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Introduction

The fear of becoming more and more dependent on imports
 (which lead to a decrease in the terms of trade) made the European Community establish a research programme nowadays known as "The costs of non-Europe", chaired by Paolo Cecchini. The task was to estimate costs that occur because of non-tariff barriers
 being still existent at that time, like for example public procurement, border controls, different technical standards and fiscal differences. The Single Market Programme (SMP) was designed to abolish these barriers and to facilitate trade within the Union. The underlying idea of these nearly 300 political measures was to increase Europe's competitiveness in terms of efficiency and to make it an equivalent trade partner on world markets considering its main competitors - USA and Japan. As the SMP is based on the estimates of those several research studies we have to take a closer look at the methods used to estimate the effects resulting from the Programme.

The methods and findings of the Cecchini Report

On the one hand, looking at literature on the topic of the effects of the SMP we can find critiques of the Cecchini Report claiming that the estimates are to optimistic and that the gains from the SMP will be most probably at the lower end of the estimated range (4.3 % of Union-GDP) since not all non-tariff barriers will be actually removed. On the other hand, some critics say that the estimates of the Report only take into account the short term effects of the removal of NTBs and, therefore the gains will exceed the upper limit of the Report's estimates (6.4 % of Union-GDP)
. Even the Research on the "Cost of non-Europe" itself admits possible under- or overestimates
. Apart from those logical discrepancies there are technical difficulties, as well
. But which costs did the researchers want to measure and how did they go ahead estimating the possible outcome of "1992"?

We can assign the sources of costs arising from barriers to three categories of barriers which are physical (border controls and subsequent delays), fiscal (differences in income taxes, company taxation, VAT, etc.) and technical (standards, public procurement) ones.  The latter two affect trade indirectly. 

Now, it was assumed that, if these barriers were no more existent, economies would profit from their removal for various reasons. At a first, the most obvious effect would be that costs of trade had to go down which would affect prices of the respective goods. Companies would face higher competition since they were no longer allowed for segmentation of markets. Again, there would be pressure on prices. But, a decrease in prices can only be borne by companies which are able to lower costs, as well and, thus, keep up a satisfactory price-cost margin. Therefore, companies had to go through restructuring processes to concentrate on their core business which enables them to exploit economies of scale and learning effects. Furthermore they had to expand their innovation efforts to be able to compete not only with intra EU companies but also with global competitors. Subsequently, X-inefficiency - production at higher costs than necessary because of expenditures for keeping up rents - would no longer be possible
. Thus, in the short-run, companies may lose from an integrated market since they might not be able to keep up their prior price-cost margins but in the long-run they will profit from higher sales and decreasing costs. The overall effect of that will be an increase in Union GDP of about 4.5% accompanied by a deflationary effect equivalent to 6.1% of Union GDP.

Governments do gain from an integrated market in various ways. For instance, budgets will be relaxed. There will no longer be the need to buy from national suppliers if there is a foreign supplier who can "do the job" at lower costs. Furthermore, the removal of border controls will lower administrative costs and the increase in trade - partially caused by the border-removal - will increase tax revenues. In all, Cecchini calculates that public budgets will improve by circa 2.2% of Union GDP
.

About employment the Report predicts an increase of jobs of about 1.8 million in the long-run
. The short-term direct effect will be different because restructuring processes, lowering of X-inefficiency and abolishment of border controls will lead to job losses. Growth rates of employment will mainly depend on the additional demand generated by a fall of consumer prices and by the restructuring efforts and achievements of companies.

As we can see from these estimates, the Cecchini Report is a rather static approach of measuring the effects of the 1992 Programme, i.e. trying to compare the cost savings of trade within the EU before and after the realisation of the SMP. Of course, it takes into account the competition effect of the SMP and the integrated market but the estimated figures reflect a one-time shock to the economic system. But competition might have a dynamic effect that does not only increase growth as an absolute figure but also growth rates for the years after 1992. Baldwin, for example, states a "growth bonus" that would lead to an increase in GDP 50% larger than the static one calculated by the Cecchini group
.

But what else did the Cecchini Report not deal with? For instance, competition policy. Gains in efficiency through mergers (economies of scope), mutual R&D activities and economies of scale is only the prerequisite of higher welfare. But the success of the 1992 Programme depends on how much of these gains is passed on to consumers and how much is taken as rents by producers. Another question coming in line with this problem is whether the SMP will lead to higher R&D activities since R&D as mostly carried out by small and medium-sized enterprises (SME) and not by large companies. But when it comes to exports, it is the other way round. Here, large companies are the driving force of the market
. Concerning SMEs we have to add that one reason for them not participating very much in cross-border trade, is their lack of trained staff being familiar with foreign trade customs (incl. language)
. And, at least, there are doubts that this will change with the implementation of the SMP.

Furthermore, we restructuring policy is not a theme of the Cecchini Report. But considering short-term effects of the SMP, like unemployment, industrial adjustment processes and subsequent regional adjustment processes, a restructuring policy is needed. Newly unemployed people must be trained to get new skills needed in new industries and they should be motivated to be mobile, at least within a country. Such restructuring measures are a cost burden for governments. That, in turn, will lower the estimated gains from opening up public procurement. That brings us already to the next vague point. What will governments do with the surpluses arising from the expected gains? On the one hand, they may increase public expenditure or decrease tax rates which either stimulates public or private demand, or they may just save the money and balance their budgets, which, in the long run may lead to decreasing interest rates since governments may not any longer be that dependent on capital markets (crowding-out effects can be avoided).

So far, we only considered effects within the Union. But the Cecchini Report also suggests a deflationary effect of circa 6.1% of Union GDP. The problem, to my mind is that no reference is made to the impact of a deflation on exchange rates, say between European currencies and the US Dollar or the Japanese Yen. If there was a deflation, exchange rates (EUR/USD, EUR/YEN) would turn down which in turn would trigger a decline in exports of the Union to the respective countries. A deterioration of the terms of trade would be the effect (( decrease of GDP).

Other sources of possible gains have hardly been taken into account since the SMP had been modified in these aspects due to differences about their putting into national law, like taxation and company law
. Quite recently, a new approach has been made by France and Germany to tackle the problem of different taxation rules throughout the European Union
. But since the French and German Government are rather left we have to wait what the outcome of these harmonisation efforts will be. Harmonisation does not necessarily mean relaxation of (company) taxes.

All in all, it can be said that there is further scope for cost savings than the one presented in the Cecchini Report. But we found some further constraints to those savings, as well.

The results of the Single Market Programme

The question is: "To which extent have non-tariff barriers been removed so far and what was the effect of their removal?". Answering the question we utilize the same classification of NTBs as stated above. i.e. physical barriers (border controls), fiscal barriers (taxation procedures) and technical barriers (standards and public procurement). The results will mainly be taken from the "1996 Single Market Review"
.

Delays due to border controls were estimated at ca. 1 billion ECU per year, 400 million of which had been saved after the introduction of the SMP. For one or another reason (e.g. compulsory breaks for drivers), the estimated savings potential has only been met by 40%.

The overall treatment of taxes has not been levelled so far. Examples are double taxation of cross-border income, except those countries between which a bilateral agreement exists not to tax a company/individual in both countries, and different taxation of foreign and domestic financial services. For instance taxes on stock purchases in England (stamp duty on stocks, not on bonds) and Germany (abolishment of "Boersenumsatzsteuer" in 1990)
. The most important indirect taxation, the VAT, has been facilitated by the introduction of a transitional VAT system which lead to an annual aggregate saving of 5 billion ECU (about 0.7% of intra-EU trade in terms of value).

The first attempt to solve the problem of different standards had been made in 1979 by the European Court of Justice when the ECJ had to decide about the Cassis-de-Dijon case. The outcome was the principle of mutual recognition which, according to the CEC, affects about 25% of intra-EU trade. But we have to add that the principle itself is not an incentive to convergence of standards throughout the Union and that it is only valid subject to constraints like, for example, article 36 TEU. National attempts to introduce new legal standards can be scrutinized by the CEC beforehand and it may forbid to introduce them.

The opening of public procurement markets has led to increasing competition followed by a doubling in purchases from foreign markets within the Union to 3% of trade value. Indirect purchases from a partner country amounted to 7% from former 4%. Above all, the high tech sector is affected, with import penetration rates of ca. 7% (direct purchases) and 17.9% (indirect purchases). These rates are likely to increase in future since it is estimated that, so far, only 15% of public purchasers publish tenders.

These have been the direct effects of relaxing trade barriers (they have not yet been fully removed). And now let us see what the dynamic effects are.

Concentration, measured by C4 (concentration ratio of the four leading firms) in terms of sales, increased from 20.5% to 22.8% between 1987 and 1993
, whereby France and UK showed a decline concentration. This development is consistent with the evolvement of price-cost margins (downturn of 3.9%) and subsequent economies of scale, both resulting in an expansion of domestic production and gains in EU market share of about 2.13% for European firms. But we have to add that firms within these 15 sensitive sectors from which the sample had been taken, lost ca. 4.20% of their home market shares
.

Referring to studies from GEM-3-IM and QUEST-II, the Review states employment having increased in 1993 by between 300,000 - 900,000 above the estimates based on a development without the SMP. But here, the maximum of 900,000 additional employees is only half of the estimated figure given in the Cecchini Report, bearing in mind that we are dealing wit a short-term evolvement. In the manufacturing sector employment even declined by 5.3% due to rationalisation and due to the growth of the service sector.

Conclusion

Taking the increase of the Union GDP, which was 1.1% - 1.4% (=ECU 60 - 80 billion) above the estimation based on a situation without SMP, as a summary of the effects, we have to say that the Cecchini Report clearly overestimated the short-term impact of the 1992 Programme. But, to give a profound statement on the effect of the SMP, we have to wait for empirical data on long-term development which will allow us to comment on competitiveness of firms within Europe and on world markets and on the resulting increase of welfare and ist distribution between customers, producers and governments. Then we may come to the conclusion that the Cecchini Report underestimated the impact of the SMP.
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