
The Romanian Economic Journal 

 

Year XIII, no. 36                                                                             June 2010 

79 

 

 

The Revitalisation of the 

EU’s Single Market 
 

Cătălin Ploae
∗∗∗∗  

The aim of this paper is to analyse the effects of the implementation of the Single 
Market and to propose ideas on how its potential can be better revitalized in 
times of economic crisis. First, the paper offers a broader perspective to the 
analysis of the Single Market by exploring its close links to the rapidly changing 
economic environment due to the global economic crisis. Second, it puts together a 
comprehensive body of empirical evidence, based on the analysis of EU FDI flows 
and trade in services which allows for a thorough analysis of what has been 
achieved in terms of European economic integration.  
Overall the paper concludes that the Single Market is a powerful instrument to 
promote economic integration and to increase competition within the EU and that 
it has been the source of large macro-economic benefits. Building on the evidence 
and analysis provided, the paper concludes with suggestions to redesign the 
policymaking for the Single Market in the future, having in mind the statements 
presented in the Draft Report (issued on 22nd of March 2010) on Delivering a 
single market to consumers and citizens (2010/2011(INI)) “The new agenda 
for the single market must be formulated in such a way as to enhance social 
justice, ensure market integrity, foster innovation and welcome the new digital age 
- all of which will enable the single market to have an edge over other major 
global economies.” 
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Introduction 

The European Union and its Member States have been engaged in a 
process of market integration over a long period. A key objective of 
economic integration has been the removal or elimination of barriers 
between Member States' markets. A cornerstone of this process was 
the adoption and implementation of a major legislative programme, 
the Single Market Program, resulting in the elimination of non-tariff 
trade barriers by 1st January 1993. The removal of these barriers was 
targeted at creating a large integrated market for goods and services, 
allowing the acquiring of economies of scale. The fiercer competition 
in this integrated market was expected to result in efficiency gains. It 
was also aimed at providing increased incentives for European 
producers to invest in product and process innovations, thereby 
improving the dynamic efficiency of the European economy. For 
European consumers, the Internal Market was also seen as a source of 
benefits through wider choice and lower prices. 

While the Internal Market has contributed to promote integration and, 
to a certain extent, competition within the EU, its potential has not 
been fully exploited. Initial expectations that the Internal Market 
would be a launching pad for a more dynamic, innovative and 
competitive economy at world level have not been met. Moreover, the 
crisis underscored the close links and spill-overs between the national 
economies, particularly in the euro area. Reforms, or the lack of them, 
in one country affect the performance of all others, as recent events 
have shown; furthermore, the crisis and severe constraints in public 
spending have made it more difficult for some Member States to 
provide sufficient funding for the basic infrastructure they need in 
areas such as transport and energy not only to develop their own 
economies but also to help them participate fully in the internal 
market.  
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EU Internal Market Policy  

One of the most remarkable successes of European integration so far 
has been the creation of the single internal market. The Single Market 
is the core as well as the motor of European integration. Its 
establishment at the beginning of 1993, created an area free of internal 
borders where the four basic freedoms apply – free movement of 
goods, people, services and capital.  The four freedoms enshrined in 
the EC Treaty enable European enterprises and citizens to profit 
directly from the advantages of the EU. A well functioning Single 
Market without barriers is a political and business priority. 

The Internal Market has produced great benefits for the European 
economy over the period 1992-2006, with estimated gains around 
2.2% of the EU GDP and the creation of 2.75 million extra jobs. The 
single market initiative was much more than just an economic policy 
decision. From the beginning, it was accompanied by a social and 
regional policy agenda and backed up by EU structural funds.  

The free movement of goods enables nearly 500 million EU citizens 
and entrepreneurs to buy and sell goods freely throughout the 
European Union. The free movement of people means that EU 
citizens have a free choice of the country where they want to study, 
work, or live. The free movement of services guarantees European 
entrepreneurs the right to provide and market their services anywhere 
in the EU under the same terms and conditions as in their home 
country. The free movement of capital allows citizens and businesses 
to freely invest, transfer funds and save. 

As part of the first pillar of the Maastricht Treaty, the Internal Market 
Policy has achieved its specific position within the EU. The benefits of 
a functioning internal market for both citizens and businesses of all 
EU member states include economic competition and a competitive 
environment, which are beneficial because they bring a wider choice 
of products at lower prices and millions of potential customers. 
Deepening the four basic freedoms in the EU' s internal market also 
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helps to achieve improved economic growth, a higher life standard 
and a stronger position for Europe in the international arena.  

However, a truly integrated Internal Market is not yet a reality - as 
barriers remain in many sectors, particularly for goods and services. 
This state of affairs often negatively affects companies -especially 
SMEs. 

 

The changing environment of the Internal Market 

The environment in which the Internal Market operates in the 21st 
century is very different from the context of the Internal Market at the 
beginning of the 1990s. First, this environment has been modified by 
the growing importance of services and the fast development of 
information and communication technologies (ICT). Services account 
for 70% of employment and value added but only for 20% of intra-
EU trade, indicating their low tradability within the EU. Labour 
productivity growth in services is generally lower than in the US, 
except in sectors such as telecommunications which have been opened 
up to competition. With the increased tradability of services, 
competition at world level has increased and improvements in the 
competitive performance of the European services sectors have 
become more urgent. Moreover, as some of these sectors, such as 
telecommunications, transport, energy and financial services, provide 
inputs to a large number of other economic activities their 
performance has implications for the competitiveness of the 
European economy as a whole. 

Second, the creation of the EMU has reinforced the integration and 
the competition effects of the Internal Market by reducing the costs of 
cross-border activities (elimination of the costs of managing multiple 
currencies and of exchange rate risks) and by increasing the 
transparency of prices. However, the relations between EMU and the 
Single Market go in both directions. A well functioning and flexible 
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Internal Market which allows for a rapid market based adjustment in 
the case of shocks is essential for a smooth functioning of EMU.  

More competitive product markets are essential in ensuring price and 
wage flexibility in EMU. Labour mobility can also contribute to 
facilitate adjustment in EMU but it has remained rather low in the EU. 

Third, since the early 1990s, several rounds of enlargement have taken 
place leading to the expansion of the Internal Market. In particular, 
the recent accession of ten new Member States substantially increased 
the size of the Internal Market, while constituting at the same time a 
challenge to its proper functioning. On the one hand, the accession of 
the central and eastern European countries has increased the pool of 
consumers and has provided firms with additional opportunities to 
draw on a wider range of comparative advantages characterising the 
different Member States. This is a source of further dynamism and 
efficiency in the Internal Market. On the other hand, while the 
economic changes induced by this enlargement have been absorbed 
quite smoothly and there is no evidence of disruptive impacts on the 
product and labour markets, the increased divergence among the 
EU27 members has augmented the risks of tensions within the 
Internal Market, such as in the areas of the opening up of services 
markets, tax competition and migration flows. 

Finally, rising international economic integration has increased the 
competitive pressures faced by European companies. On the one 
hand, the EU is confronted by the dominance of the US in sectors 
with high knowledge content. On the other hand, strong competitors 
also emerge in Asia. China, industrialising with a large and growing 
stock of foreign direct investment together with its own scientific 
base, has begun to compete not only in low but also in high value-
added manufacturing goods. India’s challenge is no less real — 
notably in the service sector where it is a big beneficiary of the ‘off-
shoring’ or ‘outsourcing’ of service sector functions with an enormous 
pool of educated, cheap, English speaking workers. The potential 
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rapid growth of the Chinese and Indian economies creates not only 
new competitors to Europe, but also offer new opportunities with 
their vast and growing markets. A large and competitive Internal 
Market is a necessary prerequisite for Europe to fully seize these 
opportunities because it contributes to create a business environment 
providing incentives for firms to improve efficiency and invest in 
innovation. 

Globalisation and enlargement are rapidly changing the context in 
which the Single Market operates. Enlargement makes the EU more 
diverse and at the same time makes it more difficult to ensure 
adequate and uniform implementation of the Single Market. It also 
strengthens European competitiveness and so far there is no sign of 
an inability on the part of the EU-27 to compete in world markets. 
But the Single Market will have to facilitate and promote in future a 
more rapid pace of economic change. 

 

Some microeconomic effects: Internal market still accounts for 
more than 50 % of EU foreign direct investments and trade in 
services 

The consolidation of the Internal Market and the introduction of the 
Euro are expected to deliver welfare gains that result from associated 
profound micro-economic changes, notably in terms of competition 
pressure, price setting behaviour of firms and changes in specialisation 
patterns. 

The reduced barriers to cross-border flows of products and factors 
and the associated increase in price transparency across Member States 
reinforce competition pressures within the EU and contribute to 
higher productivity levels and greater competitiveness via three main 
channels:  

(i) increased allocative efficiency, which results from forcing 
firms to set prices lower and closer to marginal costs, reducing 
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monopoly rents and distortions in the allocation of resources while 
pushing total output closer to the social optimum level;  

(ii) increased productive efficiency, due to the fact that 
inefficiencies are more strongly penalised in the marketplace;  

(iii) enhanced dynamic efficiency, which results from the 
greater incentives to invest in the adoption and development of 
product and process innovations. 

While it is still too early to draw definite conclusions about longer-
term effects, existing empirical evidence allows a first investigation of 
the short and medium term changes triggered by the integration 
process. What emerges from the available evidence is somewhat of a 
mixed picture: while the Internal Market has helped to promote 
integration and, to a certain extent, competition within the EU, it has 
been relatively ineffective as a driver of innovation. The potential of 
the Internal Market has therefore not yet been fully exploited. 

In the last decade, the structure of Europe’s economies has changed 
substantially. The emergence of a single market as an outcome of 
economic integration has contributed to the growth of trade and 
investment. Increasing liberalisation and competition have led to 
increasing cross-border penetration of economic activity. Trade 
liberalisation is usually complementary to foreign direct investments 
(FDI). Location choices for European Union firms are wider within 
an integrated single market. Moreover, the single market raises the 
scope for production rationalisation and the building of a regionally 
integrated network of affiliated firms under common ownership, 
taking advantage of local supply differentiation, free intra-firm trade 
and the lowering of cross-border coordination costs thanks to inter-
country convergence of institutions and policies. However, the current 
financial and economic crises have significantly subdued the cross-
border transactions in general. 

The link between EU economic integration and FDI flows is not 
straightforward. A priori the absence of substantial differences in 
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factor endowments across Member States prevents large scale shifts in 
the location of industries associated with inter-industrial specialisation 
and intermediate trade based on differences in terms of comparative 
advantages. Hence, the Internal Market can be expected to have a 
stronger impact in terms of promoting cross-border trade rather than 
intra-EU FDI flows associated with multi-plant production. 

In services, particularly in the non-tradable sectors, FDI oriented 
towards serving local markets is expected to increase as cross-border 
investments become the main option of market entry across the EU 
following opening of these sectors to cross-border competition. 
Services are increasingly important in the Internal Market. They 
account for about 70 % of gross value added and 69 % of 
employment in the EU-27. In recent decades their importance to the 
EU economy has risen steadily. The dismantling of non-tariff barriers 
and the establishment of free market entry in service sectors such as 
banking, financial services, telecommunications, etc. have made it the 
largest target sector for FDI as well. 

In 2008, the EU Member States invested outside their economic 
territory a total amount of EUR 788.5 billion, out of which 
investments in other Member States (intra-EU) amounted to EUR 
434.2 billion. That means that the Internal Market accounted for 55.1 
% of total outward investments. In the case of inward investments the 
share of the Internal Market was much higher, namely 65.0 %. With 
trade in services, the corresponding shares for exports and imports are 
57.3 % and 59.2 % respectively. The bellow table shows that intra-EU 
shares of investments and trade in services have decreased over the 
last five years. In the case of outward flows it went down from 61.5 % 
in 2004 to 55.1% in 2008, while for inward investments it fell from 
76.1 % to 65.0 % over the same period. The drop in the share of intra-
EU trade in services was much less accentuated, both for exports and 
imports. This partly reflects the integration of the 12 new Member 
States in the EU Internal Market in the early years after their 
accession, but also the relatively enhanced interest in economies 
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outside the EU in recent years. Factors in favour of the latter are the 
lower production costs, expanding resource potential and user 
demand in extra-EU markets. 

 

 
Source: Eurostat Statistics in Focus 56/2009 Table - Share of intra-EU and extra-
EU in EU FDI flows and trade in services, % 

 

The Internal Market fatigue  

In the last few years, the EU has suffered from an internal market 
fatigue. Although legally and technically, it was as crucial as ever in 
many domains, it was no longer regarded as a driver of economic 
integration. Inspiration for addressing the EU's socio-economic 
problems was found elsewhere whilst 'more' internal market assumed 
a lower priority when catering for the needs of today and tomorrow. 
Moreover, the message that the single market appeared to be still far 
from ‘single’ became a hard sell two decades after the famous 1985 
White Paper “Completing the internal market”. By 1993 all the 
deliverables of that landmark initiative were adopted; indeed, much 
more had been done, including e.g. the beginning of the opening of 
the network markets. Since that date numerous additional initiatives 
have been undertaken such as further deepening of the internal market 
for network industries, a single market action plan in 1997, two 
success ive internal market strategies led by Commissioner 
Bolkestein, the Financial Services Action Plan (2000-05) aimed at 



The Romanian Economic Journal 

 

Year XIII, no. 36                                                                            June 2010 

88 

deepening the internal market for financial services and capital and the 
horizontal services directive 2006/123 (also known from the proposal 
by Bolkestein). Many scattered initiatives can be remembered as well, 
to wit, the modestly successful outcome of the debates on the taxation 
of savings directive, progress on selected aspects of intellectual 
property rights, a technical VAT reform and the European Company 
Statute, amongst others. 

No wonder that every new attempt to declare the internal market 
'incomplete' seemed less inspiring to many at the political level. 
Advocacy became harder, too: precisely when the EU machine began 
to require ‘evidence-based’ policy-making, it also turned out to be 
unusually difficult to supply convincing empirical economic analysis 
on the shortcomings of the single market to impress EU political 
leaders and social partners. 

The single market fatigue is exemplified most clearly by the November 
2007 internal market review1 and its follow-up. At that date, the 
European Commission presented a crucial Communication document 
entitled “Internal Market for Europe in the 21st Century” on the future 
characteristics of the internal market and additional directions for the 
EU's actions in this area. This Communication concludes the Single 
Internal Market Review, which was commenced in 2006. The 
European Commission is carrying out an assessment of the successes 
achieved so far in the internal market and is establishing a strategy for 
the development of the internal market in the future. The European 
Commission considered the internal market to be basically completed 
                     
1 COM (2007) 724 of 20 November 2007, A single market for 21st century Europe ; accompa-

nied by several other COM SEC Staff papers on e.g. instruments for a modernised single mar-

ket policy, a new methodology for product market and sector monitoring / screening, initiatives 

on retail financial services, the external dimension, a progress paper on services of general in-

terest and an interesting FAQ Staff paper on the application of public procurement rules to so-

cial services of general interest. COM (2007) 725 on Services of general interest, including 

social services, was also an element of the package. A Commission initiative on better imple-

mentation of EU law slightly pre-dates the November package and is, by definition, wider than 

the internal market; nevertheless, it can be regarded as a complement to the November review [ 

COM(2007) 502 of 5 September, A Europe of results –applying Community law] 
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and intends to focus on improving the quality of its functioning, in 
particular, removing the remaining barriers and new barriers emerging, 
for example, as a result of dynamic technology progress or the gradual 
enlargement of the EU. 

The most significant political measures arising from the 
Communication include  assistance to consumers in the cross-border 
exercise of their contractual rights, a proposal for regulating small 
entrepreneurs, improving the information provided to small 
businesses and  consumers and clarifying the application of EU rules 
for services (e.g. retail financial services). EU member states have 
decided to monitor the progress attained in fulfilling the new strategy's 
objectives annually. 

This Review has remained intentionally low-key and functional, which 
probably has hindered effective political communication and 
awareness for the EU at large. And its follow-up has been technical 
and mainly administrative, which is not to say that it was useless. The 
follow-up of the Review had little to show after one year,1 except for 
initiatives pre-dating the Review itself and, given its low-key nature, 
some incremental change of a technical and administrative character. 
In 2009 when the crisis hit the EU with full force, the functional and 
gradual approach of the review was completely overshadowed by a 
flurry of regulatory proposals on financial regulation and (micro- and 
macro) prudential supervision and by the firm resolve to prevent the 
internal market from being fragmented by creeping protectionism via 
state aids or discrimination. The latter resolve is one of the good signs 
for the future of the EU: its hard core, the internal market, was 
suddenly remembered as its greatest asset, deserving proper and 
common custody.  

The follow-up of the Review eventually faded away as a result of the 
uncertainties surrounding the ratification of the Lisbon Treaty and the 

                     
1 SEC (2008) 3064 of 16 December 2008, Staff Working Document, The Single Market Re-

view: one year on 
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delay in the formal appointment of the new Commission. For the 
internal market, 2009 was basically a lost year. 

Suddenly, however, the single market seems to have climbed back up 
the EU political agenda again. Its rediscovery by the political 
leadership in Europe may well be due to the perceived role of the 
single market in the financial crisis. Reliable access for goods, services, 
capital, even migrants and technology to some degree, combined with 
credible EU governance by means of rules and institutions, seems to 
have comforted national governments and European business, amidst 
financial turbulence, risks of protectionism in the world and the loss 
of trust almost everywhere.  

 

The Single Market for Europe in the 21st Century  

A stronger, deeper, extended single market is vital for growth and job 
creation. However, current trends show signs of integration fatigue 
and disenchantment regarding the single market. The crisis has added 
temptations of economic nationalism. The Commission's vigilance and 
a shared sense of responsibility among Member States have prevented 
a drift towards disintegration. But a new momentum – a genuine 
political commitment - is needed to re-launch the single market, 
through a quick adoption of the initiatives mentioned below. Such 
political commitment will require a combination of measures to fill the 
gaps in the single market.  

Every day businesses and citizens are faced with the reality that 
bottlenecks to cross-border activity remain despite the legal existence 
of the single market. They realise that networks are not sufficiently 
inter-connected and that the enforcement of single market rules 
remains uneven. Often, businesses and citizens still need to deal with 
27 different legal systems for one and the same transaction.  

To gear the single market to serve the Europe 2020 goals requires well 
functioning and well-connected markets where competition and 
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consumer access stimulate growth and innovation. An open single 
market for services must be created on the basis of the Services 
Directive, whilst at the same time ensuring the quality of services 
provided to consumers. The full implementation of the Services 
Directive could increase trade in commercial services by 45% and 
Foreign Direct investment by 25%, bringing an increase of between 
0.5% and 1.5% increase in GDP.  

Access for SMEs to the single market must be improved. 
Entrepreneurship must be developed by concrete policy initiatives, 
including a simplification of company law (bankruptcy procedures, 
private company statute, etc.), and initiatives allowing entrepreneurs to 
restart after failed businesses. Citizens must be empowered to play a 
full part in the single market. This requires strengthening their ability 
and confidence to buy goods and services cross-border, in particular 
on-line.  

Through the implementation of competition policy the Commission 
will ensure that the single market remains an open market, preserving 
equal opportunities for firms and combating national protectionism. 
But competition policy will do more to contribute to achieving the 
Europe 2020 goals. Competition policy ensures that markets provide 
the right environment for innovation, for example through ensuring 
that patents and property rights are not abused. Preventing market 
abuse and anticompetitive agreements between firms provides a 
reassurance to incentivise innovation. State aid policy can also actively 
and positively contribute to the Europe 2020 objectives by prompting 
and supporting initiatives for more innovative, efficient and greener 
technologies, while facilitating access to public support for investment, 
risk capital and funding for research and development.  
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Mario Monti’s Report – The ‘saviour’ of the Single Market  

President Barroso asked former (Internal Market) Commissioner 
Mario Monti to come up with suggestions in a report in April 2010. 
Monti did not have to wait for the appointment of the Commission as 
a whole and has been actively exploring a number of options whilst 
e.g. Mr. Barnier was forced to wait in the wings for several months. 

The EU2020 strategy, in process since the autumn, pays explicit 
attention to the internal market in several ways.1 After pleading for 
three overriding priorities (smart, sustainable and inclusive growth) 
and setting out seven ‘flagship initiatives’, it recalls ‘the single market 
for the 21st century’ (the label of the Review of November 2007). The 
Commission calls for "… a new momentum – a genuine political 
commitment - […] to relaunch the single market". (p. 18). The 
approach consists of filling 'gaps' in the single market and resolving 
'bottlenecks'. Although entirely in the long internal market tradition of 
programming lists of problems to be tackled one by one, the selection 
of single market items made in the EU2020 strategy may not be 
perceived as adding up to a 'strategy' at all. ‘Re-launching’ the single 
market requires first of all a vision, perhaps in a wider framework 
(strategy?) for the EU economy and society by 2020. Though the 
EU2020 strategy has been presented in a widely-agreed medium-term 
perspective for political leaders, the crucial role and place of the single 
market therein is anything but clear. It is underlined that new services 
over the internet have huge potential and the EU ought to overcome 
the fragmentation that currently blocks the flow of on-line content 
and access for consumers and companies. Moreover, the horizontal 
services directive forms a good, first step (especially with respect to 
services establishment) to stimulate deeper intra-EU economic 
intercourse in this vast group of markets. Furthermore, there are 
'bottlenecks' for digital Europe in liability, warranties, delivery and 

                     
1 COM (2010) 2020 of 3 March 2010, Europe 2020 – a strategy for smart, sustainable and in-

clusive growth. 
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resolution, and the EU (here, EU countries) should move faster in 
realising EU model contracts for consumers and/or an optional 
European Contract law. So far, the single market section in EU2020 
does not link up with the November 2007 initiatives (despite the 
identical heading employed) such as 'evidence-based' and targeted 
resolution of 'malfunctioning' of the internal market, as was 
accomplished for the food chain.1 

In the Digital Agenda for Europe, the Commission speaks about a 
'digital single market'. Whatever this 'concept', proposals include a 
stable legal framework for high-speed internet infrastructure and 
services, efficient spectrum policy (although Member States would not 
have any of it in the telecoms package enacted in November 2009) 
and a 'true single market for online contents and services' with e.g. 
clear rights regimes.  

In the fourth flagship initiative (Resource Efficient Europe), one 
observes a framework for the use of market-based instruments, the 
modernisation and decarbonisation of the transport sector and the 
focus on typical EU interests in addressing infrastructural bottlenecks 
(that is, cross-border sections and inter-modal nodes), besides the 
removal of environmentally harmful subsidies (even though that is 
listed under 'Member States'). 

Finally, in the sixth flagship (An agenda for new skills and jobs) and 
despite the inevitability of intergovernmental cooperation in most 
areas, one finds a modernisation of EU labour regulation and a 
'forward-looking and comprehensive labour migration policy'.  

Another important aspect is the separate section emphasizes the 
priority "… to restore a solid, stable and healthy financial sector". Why 
this is not called by its name – a properly functioning internal market 
for financial services and capital – is anybody's guess. 

                     
1 COM(2009) 591 of 28 October 2009, A better functioning supply chain in Europe, and a se-

ries of COM SEC 

Staff working papers. 



The Romanian Economic Journal 

 

Year XIII, no. 36                                                                            June 2010 

94 

Mario Monti's proposals may well stimulate greater awareness of 
today's relevance of further deepening and widening the internal 
market. It is likely to push the single market still higher up the political 
agenda of the Commission, the European Council and the European 
Parliament.  
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