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Britain has already enjoyed enormous economic 
benefits from its membership of the European 
Union: more jobs, more trade, and lower prices; 
in short, more prosperity for British business 
and consumers. It is sometimes easy to take 
these benefits for granted, but they did not just 
spontaneously occur, they were the result of long 
and sometimes painful negotiations to free  

up European markets. For years Britain has been at the forefront of 
these negotiations, consistently pressing for barriers to trade to be 
reduced, for more sensible regulation, and for a stronger competition 
framework. Much has been achieved over the years, but there is still 
much to do. 

This pamphlet outlines the potential benefits of further economic 
liberalisation and reform. For example, removing the remaining 
barriers in the Single Market could mean that, at current prices, 
the average European citizen would find themselves roughly £400 
per year better off. But as ever, these benefits will not be realised 
without a determined and sustained commitment from Europe’s 
governments to press forward with further economic reforms and 
liberalise Europe’s markets. We are ready for that challenge and, 
with the help of a committed and engaged British industry, we shall 
continue to champion economic openness in Europe. 

We have been most successful in Europe when we have had a really 
good understanding of the impact of policies on those they really 
affect, and in the case of economic reform that includes business. 
That is why we at BERR are determined to deepen our dialogue with 
business on European issues and become the voice of business  
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As the biggest single market in the world, with almost 500 million 
people (greater than the combined population of Japan and the USA) 
and generating total GDP of over €12 trillion, the European Union is 
a major market for UK products and a real economic power in the 
global marketplace. 

The EU is the UK’s most important trading partner and presents a 
fantastic opportunity for UK businesses. The EU accounts for 56% 
of total trade and around 63% of British goods exports in 2006, 
worth approximately £150 billion (an increase of 27% on 2005). 

Chart 1: Major UK trading partners by value, 2006 
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More than 30 million jobs in Europe are involved with trade within 
the Single Market and approximately 3 - 3.5 million British jobs are 
linked (both directly and indirectly) with exports to the EU. 

By removing the outstanding barriers to trade and investment within 
the EU and advancing the process of economic reform, the external 
competitiveness of the EU can be improved. In turn, UK businesses 
and consumers benefit through: 

•	 Increasing	the	size	of	the	EU	market	for	UK	exporters	 
and investors; 

•	 Reducing	the	obstacles	to	trade	for	UK	exporters;	and 

•	 Increasing	access	for	UK	businesses	and	consumers	to		 	 
products and services at competitive prices. 

For certain issues, it may be more suitable to pursue policies 
at an EU, rather than national, level – consumer protection and 
environmental issues are two such examples. 

Consumer safety is a fundamental concern for business, as products 
that may cause harm or injury may destroy business reputations, 
or lead to a loss of goodwill, higher production costs and ultimately 
loss of profits. The EU can help sustain standards and consumer 
confidence by providing a framework for efficient market surveillance 
over a range of products across the whole European market. 

Issues relating to the environment have consequences that impact 
beyond national borders, therefore national action can only have a 
limited effect. Co-ordinated action at an EU level offers far greater 
scope to address the problem and offer world leadership. 
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Potential solutions to the problem of climate change, such as 
alternative fuels and low-carbon technologies, need large markets, 
as these offer the necessary returns to scale for the required 
investment, as well as giving us the collective weight to affect 
international debate. 

Membership of the EU also gives us a powerful global voice on 
a whole range of economic and political issues. This is crucial as 
the balance of economic power shifts to reflect the increasing 
importance of the Asian economies. Asia’s collective share of 
world GDP is expected to reach 30% by 2020, with China and India 
predicted by then to be the 2nd and 6th largest world economies. 
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The EU as a driver 
of prosperity

As outlined above, EU prosperity and UK prosperity are inextricably 
linked. Further market integration and EU economic reform are 
therefore in the UK’s interests, as a more prosperous Europe leads 
to a richer UK. 

Raising Europe’s growth potential requires making progress in 
both job creation and productivity growth. After lagging behind US 
productivity growth for more than a decade, productivity growth 
(output per employee) in the EU has recently accelerated, reaching 
1.5% in 2006, compared with an annual growth rate of 1.2% 
between 2000 and 2005, according to the European Commission. 

While some of this recent upturn is thought to be cyclical, structural 
reforms have also played a part – almost 6.5 million new jobs have 
been created in the last two years and another 5 million jobs are 
expected to be created by 2009. 

The Lisbon Strategy 
The primary mechanism for economic reform in the EU is the Lisbon 
Strategy, which focuses on 4 key areas: knowledge & innovation; 
unlocking business potential; investing in people & modernising 
labour markets; and energy/climate change. 

These reforms are consistent with the Government’s own 
programme of macroeconomic reform: to deliver strong and 
sustainable economic performance and employment growth, 
consistent with sustainable development. 

Lisbon reforms also support the Government’s objectives at 
the microeconomic level through the five drivers of productivity 
– investment, innovation, skills, enterprise and competition. 
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The Netherlands Bureau for Economic Policy Analysis estimates that 
meeting all Lisbon targets would result in an increase to UK GDP of 
around 7% by 2025. Based on current GDP levels, such benefits are 
likely to significantly exceed £100 billion, benefiting every UK person 
by over £1,500. 

Within this, individual policy areas can have a significant effect 
– for example, the European Commission predicts that if Member 
States achieve their Lisbon targets for R&D investment by 2015 and 
maintain their achieved R&D intensity, GDP will increase by 4.1% 
(over £50 billion in total; around £1,000 per person) and Total Factor 
Productivity by almost 6% by 2025. 

The Single Market 
The Single Market is a powerful tool to bring the benefits of 
globalisation to European business and consumers, in addition to 
delivering the Lisbon goals of growth and jobs. 

In a more competitive market, firms have the incentive to keep 
improving and investing, leading to lower prices, increased choice 
and innovation, which raises overall competitiveness. 

The Single Market has proved particularly successful at promoting 
additional trade, rather than simply diverting existing trade between 
Member States. 

The Single Market demonstrates that openness and increased 
competitive intensity can generate significant economic gains. The 
European Commission has done work on estimating these benefits, 
some of which are detailed below: 

•	 EU	Gross	Domestic	Product	(GDP)	in	2006	was	2.2%	higher	 
(€223 billion, £155 billion) than it would have been without the 
Single Market, representing an average increase in benefits to 
consumers of €480 (£360) per head. 
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•	 EU	employment	has	grown	(1992-2006)	by	1.4%	(an	extra	2.75	 
million jobs) thanks to the Single Market. Total factor productivity 
in the EU has increased by 0.5%, with evidence that productivity 
in some sectors of the EU economy has increased by up to 2%. 

•	 Intra-EU	trade	has	increased	as	a	percentage	of	EU	GDP	from	 
less than 25% in 1993 to 35% in 2005. The average cost 
for setting up a business in the former EU15 has fallen from 
€813 in 2002 to €554 in 2007 and the time associated with 
administrative procedures has also been reduced, from 24 days 
in 2002 to about 12 days today. 

Other mechanisms 
The EU also has other initiatives driving competitiveness and growth 
– for example, as a result of the 7th Framework programme for 
Research and Technological Development (2007-13), there is an 
increase in EU’s research expenditure by 75%. 

Under the new Competitiveness and Innovation Programme 
(2007-13), the EU loan guarantee scheme will provide €1.1 billion per 
year for SMEs - this almost doubles the annual funding previously 
available and the European Commission expects that this will lead to 
overall funding of €30 billion across the EU. 
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Priorities for the  
Single Market

The Single Market has the potential to bring about further 
improvements in EU productivity, but achieving this will require 
further market integration and strengthening of competition. 

In addition to the substantial benefits identified above, it is estimated 
that there is still much that could be done to deliver even further 
benefits for UK consumers and businesses. It is estimated by the 
European Commission that removing the remaining barriers that 
exist within the Single Market would to lead to a further increase in 
EU GDP of 2.2% and the creation of an additional 2.75 million jobs 
across Europe. 

The Single Market for goods is the most complete but there is 
significantly more work that needs to be done in relation to services 
and financial markets. 

Services 
Although the services sector in Europe accounts for 70% of GDP, 
68% of employment and 96% of the new jobs created, it represents 
only 20% of intra-EU trade. The Services Directive – which should 
start to open up the market for services across the EU following its 
implementation in 2009 – is estimated by Copenhagen Economics 
to boost UK GDP by around £4-6 billion per year and create up to 
81,000 total jobs in the UK. 
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Network industries

In addition, further liberalisation of network industries 
(telecommunications, postal services, energy and transport sectors) 
has the potential to deliver enormous benefits across Europe. 
Collectively, these industries account for 7% of EU GDP and 5%  
of total EU employment. 

Copenhagen Economics estimates that full liberalisation of European 
network industries would increase consumer benefits by €75-95 
billion (£52-66 billion, equivalent to an increase of approximately 
£150 per person) and increase employment by 140,000-360,000 
across the EU, as well as reducing prices by over a third for some 
sectors. This occurs through the realisation of economies of scale, 
leading to increased efficiency and productivity, hence lower prices. 

Energy 
Within the energy sector, Government estimates suggest that 
insufficient liberalisation of EU gas markets will cost European 
energy consumers an estimated £40 billion in 2007. A recent 
study by Copenhagen Economics estimated that market opening 
in electricity could reduce prices in the EU15 by 13% and increase 
cross-border trade by 31%, resulting in overall increases for EU GDP 
of 0.5-1.0% and creating around 50,000-120,000 jobs. 

Renewable energy currently generates around 8,000 UK jobs. 
Government figures suggest that up to a further 27,000 jobs could 
be generated from investments required to reach the 20% aspiration 
by 2020, if UK content was significant. 
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Goods

Currently, approximately 70% of goods are covered by harmonised 
European legislation. The principle of mutual recognition is intended 
to allow goods that are not covered to be sold in any Member 
State, as long as they meet the appropriate standards in the country 
they are based in. The European Commission estimates that the 
completed implementation of mutual recognition will increase EU 
trade in goods by up to 10%, or about 2% of EU GDP – a 10% 
increase in UK exports to the EU would be worth over £20 billion. 

Around 30% of infringement cases brought by the European 
Commission in 2005 related to problems with Directives not being 
implemented or other forms of obstacles experienced when doing 
business in other Member States. To address this, the EU has 
created SOLVIT – a network of 30 centres across Europe to help 
resolve difficulties experienced by companies and individuals. The 
centres have a success rate of 80% and have so far saved UK small 
businesses around £2 million. 

Financial markets 
London Economics estimates that greater financial market 
integration, leading to improved efficiency through increased 
competition, would generate EU GDP and employment increases of 
1.1% and 0.5% respectively in the long run. Financial integration  
of European equity and bond markets alone could result in additional 
growth of around 1% EU GDP (worth around €100 billion) over a  
ten-year period. 

London Economics also estimates that full integration of EU 
mortgage markets would lead to increases in EU GDP of 0.7%  
and EU private consumption by 0.5% in 2015. 
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A report by IEP/ZEW estimates that closer integration of the 
European financial services market would create additional economic 
growth across Europe of at least 0.5% per year (€43 billion per year), 
based on 2000 figures. They have identified potential annual cost 
savings of €5 billion in the European mutual fund industry alone. 

The European Commission estimates that full implementation of the 
Payments Services Directive could save businesses and consumers 
up to £19 billion a year on the cost of cross-border transactions. 

Patents 
Intellectual property is of vital importance in a world where ideas are 
a fundamental part of a company’s value and critical to retaining high 
value-added processes. A more efficient patent regime would help 
the EU translate intellectual capital into business capital and help 
drive innovation, and therefore compete more effectively with the 
rest of the world. 

Currently, the cost of applying for and maintaining a patent in Europe 
is significantly higher than the comparable costs in Japan and the 
US. A more modern system could save SMEs in particular hundreds 
of millions of euros. 

Entry into force of the London Agreement will mean that only certain 
parts of a patent would have to be translated. The European Patent 
Office estimates that this could save patent applicants across the EU 
an estimated €200 million per year. 

A single Community patent would, according to European 
Commission estimates, lead to total savings of at least €30,000 per 
patent over 10 years. 

The proposed European Patent Litigation Agreement (EPLA) would 
result in a single patent court system and could result in a reduction 
of litigation costs of up to 45%, according to EPO estimates. 
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Better regulation

Effective independent regulators have an important role to play in 
implementing market opening and maintaining competition – this can 
lead to lower regulatory burdens abroad, which is beneficial for UK 
businesses. 

According to Government estimates, approximately one third of the 
administrative burdens on UK businesses stem from international 
and EU legislation, though this varies substantially depending on the 
policy area. 

The UK Government has been instrumental in ensuring that all 
administrative regulation is appropriate by securing agreement to cut 
EU administrative burdens by 25%. We will be working closely with 
the European Commission and other Member States to make this 
target a reality. 

Administrative compliance costs have been estimated by the 
Netherlands Bureau for Economic Policy Analysis at around 3.5% of 
GDP for the EU25 currently, representing approximately €400 billion 
(£300 billion), and about 1.5% for the UK (approximately £20 billion). 
The European Commission estimates that a 25% administrative cost 
reduction may bring a real GDP level increase for the EU of up to 
1.5% – equivalent to around €150 billion (£100 billion). 

Such savings should be of particular importance to SMEs, which 
tend to be disproportionately affected by unnecessarily burdensome 
regulation and market failures associated with information 
asymmetries. 

The UK is currently amongst the leading European countries in 
lowering regulatory burdens for businesses and has played a 
prominent role in advancing the better regulation agenda in Europe, 
building on UK experience and best practice. Business can help to 
inform and shape this agenda by engaging in the process. 
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Advocacy

The UK is very active on behalf of businesses and consumers, 
working to improve processes and policies over a wide range of 
issues at EU level, in order to deliver inclusive outcomes via a mix of 
instruments, including non-legislative solutions. Notable successes 
include: 

•	 The	Services	Directive	–	UK	intervention	helped	to	keep	the 
scope of services covered by the Directive as broad as possible, 
therefore maximising the potential benefits to UK industry. 

•	 Single	Market	Review	–	the	UK	was	highly	influential	in	ensuring 
that the European Commission’s final report concentrates  
on removing those outstanding barriers which will be of really 
significant economic benefit to businesses and citizens. 

•	 Telecoms	liberalisation	–	the	UK	persuaded	other	Member 
States to follow the UK model of liberalisation, competition and 
independent regulators, opening up previously closed EU markets 
to competitive UK telecoms companies. 

•	 Chemicals	–	REACH	(Registration,	Evaluation	&	Authorisation	of 
Chemicals) replaces over 40 pieces of EC legislation with a single, 
clearer regulatory framework for chemicals that governs chemical 
use throughout the EU. The UK was instrumental in helping the 
Finnish Presidency deliver a positive and proportionate outcome. 
The final deal secured €600 million cost savings for EU business 

	 delivered	through	changes	made	to	REACH,	with	the	bulk	of 
these cost savings of direct benefit to SMEs. 

In addition, UK action has led to: greater use of proactive 
competition policies (sector enquiries and market monitoring tools), 
improved methodology for conducting impact assessments, and 
improvements to the Consumer Credit and Unfair Commercial 
Practices Directives and to the State Aid Action Plan. 
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Shallow vs. deep integration 

The degree of ‘integration’ between trading countries affects 
the level of trade. 

Shallow integration usually refers to the removal of border 
trade barriers, leading to the formation of a customs union 
through the adoption of a common external tariff. 

Deep integration involves the removal of a number of other 
non-tariff barriers, including factor mobility (FDI, labour), 
restrictive regulatory standards and domestic taxation policies, 
in addition to legal and/or institutional harmonisation. 

Deep integration delivers greater potential benefits but 
such agreements are also far more challenging to negotiate. 
Achieving deep integration takes time and can only be done 
step by step. 

The EU is one of the most deeply integrated free trade 
areas in the world and this experience of such successful 
implementation can be exploited to our advantage in future 
negotiations with other global economies. 
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Europe and  
the wider world

The EU is a major power in the global economy. Its stocks of 
outward and inward FDI as a proportion of GDP in 2006 (51% 
and 45% respectively) were well above the global average (25%), 
as well as significantly higher than in the US (at 16 and 12% 
respectively). Within the EU, the UK has the highest FDI stocks 
– 20% of inward stocks and 23% of outward stocks. 

Chart 2: Share of world trade in goods, 2006 
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These numbers indicate that, compared to the US, the EU is open 
towards the rest of the world and this outward outlook must be 
maintained to maximise future economic opportunities. For example, 
globalisation has led to the ‘unbundling’ of production – that is, 
discrete tasks can occur in distinct geographical locations that have 
competitive advantage. 
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Outsourcing offers opportunities for European companies to 
achieve efficiency improvements, while attracting and retaining key 
production and service activities. Even where parts of the value 
chain are outsourced, EU businesses can still retain high value added 
activities – for example, a case-study analysis of the European shoe 
manufacturing industry found that, even for a shoe manufactured 
in China, EU value added through activities such as research, 
development, design, logistics and marketing can exceed 80%. 

Benefits of openness 
While openness alone is not a sufficient condition for growth, 
sustainable growth will not occur without it. This is supported by the 
trends in tariff levels and world income – since 1945, the average 
industrial tariffs of developed countries have fallen from nearly 40% 
to less than 5%. In this time, world exports have risen by twenty-
seven times and world income by eight times. 

The Single Market demonstrates that openness and increased 
competitive intensity generate significant economic gains. Recent 
European Commission work estimates that a 1% increase in the 
‘openness’ of an economy results in an increase of 0.6% in labour 
productivity the following year. Work by the OECD suggests that 
a 10 percentage-point increase in trade openness translates into 
increase of around 4% in per capita income. Though such data 
should be treated with some caution they are nevertheless indicative 
of the potential positive effect of openness on the economy. 

The EU needs to continue work on removing barriers to external 
trade and investment that pose a threat to growth and prosperity. 
One academic study (Meserlin, 2001) estimates that existing 
barriers to external trade and investment (e.g. tariffs, quotas, 
restrictive standards) could cost Europe’s consumers up to 7% of 
EU GDP (€600-700 billion, equivalent to over €1,000 per European 
citizen) a year. 
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According to the OECD, removing remaining trade barriers between 
the EU and the US could bring permanent increases in per capita 
GDP of up to 3.5%. 

Dangers of protectionism 
Protectionism is more likely to stifle rather than promote 
competitiveness. Policies that insulate firms from global competitive 
forces, for example those that misuse instruments intended for trade 
defence, represent a costly and ineffective means of protecting jobs. 
Such action may be popular in the short term, but it is likely to inhibit 
growth and limit prosperity in the longer term. 

Such action tends to result in a narrower range of products and 
ultimately lower quality of goods and services, at higher prices for 
consumers, leading to a less customer choice and a reduction in 
welfare. 

In the longer term, free trade and increased competition makes 
Europe – including the UK – stronger, not weaker. Open economies 
boost competitiveness and productivity, improve living standards, 
drive innovation, sustain economic growth and keep prices low. 

removing remaining trade 
barriers between the EU and 
the US could bring permanent 
increases in per capita GDP  
of up to 3.5 per cent 
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Globalisation

Previous periods of globalisation, such as those that occurred in the 
19th and 20th centuries, have led to massive increases in welfare 
and living standards across the world – there is little reason to 
suspect that the latest wave does not also have the potential to 
bring enormous benefits. 

The benefits of globalisation are not necessarily evenly distributed, 
which means that there will inevitably be some adjustment 
costs. With this in mind, the EU has created a new initiative, the 
Globalisation Fund with an annual budget of €500 million, to provide 
a response to those adjusting to the negative consequences of 
globalisation through job losses. 

In order to help ease these costs, it is important that policy – at 
both a UK and EU level –promotes flexibility and is responsive 
to the global context. It is also essential to take into account the 
commercial reality in which businesses operate in order to support 
the development of competitive, efficient, dynamic businesses that 
can compete effectively on an international basis. 

However,	the	growth	of	certain	sectors	does	not	necessarily	have	to	 
occur at the expense of others. Globalisation offers the opportunity 
to forge mutually beneficial relationships with trading partners, both 
within Europe and throughout the world. By engaging fully in the EU, 
the UK can address both the challenges and the opportunities  
of globalisation. 
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For further information  

Europe and World Trade Directorate  

Department for Business, Enterprise & Regulatory Reform 


1 Victoria Street  

London	SW1H	0ET	 

Telephone: 020 7215 5000   

Website: www.berr.gov.uk 
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