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Economic galns from the 1992 programme could rise to
200 biiltton ECU or more, together with
a substantlial boost to employment.

The Commisslon today revealed the results of a major study which
1t commisslioned to evaluate scientlfically the beneflts of the
single market. This study which will shortly be publlished In book
form provides the hard evidence, the confirmation of what those
who are engaged In bullding Europe have always known: that the
falliure to achleve a single market has. been costlng European
Industry dearly In unnecessary costs and lost opportunitlies; that

the completion of the Internal market will provide the economlic
context for the regeneratlion of European Industry in both goods
and services; and that |t wlil give a permanent boost to the

prosperity of the peoplie of Europe.

The study not only quantliflies the heavy cost that we now pay
because of the many barriers which fragment the Community’'s
economy Into twelve separate markets; It also calculates the
value of the Immense opportunities which the completion of the
internal market wiltl open up: opportunities for growth, for Job
creatlon, for economles of scale, for Improved productivity and
profitablitiity, for healthier competitlion, for professional and
business mobllility, for stable prices and for consumer cholice.

The total potentlial economic galn to the Community as a whole Is
estimated to be In the reglon of ECU 200 bililion or more
expressed In 1988 prices. This would add about 5% to the
Community’'s gross domestlic 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 still, the
-effects of removing barriers which hinder new market entrants and
thus the free play of competlition. To that we must add the cost
savings which businesses can achieve through explolting more
fully the potentlal economies of scale which a single market
offers. These gains will already start to arlse In the short-run,
as Increases 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 productlon
unlits are restructured and get closer to the most efflclent
possible scales of productlion. Finally, the estimate Includes
other gains In efflclency due to Intenslifled pressures of
competition affecting administrative overhead costs and over-
manning at all levels.

The study further shows that the predicted ceffects of EC market
Iintegration through removatl of customs barrters, openling up
publiic procurement, liberallsation of flnanclal services, and
other supply-side effects will In the medlum-term

- In additlon to boosting output, employment and Ilving
standards simultaneousiy coo! 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 positlion by around 1%
of GDP.

(1) Ibhe study.

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

Mr Cecchinil to organise a comprehensive enqulry into the llkely
economlc 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 Institutes contributed to the project, fully supported
also by the services of the Commisslon.

The methods of work Included:

- studies of Individual categorles of market barriers (c.g.
frontler delays);

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

- studles of how Indlvidual service sectors are affected
(e.g. financlal and busliness services,
telecommunicatlions...);

- studles of the maln economic phenomena that are refevant
(e.g. economles of scale, structure of Industries, the
Incidence of competition on corporate behaviour...)

- a survey of the opinion of 11,000 industrialists, covering
all countries and branches of Industry;

- econometric modelllng work for Integrating the results of
the microeconomic data Into overal! macroeconomlic results,
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The results of the study will be set out In a book by Mr Paolo
Cecchin! and his colleagues., This book will appear In all
Community languages, and wliltl be distributed by private
publishers In the Member States. The first editlons wlil begln to
become avaliable In one month’'s time. Detalis of the undertying
economic analyslis will be made avallable In a speclal number of
"European Economy" by the Dlrectorate~General of Economlic and
Financial Affalrs of the Commission, also to be published In a
month'’s time,

tn addition, three volumes of working papers, to be pubilished by

the Commisslion, wlll set out the summary findings of the numerous
sectoral studles and busliness surveys. Flnally, the complete
reports of the main consuftants’ studles will also be published

as documents by the Commlisslon.

(2) Ihe results

a) Mlicroeconomia estimatas

The direct costs of frontler formalitlies, and assoclated
administrative costs for the private and pubtic 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
Iindustry of other lidentiflable barrters In the Internail market,
stich as technical reguliations and other barrliers, which are
estimated, In opinlon surveys of Industrialists, to average a
ltttie under 2% of those companlies®' total costs. The comblined
total then represents about 3 1/2% of Industrial value-added.

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

In particular, Industries and service sector branches, at present
subJect to market entry restrictlions, could experlence
considerably bigger percentage cost and price reductlons.
Examples Include branches of iIndustry for which government
procurement Is Important (energy generating, transport, office
and defence equipment), flnancial services (banklng, lnsurance
and securities) and road and ailr 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
economlies of scale In European Industry. In more than half of all
branches of Industry, 20 flrms of efflclent size can co-exlist In
the Communlity market whereas the largest natlional 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 efflciency, 20 Communlty-wlde operating flrms belng more
{ikely to assure effectlive competlition than 4 filrms In a domestlc
natlonal market. Comparing the present Industrlal structure with
a more rationallsed but stitl less than optimal one, It Is
estimated that about one third of European Industry could proflt
from cost reductions of ranging from 1 to 7%, depending on the
branch concerned. The aggregate cost saving from Improved
economles of scale would amount to somethlng In the order of 2%
of GDP. There are other galns In efficlency due to Intensifled
pressures of competlition. These galns may, for example, concern
overhead costs, over-manning and Inefflclent management of
Iinventoriles. Evidence from a varlety of sources suggests that
these kinds of efficlency galns can be of consliderable
Importance. In additlion, where monopoly profits exist as a
result of market protectton, they will be reduced or-elimlinated,
and thus offer gains for consumers through price reductlions.
Indeed, while a slgniflicant part of these consumer price

dl fferences between countrles 1s accounted for by Indlrect
taxation and exclses much of the remalnder Is indicatlive of
Inefficlency and .non-competlitive market segmentatlon.

in the aggregate, for all sectors and all types of cost-saving
and potential price reductlions, the study suggests total economlic
gaine of the order of 4 1/4% to 6 1/2% of GDP for the Cormunity
as a whole. At 1988 prices, for the twelve Member States, thls
amounts to a range of around 170 to 250 bllllion ECU. (The 200
billion ECU quoted above Is a rounded mld-point In this range).

The study did not systematlically estimate the distribution of
these gains by Member States. However, the evidence Is that all
stand to galn. Since many of the potentlal beneflts arlise from
lower achleving costs and more efflclent productlons methods, the
newer Member States could register above average galns,
especlally If account I3 also taken of the declslion to double the
Community’s structural! funds.

b) Mnrcroeconomic simuintions

The study also Includes a serles of macroeconomic simulation
exerclises 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 variables such as
employment and Inflatlon. For thls purpose, the effects of the
Internal market programme (obtalned from the foregoling
microeconomlic estimates) were grouped under four major headlings,
each having a different type of macroeconomlic Impact:



(a) the removal of frontler delays and costs,

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

(c) the tilberalisation and Integration of financial markets,
and '

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

The results are in part dependant on the macroeconomic policy
accompanying the 1992 programme. The resulits show that the first
and Immediate effects will be In terms of downward pressure on
prices and costs. Increases [n output would follow wlith a modest
time-iag. 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 positive Impact on employment could In the
medlum~term amount to about 2 mitllons Jobs, even after absorbling
the significant productivity and restructuring effects,
attributable to the integration of the market.

1f a speclflc macroeconomic pollicy that recognlized the potentlal
for faster growth Is pursued; as would be rcasonable to expect
also In view of the lessening of Inflation, batance of payment
and budget deficlt constralnts, the gains couid mount to 7% In
torms of GDP and o 56 mlillion Increase In emplioyment.

c) Ihc_.nmm_l_l_r.mmm

The results of the two sets of caliculattons, microeconomic and
macroeconomic, are thus mutualily supporting. The range of
flgures may well be an underestimate since they excludes certaln
types of dynamic continulng beneflts that market Integration Is
fikely to confer, which are thought to be Important but which are
very difflcult to quantify.

Three examples:

- Flrstly, there Is increasing evidence that the trend rate
of technological Innovation In the economy depends upon whether
or not there Is.competition; only an Integrated market of
European dimenstons 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 decliine as the total accumulated productlion of certailn
goods and services Increase; market segmentation gravely {imits
the scope for these beneflts and damages performance In key high-
growth industries.

- Thirdly, the business strategles of European enterprises
are bound to change: indeed, there (s evidence of this already
happening. A full integratlon of the Internal market wiill foster
the emergence of truly European companies, wlth 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

singlie market will develop gradually, they will multiply as they
grow. In the first phase the remova! of barrlers wlll produce
narrow, technical and short term gains but as market Integration
will begln to Impact on structures, the beneflts wili become much
blgger.

(3) Reallzing the full potential galns

The study confirms that {f Europe Is to get the most out of Its
targe home market the Internal frontlers must truly dlsappear and
be free of adminlistrative compilcations between Member States.
All barriers have to be removed, otherwise the last remaining
barrlers may on thelr own be sufficlent to keep the markets
segmented and to smothetr competltion.

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

- Buslness must respond to the challienge and seize the new
opportunitlies on offer. Corporate management should also seek to
make Industrial relatlions less confllctual, encourage cmployee
Involvement In the 1ife of the enterprise, and ensure that
workers share In the Jolntly achleved productlivity galns.

- Competition policy must be effectlively enforced by both
Communlty and natlonal admlinistratlions, to guarantee that the
barrlers which have Just been removed are not replaced by other
antl-competltive 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 busliness world must understand clearly that
commercial 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 substantlal, to the conslderable detriment of
consumers. Competition pollcy must, for the market to be fully
Iintegrated, ensure, for example, that paralle!l Imports are to be
welcomed vwherever undue price differences are. seen to oxlist.

- The distribution of galns must be falr, as must be the
distribution of the costs. It should not be taken for granted
that the dlistributional Impact will be excessively problematic.
Exper lence for example with the removal of Intra-EC tarlff
barriers Indicated only a modest redistributive effect. The
accesslon of new members has conflrmed the potential for the
stimulation of Investment and economic growth. Undoubtediy
however assistance wiill be needed for the Community's
dlsadvantaged and declining reglons and tabour affected by
restructuring. So long as the potential galns from market
integration are used to relnforce consens around the 1982
programme, lts success can be assured.



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

- Monetary pollcy must continue to promote a zone of

stabl ity within Europe. Removing the barriers between flnanciai
markets and fully llIlberallising capltal movements wllil Increase
the risk of exchange rate instablillity. This must be countered by
Increased monetary policy co-operation through a strengthened
EMS.

(4) Yhe main conciusion,

Today's fragmentatlion of the European economy and I|ts weak
competltiveness In many markets means that there iIs large
potentlial for the rationallsation of production and distributiaon
structures, leadling to Improvements In productivity, and
reductions In costs and prices. The completion of the Internal
market wlll, |f appropriately reinforced by the competition
pollicles of both the Community and Member States, have a
significant and poslitive Impact on economic performance and
employment. The slze of thils 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 mllilons of
new Jobs - should be sufficlent to transform the Community’s
economlic performance from a less than briti{iant 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

Microecononic estimates of potential cconomic gains for the EC

resulting frem 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. Galns from intensified competition
reducing business ineffectiveness
and nmonopoly 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:

Commission of the EC.

ALL FIGURES EXCEPT IN THE LAST LINE ARE EXPRESSED AT 1985 PRICRS AKRD
RELATE TO 7 MEMBER STATES. THE AGGREGATE RESULT 1S SCALED UP 1IN TERMS
OF THE 12 HEMBER STATES' 1988 GD? ONLY IH THRE LAST LINE.

The raunges for certain lines represent the results of wusing
alternative sources of 1information and methodologies. The seven
Member States (Germany, France, Italy, United Kingdon, Benelux)
account for B8%Z 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 1is not 1likely to over-estimate the totel for the
twelve. The detailed figures in the table relate only to the seven
Member States because the underlying studies mainly covered those
countries.

*This alternative estimate for the sum of'line 6 cannot be broken down
between the two lines 4 and 5.



Table 2

Hacroeconomic consequencesn of EC market integration

accompanied by economic policy measuren

Nature of
econonic
policy

Economic consequences

GDP
asp

z

Consumer
prices

as

%

Employ-~
ment (in
millions)

Public
deficit as
X point of

GDhP

External
balance an
% point of

GDP

Hithout

accompanying
econonic

policy

neasureg 4.5

With

acconpany-

ing

econonic

policy

ceasures 7.0

"'&.5 5-0 . 0-5

Margin of error:

+ 30%

Source:

Hote:

Commission of EC. Simulations conducted on the HERMES and INTERLINK
econonic models.

The economic consequences of the mapgnitudes 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 manoecuvre created by internal market integration for the budget
balance or external balance are largely used (i.e. thepe variables
return close to their initial situation).





