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Abstract

The Single Market is one of the most important utadeng of the EU. Its establishment has
officially started in 1957 with signing the Treaiff Rome which provided a suitable basis for
creating the European Economic Community (EEC). Tegor aim of the EEC was to
establish a common market based on the “four-fregdio order to create a proper basis for a
balanced, long-term sustainable economic developnsamce 1957, the Single Market went
through several changes. The EU member statesrprepaveral action plans and strategies
in order to continuously develop it. Irrespectivelythat, the institution of the Single Market
can not bee considered as a completed procesoufjith it provides significant advantages
both for EU companies and citizens, it always lvabd improved for being able to adjust to
the continuously changing global environment.

This paper analyses the history, development am@&tbnomic effect of the Single Market.
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1.1. History of the Single Market

Based on the results achieved on the field of si@bishment and development of the Single
Market, it can be said that the Single Market ie oh the greatest achievement of the EU.
Although, its establishment was not a simple isguensures significant advantages both for
EU citizens and enterprises.

Although, March 28, 1957 can be considered as the official startiag f the Common
Market, when France, Germany, Italy and the Ben€launtries signed the Treaty of Rome,
its establishment started far earlier, directlgathe second world war.

After the war it became evident that the internalopolitical climate is defined by the

relationship between the USA and the Soviet Unkmr.this reason, the geographical region
located between the two superpowers strategicadlyaime a very important area. USA
considered West-Europe as a region that can plsigraficant role during its appearance
against the Soviet Union.

For this reason USA strongly supported West Eumopeauntries in reinforcing their

economies. Irrespectively of the American suppdviest European countries have also
endeavoured to strengthen their relationships iderorto establish a Europe which is
independent both from USA and the Soviet Union.

1.2. Treaty establishing the European Economic Community

As the result of these processes six West Europtsas, France, Germany, ltaly and the
Benelux Countires established the European Econd@wicmunity (EEC) in 1957. The
common aim of the founding states was to createomr@n Market based on a simple
economic cooperation. However, establishing requer@s necessary to realise it, political
cooperation among the founding countries was aiswitable. Therefore the EEC, through
the economic cooperation, also created the basfstiare political integration of the member
states.

According to the EEC treaty the mission of the Camity was as follow:

»1he Community shall have as its task, by estabigla common market and progressively
approximating the economic policies of member state promote throughout the community

a harmonious development of economic activitiesp@tinuous and balanced expansion, an
increase in stability, an accelerated raising @f skandard of living and closer relationship
between the states belonging to (Tteaty Establishing the European Economic Commgunit

1957)

Based on the defined mission of the EEC, it canléarly said that the EEC was more than a
simple economic cooperation. Actually, the EEC wasan aim but an instrument. Such an
instrument which allowed of creating a globally qumetitive economic community able to
ensure stable and significant rising of living stard.

The EEC basedn the free movement of persons, services, goodicaypital. These four
freedoms were the core element of the EEC treattagung 240 articles.



1.2.1. Free movements of goods

The free movement of goods and actually the whatenBmic Community have been
intended to be established by a common commeroladyp The core element of this common
commercial policy was the establishment of a custamon. The customs union was based
on the elimination of customs duties and quantiéatestrictions and on a common customs
tariff system. The execution was based on a vetgildd timetable.

Agriculture:
Due to the strategic importance of the food produacthe EEC Treaty discussed the

liberalisation of agricultural products’ trade irs@parate chapter.
1.2.2. Free movement of persons, services and capital

Concerning the regulation of persons’, servicesl aeapital’s free movement, the Treaty was
not so detailed and exact as for goods and agur@llproducts. It also signals that, although
the Treaty aimed to implement all “four freedomisie emphasis was on the implementation
of free movement of goods.

Concerning the free movement of persons, the Treagyaged the issue of workers,
enterprises and the liberalisation of company distabhent separately.

Concerning the free movement of workers, it was toaed in the Treaty that all
discrimination hampering working freely in the Comwm Market has to be abolished.
However, the Treaty did not discuss the mutualgettmn of qualifications. Without this, the
free movement of workers can be ensured only imiaed way.

The free supply of services was discussed only bagfly in the Treaty. Only 7 short articles
were dedicated to this issuem (Article 59-66). videss were grouped only in general terms.
Only one field, the transportation was separatehpleasized, which was discussed in a
separate part

The same can be said for the free movement ofatafihe Treaty discussed it very briefly
only in six articles (Article 67-73).

Transport
Due to its emphasized role in the national econang/the very different national regulation

solution of the member states the EEC Treaty dssmlighe transport in a separate article. One
of the most essential requirements of the free meve of goods is a proper transportation

policy. It is not enough to simply abolish custontids and custom clearances for ensuring
the free circulation of commodities within the CommMarket. For this reason, as in case of
the agriculture the Treaty intended to establisbraplete community transport policy.

“The objectives of this Treaty shall, with regam the subject covered by this Title, be

pursued by the Member States within the framewdr& common transport policy(Treaty
establishing the European Economic Community, 1957)

1.2  White paper



Actually, the Treaty establishing the European Booic Community can also be considered
as an ambitious long-term program, of which aim teasstablish a common Market able to
create the basis for a balanced, long-term sudtigmeconomic development.

As it was mentioned before, the member states rgigtiie Treaty intended to establish a
common market based on a customs union and onréleenfiovement of goods, persons,
services and capital in the course of a transitigpexiod of twelve yearsAs for the
implementation of a customs union the executiortgse were going very well. As the result
of the cooperation, among France, Germany, ltaly #e Benelux Countries the customs
union has been completed by Ju¥/1D68, 18 months earlier than set in the EEC Treaty

However the customs union was not equal to the cmmmarket. The EEC member states
had to do a lot yet, first of all concerning “treuf freedoms”. Namely, the free movement of
goods, services, persons and capital has not riuditerialized. Several significant steps have
been made , but a lot of obstacle remained to kbecome. For example, EEC member states
used several national regulations which had theessffect like quantitative restrictions.

To give a new impetus for the integration procdsh® EEC member states, the Commission
headed by Jacque Delors prepared and presentetingle Market Program (SMP) on the
completing the Internal Market in 1985.

The SMP paid special attention to the executing #re timing. The timing of actions
proposed by the SMP based on an exact time schegdolping them under the following
three objectives:

1. The removal of physical barriers
2. The removal of technical barriers
3. The removal of fiscal barriers

(European Commission, 1985)

After publication of the Single Market Program, tgecial idea of the Internal Market has
been also included in the Single European Act. &tfuthe Single European Act was the
revision of the Treaty of Rome. The document seD8tember, 1992 as completion date of
the Internal Market:

“The Community shall adopt measures with the airprofgressively establishing the internal
market over a period expiring on 31 December 199&ingle European Act)

1.3  Start of the Single Market

The Single Market Program adopted in 1985 gave w mepetus for establishing an
effectively operating Single Market. The membetestdave started with renewed strertgth

realize proposals set in the White Paper. As dtre$ihis new impetus the followings have
been achieved:

- 95% of the 282 proposals, 265 have been adoptddhaend of 1993;
- 93% of the adopted proposals, 246 have enteredonte from which in case of 222
temporary national arrangement was necessary



- 87% of necessary national arrangements was madd 9938

(European Commission, 1994)
Proposals accepted by the Council concerned firgll the following areas:

- Harmonization of some part of direct and indireotets, first of all excise tax
Removal of technical barriers

Ensuring free movement of capital, fiscal- and odezvices

Opening-up of public procurement

(European Commission, 1993)

Although some proposals have not been put intotipggcmade steps have materialized
results. Due to actions have been made in thisgeri

- Approximately 300 000 — 900 000 jobs have beentedea

- The EU income increased by 1-1,5% between 1987-1993

- The inflation was by 1-1,5% lower than it would lethe absence of the Single
Market Programme.

(European Commission, 1996)

These results strongly contributed to the econamio/ergence of member states and regions
with different economic development level. It istrexnely important, because stable and
long-term sustainable economic development canaeinisured without it.

Despite the results achieved until 1993, the SiMgeket was far from the perfect operation.
For eliminating still existing imperfections andlljuexploiting the potential of the internal
market the Commission prepared a strategic progerfutaking the most of the internal
market: Strategic Programme

The strategic programme contained exact legislginaposals. Furthermore, based on the
recommendations of the report on ,The internal raadéter 1992, Meeting the challenge”
(Sutherland Report) published in October, 1992paid special attention to the practical
execution and defined exact ideas on the developai¢he Single Market.

1.4  The impact of the Single Market

After 1992, both the EEC and the global economyehzhanged significantly. The Maastricht
treaty signed by twelve member states on Februyy1992 come into force on November
1%, 1993. The number of member states increasedoire rstages to 15 until 1995. The
Economic and Monetary Union has been establishdé®%9, the Euro has been introduced in
2002, ten East European countires joined the E200% and further 2 in 2007.

All of these direct changes have been accompanjiesweral global economic changes. The
globalisation of the world economy shifted into aher gear strongly reforming the
economic processes.

! The Sutherland report was requested by the Coriomiags 1992 inter alia to suggest a strategy desigo
ensure that full benefits are drawn from the irdémarket after 1992.



The European Union prepared itself for these chamgdime. For further developing and
improving the Single Market effectiveness threeg&nMarket action plan based on each
other have been prepared and executed in the pE9#i2t2006.

1.4.1 The 1997 Action Plan

It was a 18 months ambitious action plan whichrdedithe following strategic targets:
Making the rules more effective

Dealing with key market distortion

Removing sectoral obstacles to market integration
Delivering a single market for the benefit of o#tins

PwpNPE

(European Commission, 1997)

Member states started with new impetus to implertfemiaction plan which has delivered its
results. During the review prepared in Februarydli®9as clearly determined that the action
plan’s outcome:

»-...must be judged a success: in most, though riptcakes, the progress sought by the
Action Plan has been achieve@European Commission, 1999)

1.4.2 1999 Strategy for Europe’s Internal Market

After completing the 1997 Action Plan the Commissidor further improving the
effectiveness of the Single Market, prepared a-@ng strategic plan. The aims of the plan
were as follows:

To improve the quality of life of citizens

To enhance efficiency of Community products andteamarkets
To improve business environment

To exploit achievements of the Internal Market ichanging world

PwpNPE

(European Commission, 1999)

The actions necessary to achieve these strategectoies and the results were defined,
adapted and reviewed every year. During the exatuti the strategy mixed result born. The
aims of the strategy has been only partly met.

1.4.3 Internal Market Strategy: priorities for 2003-2006

The Commission presented a 10 targets action pldfaly, 2003. The strategy defined
priorities for the period 2003-2006. Its aim waséb out:

~what the European Union needs to do over the tiere years to derive maximum benefits
from the Internal Market after enlargemer{European Commission, 2003)



The timing of the new strategy was understanddi#eause the EU was before one of the
most important event of its history: 10 countriemed the EU at the same time which was the
largest single expansion of the European Union.ever

The strategy defined the following 10 targets todmhieved as priorities for 2003-2006
period:

1. Facilitating the free movement of goods
2. Integrating services markets
3. Ensuring high quality network industries
4. Reducing the impact of tax obstacles
5. Expanding procurement opportunities
6. Improving conditions for business

7. Meeting the demographic challenge

8. Simplifying the regulatory environment
9. Enforcing the rules

10.Providing more and better information

(European Commission, 2003)

The execution of the strategy showed a mixed pctWhile the member states were still
taking too long to implement Single Market direesvinto national law in 2004, this process
was very successful in 2005. After difficultiestime first half, the execution of the strategy
received a new impetus in the second half of 200& 1,9% average transposition deficit
reported in July 200@European Commission, 200@as successfully decreased to 1,2% until
year end of 200@European Commission,2007)

The number of infringements proceedings due tornecd implementation and application of
the Internal Market directives showed the sameupgctThe number of this proceedings was
1246 in November 2006European Commission, 200Q7Yyepresenting a significant
improvement compared 1 505 reported in NovembeR ZBOropean Commission, 2002)

Consequently, the strategy could be consideredsaseess.

1.4.4 Single Market after 2006

The development of the Single Market has also naetl after 2006. The member states
made huge efforts during the implementation ofltiternal Market directives.

For improving the development of the Single Markbg heads of member states decreased
the transposition deficit target from 1,5% to 1%tlbe@ European Council summit on March 8-
9, 2007. This target has to be achieved by yeaoéf609.

This step has had its immediate effect. By Noven#f}€7 the average transposition deficit
decreased to 1,2% from 1,6% reported in June ZBQiropean Commission, 2008)his
positive tendency continued in 2008 and 2009. liespf the global economic recession
started in September 2007, the transposition dediecreased further to 1% by November
2008 (European Commission, 200@hich average level has also been successfullyeded

in the half of 2009.



As for the infringements proceedings due to inadrrapplication of Internal Market
directives, the member states were less successfuthis field. The number of these
proceedings was 1 326 in November 20@8Riropean Commission, 20Q9Vhich can be
considered as a significant increase compared#6Ireported in November 20Q0Buropean
Commission, 2007)

1.5 The economic effect of the Single Market

Although, the targets of the before detailed stjig®e have not been in time and fully
achieved, it is indisputable that the Single Maitke&dl and has an extremely significant role in
the strengthening of the European Union’s roleneworld economy. Results achieved in the
first 15 years of the Single Market can be congdeas significant from all aspect. As the
result of the Single Market’s establishment:

= Prosperity increased: the Single Market added 2t@%he EU GDP growth in the
period 1992-200@lIzkovitz, F., Dierx, A., Kovacs, V., Souse, N)20

= More jobs created: in the same period, the Singékiet has created 2,75 million
extra job which resulted 1,4% gain of the employmam EU level.(lizkovitz, F.,
Dierx, A., Kovacs, V., Souse, N, 2007)

= Greater freedom to study abroad: in the period 1833 1,2 million people
completed part of their studies in abrd&tdiropean Commission, 2007)

= More opportunities to live and work in abroad: mtran 15 million EU ctitzens have
moved to another EU country to work or to enjoyirtheetirement (European
Commission, 2007)

= Wider product and service choice: 73% of EU citezéhnink that the Single Market
has had a positive effect on the product offarropean Commission, 2006)

= Decreasing prices, price convergence: free movenoénproducts and services
significantly contributed to the decrease of prieeels, especially on the field of
internet, air transport and telecommunication (ba field of communication the
prices decreased by appr. 27% between 1997-20@6joahe price convergence (see
Figure 1)(European Commission, 2006)

Figure 1: Price convergence within the EU (1996-2@0)
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Increasing intra-EU trade: Removal of internal frers, ensuring of free movement of
goods significantly contributed to the developmehintra-EU trade, to the market
integration (see figure 2)

Figure 2: Trade integration of goods and sevices, EU 27 (as @ GDP, 2002-
2006)
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the index increases over time it means that thenttplzone is becoming more integrated within the
international economy.

Source: Own calculation based on Europe in statiskEurostat yearbook 2008, page 354

Upward trend in the intra-EU Foreign Direct Investrh (FDI) intensity: Due to
creating legal and practical framework necessarphéofree movement of capital the
intra-EU FDI intensity has showed a strong upweaedd (see Figure 3)

Figure 3:Intra-EU FDI intensity (as % of GDP)
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Beyond materialized economic results, enterprigesdcalso profit from the Single Market.
Namely:

= Due to the 2004 enlargement, the total populatioth® Single Market increased
to 500 million. This means a significant extra Imesis potential to the EU
companies.

= The enlarged Single Market created lots of oppdtiesifor companies to improve
their economies of scale.

= The establishment, acquisition and merger of comegabecame more simple. It
also became possible to establish a so called fieam Company”.

= Due to liberalisation of public procurements EU @amies can participate on any

public procurement tenders launched by any menth&ssand submit offers.

Control at internal frontiers has been eliminatearder bureaucracy and related

costs has been abolished having a positive effecbgorate profits.

1.6  The future of the Single market

The future success of the Single Market is stromiglgends on how it can adjust to the new
challenges ahead. In order to improve the effentgs of the single Market and to ensure its
long-term success the most important task arelksvis

Strengthening the position of citizens, consumérs: global downturn hit not only the
economies of the EU member states but it also igasfisant effect on the everyday life of
EU citizens. Due to increasing unemployment, livisgandard of several families has
decreased drastically. Therefore, one of the nmogbrtant tasks of the EU isstrengthening
consumers’ and citizens’ position and confidenceipuhe Single Markeby (i) responding

in a better and more effective way to the expemtatiand concerns of citizens, (ii) creating a
well functioning consumer protection policy and fi) ensuring effective legal redress
opportunities

Improving and strengthening the situation of SMEisice these companies, based on the
number of employees, have significant importan88%(SCHMIEMANN, M, 2008) of EU
companies are SMEs employing 67,4% of the EU woddqSCHMIEMANN, M, 2008).
The situation of SMEs can be strengthened and iverdirst of all by (i) developing SME
friendly regulatory environment, (ii) improving SMEccess to financial sources and funds,
(i) helping SMEs to go abroad, (iv) improving SKlrofessional skills, (v) inspiring SMES’
innovation activities and by (vi) ensuring moreeetive protection for intellectual properties
of SMEs

Inspiring knowledge and innovatiom order to fully exploit the achievements of thidie
Market both EU companies and citizens have to beuative. The innovation can be inspired
by (i) applying innovative information and telecomnncation technologies, (ii) ensuring free
movement of innovative, new ideas, (iii) by estsiiing a European research area helping and
insipiring researcher mobility, protects intellemityroperties and creating the requirements
necessary to the the free movement of knowledgersmavation as the “fifth freedom

Making more effective actions, koordination and rwoig in order to ensure the effective
execution and proper coordination of the propoaatfsng the better operation of the Single
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market. This can be realised by (i) mapping probligenareas, (ii) developing effective
industry and market monitoring methods, (iii) bypppng “to-the-point” actions and (iv)
improving the cooperation among national and EUlliegry bodies.

Improving information flow, communicatido improve the information basis of enterprises
about their opportunities ensured by the SingleKdiarlt can be achieved by (i) increasing
the number of public services helping better oagah within the Single Market and by

making more effective the communication betweeionat and EU institutions.

Putting more emphasize on the environmental diroersy (i) inspiring the spreading of

environment-conscious thinking and (ii) creatingper regulatory environment for “eco
industries” having significant job creating poteihti
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