
types of dynamlc continulng beneflts that market Integratlion tis
likely to confer, which are thought to be Important but which are
very difflcult to quantlfy.

Three examples:

- Firstly, there Is Increasing evidence that the trend rate
of technologlical Innovation In the economy depends upon whether
or not there Is.competition; only an Integrated market of
European dimenslons can offer the benefits both of scale of
operation and of competition.

- Secondly, there Is evidence In fast-growling high technology
Industries of dynamic or learning economies of scale, whereby
costs decline as the total accumulated productlon of certaln
goods and services increase; market segmentation gravely {imits
the scope for these benefits and damages performance in key high-
growth industries,

- Thirdly, the business strategles of European enterprises
are bound to change: Indeed, there Is evidence of this already
happening. A full Integratlon of the Internal market wlll foster
the emergence of truly European compantes, with structures and
strategles that are better sulted to securing a strong place in
world markets.

b



The study further makes the polnt though that the beneflts of the

single market will develop gradually, they will multiply as they
grow. In the flrst phase the removal of barriers w!ll produce
narrow, technical and short term gains but as market Integratlion
will begin to Impact on structures, the beneflits wlilt become much
blgger.

(3) Reallzing the full potential aalns

The study confirms that 1f Europe Is to get the most out of Its
large home market the Internal frontlers must truly dlsappear and
be free of adminlstrative compilcations between Member States.
All barriers have to be removed, otherwise the last remaining
barriers may on thelr own be sufficlient to keep the markets
segmented and to smother compet!tion.

The challenge Is political and soclal as well as economic. To
succeed the programme requlres changes which wlll affect
protected posltions: those of reglont as wel!l as natlons of
companles and Industries and of thelr workforce. The road to
market Integratlon, however paved with good Intentlons, leads to
1992 by way of hard declislons rather than easy optlons, These
will be made easler under the followling clrcumstances:

- Buslness must respond to the challienge and seize the new
opportunities on offer. Corporate management should also seek to
make Industrial relations less confllctual, encourage cmployee
Involvement In the life of the enterprise, and ensure that
workers share in the Jolntly achleved productivity galns.

- Competltion policy must be effectlvely enforced by both
Communlty and natlonal admlnistratlions, to guarantee that the
barrlers which have Just been removed are not replaced by other
anti-competitive devices. Those who wish to compete must be
certaln that they will be allowed to do so. Flrms should be able
to compete falrly with known commercial rivals, but they cannot
be expected to compete with governments standing behind these
rivals. Equally the buslness world must understand clearly that
commercilial practices which tend to protect markets, or tead to
the abuse of dominant posltions, must be vigorously countered. At
present, price discrimination between natlonal markets Is
widespread and substantlial, to the conslderable detriment of
consumers. Competlition pollcy must, for the market to be fully
Integrated, ensure, for example, that parallel Imports are to be
welcomed wherever undue price differences are seen to exist.

- The distribution of galns must be falr, as must be the
distribution of the costs. It should not be taken for granted
that the distributional Impact will be excessively problematic.
Experlence for example with the removal of Intra-EC. tarlff
barrlers Indicated only a modest redistributive effect. The
accesslon of new members has conflrmed the potential for the
stimulation of Investment and economlic growth. Undoubtediy
however assistance wiil be needed for the Communlity’'s
dilsadvantaged and declining reglons and labour affected by
restructuring. So long as the potential galns from mariket
Integration are used to relnforce consens around the 1992
programme, {ts success can be assured.



- Economlic pollcy must be supportive. The survey undertaken
for the study revealed that business opinlon was optimlistic that
the 1992 programme Is expected to resuit In Increased sales and
output. These favourable expectatlions will need to be backed by
a well co-ordinated, growth-orlentated macroeconomic policy.

- Monetary pollcy must contlnue to promote a zone of

stabll ity within Europe. Removing the barriers between financlai
markets and fully llberalising capltal movements wii| Increase
the risk of exchange rate Iinstabllity. This must be countered by
Increased monetary policy co-operation through a strengthened
EMS.

(4) Ihe maln conclusion.

Today's fragmentatlion of the European economy and |ts weak
competltiveness In many markets means that there is large
potential for the rationallsation of production and distribution
structures, leading to Improvements In productivity, and
reductlons In costs and prices. The completion of the Internal
market wiill, |If appropriately relnforced by the competition
policles of both the Communlty and Member States, have a
signitficant and positive Impact on economic performance and
employment. The slze of thls impact, In terms of the potentlal
for Increased non-inflatlonary growth - an economic bonus of

ECU 200 bitllion at 1988 prices and the creatlion of milllons of
new Jobs - should be sufficlent to transform the Community's
economic performance from a less than brilllant one to an

outstanding one.



Annexe

Note on Tables

The two tables summarise, respectively, the microeconomic and
macroeconomic estimates of the impact of completing the internal market.

Two sets of calculations were undertaken because the mnicroeconomic
method permits the results to be assembled according to different
microeconomic concepts and in considerable pectoral detail, vhereas the
macroeconomic method allows the aggregate results to be expressed in
terms of more macroeconomic variables (GDP, inflation, ecmployment
etc.). The two sets of calculations are based on the same basic sectoral
information, and are therefore consistent. However the final resulto
offer somewhat different ranges for each of the two methods since they
explore various hypotheses of different kinds (of & policy or
methodological character).



Table 1

Hicroecononic estimates of potential ccononic pains for the EC

resulting froo completion of the internal market

Billions X of
ECU GDP
l. Gains from removal of barriers
affecting trade 8-9 0.2-0.3
2. Gains from removal of barriers
affecting overall production 57-71 2.0-2.4
3. Gains from removing barriers
(sub-total) 65-80 2.2~2.7
4. Galns from exploiting economies
of scale more fully 61 2.1
5. Gains from intensified competition
reducing business ineffectiveness
and monopoly profits 46 1.6
6. Gains from market integration
(sub-total) ' 62*%-107 2.1%-3.7
7. Total Gains
- for 7 Member States at 1985 prices - 127-187 4 1/4 - 6 1/2
~ for 12 Member States at 1988 prices 170-250 4 1/4 -6 1/2

Source:

Commigssion of the EC.

ALL FIGURES EXCEPT IN THE LAST LINE ARE EXPRESSED AT 1985 PRICRS ARD
RELATE TO 7 MFEMBER STATES. THE AGGREGATE RESULT 1S SCALED UP IN TERMS
OF THE 12 HEMBER STATES' 1980 GDP ONLY 1N THE LAST LING.

The ranges for certain lines represent the results of using
alternative sources of information and methodologies. The seven
Member States (Germany, France, Italy, - United Kingdonm, Benelux)
account for B8XZ of the GDP of the EC twelve. Extrapolation of the
results in terms of the same share of GDP for the seven and twelve
Member States 1s not likely to over-estimate the total for the
twvelve. The detailed figures in the table relate only to the peven
Member States because the underlying studies mainly covered those
countries.

*This alternative estimate for the sum of'line 6 cannot be broken down

betwecn the two lines 4 and 5.



Table 2

Hacroeconomic congsequences of EC market integration

accompanied by economic policy measures

Nature of
econonic
policy

Economic consequences

GDP
asp

Consumer
pricesn
as

%

Employ-~
ment (in
millions)

Public
deficit as
X point of

GDbP

External
balance an
% point of

GDP

Hithout

accompanying
econonic

policy

neasures

With

4.5

acconpany—

ing

econonic

policy

ceasures

7.0 5.0 0.4

Margin of error:

+ 30%

Source:

Hote:

Commission of EC.
econonic models.

Simulations conducted on the HERMES and INTERLINK

The economic consequences of the magnitudes indicated are estimated
to accumulate over a medium-tern period.

The accompanying economic policy meanures (increased public
investment, income tax reductions) are calibrated so that the roon
for manceuvre created by internal market integration for the budget
balance or external balance are largely used (i.e. these variables
return close to thelir initial situation).





