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From the Editor: In this issue of showCASE, our expert explores the state and the prospects of the EU’s Single Market
for services — especially the digital ones. As it turns out, gains to be had from such a project are substantial — but so

are the barriers that still stand in the way to its realization.

Barriers to (Digital) Services Trade

By: Anna Malinowska, CASE Economist

Introduction — what is the significance of the Single Market for services?

The EU’s Single Market, with its current consumer base surpassing 500 million, has increased the productivity of
European businesses via specialisation and scale effects. With the economic importance of services on the rise, their
growing influence on the smooth functioning of manufacturing sectors, and their prominent role in the Digital
Economy, in 2006 EU authorities implemented the Services Directive aiming to create a Single Market specifically
dedicated to services. Yet, the initiative did not rise to the challenge: Copenhagen Economics reported that the Single
Market cut as much as 20% of the trade costs in goods, but only 7% in case of services. Furthermore, intra-EU trade in
goods accounted for 23% of the EU’s GDP (at EUR 3030 billion in 2016 [+169% since 1993]), while intra-EU trade in
services only for 8% of it (at EUR 1060 billion in 2016 [+244% since 1993]). The effects of this lack of integration have
been felt via fragmentation of the Single Market for services, raising barriers to business. These developments, while
reducing the ability to engage in trade activities and barring entrance to new markets for all businesses, have been
most acutely felt in the sector of small and medium-sized enterprises (SMEs).

The growing importance of services has a number of sources, among which digitalisation, innovation, and ‘servitisation’
(increased reliance of the manufacturing sector on services) emerge as the most prominent. Digitalisation came across
as a game-changer, introducing novel complementarities between goods, services, innovation, business models, and
interactions between people and machines. In this context, the costs of adhering to the status quo of the intra-EU
barriers to (digital) services trade have grown exponentially. Indeed, easier (cheaper) trade in services will not be
limited to the services sector only, but it will have positive spill-over effects throughout all strata of the EU economy.

In recent years, there has been rapid growth in trade in digital services (i.e. the ICT services sector as a key element of
the EU’s digital frontier), one which effectively overshadowed increases in ‘general’ services trade in the region. Yet,
benefitting from this phenomenon hinges on how economies perform in the digital services area —something European
countries have not been very good at, according to the McKinsey Global Institute’s Industry Digitisation Index.

The Digital Single Market and barriers to (digital) services trade

With digitisation gaining more importance, the EU developed an initiative aiming to enhance the region’s business
environment. In particular, the Digital Single Market's (DSM) overriding objective, since its inception, has been the
opening of digital opportunities to businesses and individuals across the EU. According to the European Commission,
the completion of the DSM could produce significant economic impact across the EU as it is estimated that the process
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may add approximately EUR 415 billion annually to the region’s economy both via employment creation and
enhancements in the public services sector. Implemented in May 2015, the DSM strategy delivered 16 particular
initiatives, which are currently discussed from the legislative perspective by the European Parliament and the Council.
The strategy itself encompasses three major areas:

1. Accessibility — providing individuals and businesses with better access to digital goods and services EU-wide;

2. Environment — ensuring appropriate environment and levelling the playing field for digital networks and
innovation-rich services;

3. Economy and Society — fostering the growth potential of the digital economy and of benefits for the society.

As shown in the latest CASE analysis commissioned by Poland’s Ministry of Foreign Affairs, trade within the European
Economic Area (EEA) in the ICT services sector, appears as relatively barrier-free (Figure 1; the indicator takes values in
the range 0-1, with 0 equivalent to ‘no barriers’). This state of events likely stems from the fact that the ICT services
sector’s development preceded its regulation in the last three decades. One may in fact argue that the rapid
development of the sector can be ascribed to the fact that it remained unregulated for so long.

As far as specific barriers are concerned, in the EU (or, more broadly speaking: the EEA), there emerge only two
significant categories of obstacles: economy-wide restrictions related to regulatory transparency and administrative
measures, such as waiting periods and costs associated with dealing with bureaucratic issues related to setting up
companies or obtaining licences, on the one hand and barriers to competition such as unbundling and state-control,
on the other. As for barriers to foreign entry, movement of people, and any other discriminatory measures, they are,
by far and large, absent (indeed, the UK and Ireland appear to have none whatsoever!).

Figure 1 Intra-EEA Services Trade Restrictiveness Index 2018 - trade in computer services
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Note 1 Author's own based on the data retrieved from https.//stats.oecd.orq/Index.aspx?DataSetCode=STRI# retrieved 10.5.2019.

Based on the above, one may be inclined to think that the ICT services trade within the EU should be relatively smooth.
According to the CASE report cited above, while it may be possible that the Digital Single Market and the ‘traditional’
Single Market fuel each other’s development, the fact that the latter could fall behind the digital economy, both in
terms of regulatory solutions and economic gains, has been a real possibility. In particular, two issues related to the
digital economy needed more attention:

1. Scale effects (including network effects), which mean that the bigger the market, the greater the expected
efficiency gains (especially in case of SMEs, which may find market for their products more easily).
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2. Heterogeneity of national regulatory frameworks, which contributes significantly to market fragmentation and
generates additional fixed costs.

Despite the near non-existence of barriers to trade in the ICT sector, the heterogeneity of the ones that do exist may
work to reduce intra-EEA trade. In this case, the metric assesses (for each country pair and each measure) whether the
countries boast the same rules and regulations. For instance, the divergence between the Poland’s regulations and the
relevant frameworks across the EEA is significant (Figure 2). This is not to say that Poland’s regulatory frameworks in
the ICT services trade have been contradictory to most legal rules observed across the EEA —in fact this only exemplifies
the scope of regulatory diversification at the national level, something that slows down the integration processes and
generates compliance costs thus mitigating intra-EEA trade.

Figure 2 Intra-EEA STRI Heterogeneity Indices in computer services trade - Poland's perspective in 2018
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Note 2 Author's own based on the data retrieved from https.//stats.oecd.org/Index.aspx?DataSetCode=STRI#; retrieved 10.5.2019.

While the services trade barriers in the ICT sector may be described as negligible (cf. Figure 1), the relative newness of
the DSM has spurred uncertainty regarding a number of issues, inter alia, future EU-wide regulatory standards, business
and political risks, and fragmentation of the market. CASE experts pointed out several issues which may be particularly
important (both legally and ethically) in the digital (and ICT) services trade across borders: cybersecurity (identification
and authorisation procedures concerning both individuals and businesses required to manage contractual
relationships and liabilities), geo-blocking, location-based profiling, intermediary liability, e-privacy to name a few.
Given the plethora of unregulated issues, the development of relevant legislative solutions, while preventing the
emergence of new barriers in digital services trade, may contribute to the establishment of new, yet unnamed, EU-
wide obstacles in this field and beyond.

Globally, the barriers to digital services trade are sizeable (Figure 3), with the most problematic being restrictions in
the area of connectivity and infrastructure (i.e. communication infrastructure required to engage in digital trade,
including measures on cross-border data flows and data localisation), and barriers to electronic transactions (including
but not limited to issues regarding measures of electronic authentication) and ‘other’ barriers both being second most
important categories. The former’s role in digital services trade is prominent, as it provides smooth communication
between trading parties; the latter captures hindrances to foreign companies as far as e-commerce licensing, online
tax registration and declaration are concerned. Barriers to payment systems, i.e., access to payment methods and
aligning domestic security standards with international ones are marginally important, as opposed to a collection of
‘other’ discriminatory measures (such as limits on advertising or streamlining to name but few).
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Figure 3 Digital Services Trade Restrictiveness Index 2018
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Note 3 Author’s own based on the data retrieved from https://stats.oecd.org/Index.aspx?DataSetCode=STRI# retrieved 10.5.2019.
The results may be biased upward as Figure 3 presents a global approach and is unclear as regards the General Data Protection
Regulation in the EU.

The diversity of nationally adopted regulatory frameworks (as exemplified by Poland and its partners) likely mirrors
legal fragmentation of the global environment and creates prohibitive compliance costs for businesses. Yet, businesses,
without institutional help are unlikely to surmount the issues of poor connectivity and Internet infrastructure which
seem to hinder trade the most. In this area, investment in digitisation and technological development, either funded
internationally or by the State, is required if digital services trade is to thrive and be source of profits for SMEs as well
as international digital giants.

Figure 4 Digital STRI Heterogeneity Indices - Poland's perspective on global trading partners in 2018
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Note 4 Author's own based on the data retrieved from https://stats.oecd.org/Index.aspx?DataSetCode=STRI# retrieved 10.5.2019.
The results may be biased upward as Figure 3 presents a global approach; it is unclear whether Digital STRI takes into account the
General Data Protection Regulation within the EU.
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Indeed, it seems that direct and indirect effects of digitisation and infrastructural advancements on business
productivity are economically significant. Their impact does not hinge (not entirely, at least) on the initial level of a
country’s economic development though: Latvia, Lithuania, or Hungary appear to gain less as measured by the overall
efficiency of labour and capital inputs (multi-factor productivity, MFP) than France or Italy (Figure 5).

Figure 5 Increasing access to high-speed broadband is associated with higher productivity
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Note 5 Figure sourced from Digital dividend: Policies to harness the productivity potential of digital technologies - © OECD 2019
p.13; total impact is understood as closing 50% of the gap between a given country and the best performing economy (Denmark)
after three years (https.//www.oecd-ilibrary.org/docserver/273176bc-
en.pdf?expires=1557738984&id=id&accname=quest&checksum=EDDFA637273BDAA46582D907A094B087.)

Food for thought..?

Given the impediments to digital services trade globally and in Europe specifically, it is not surprising that countries
stand to gain considerably by removing the existing barriers to trade and preventing overregulation. However, it needs
be said that some regulatory solutions are required — they need to be carefully designed to enhance digital economic
activities as opposed to quenching them. At the end of the day, it is a question of coming up with regulations which
can harness the potential of the digital economy without killing it, flexible and adaptable to national legal systems
across the EU. The rewards of such actions are enticing, especially in the area of economic and welfare effects.

To subscribe to our weekly showCASE newsletter, please click here.

To see previous issues of showCASE, please visit: http://case-research.eu/en/showcase.
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Trade, Innovation, Productivity

Risks faced by the Polish exporters

Currency risk was labelled the most important risk faced by Poland’s small and medium-sized enterprises which were
active in foreign markets in 2013. This barrier’s current importance appears lower, with only 30% of micro and small
firms feeling challenged by it (as opposed to 57% in 2013). That is not to say that currency risk has been harnessed —
indeed, 44% of medium-sized companies emphasised its gravity for their activities in 2018. In the case of currency risk,
we observe somewhat vicious scale effects — the bigger the company and the more transactions it engages in, the
greater currency risk it is exposed to. Against this backdrop, introduction of the euro in Poland appeared as desirable:
some 70% of medium-sized, 54% small, and 49% micro firms applauded the idea. The second most difficult challenge
for Polish small and medium-sized companies exporting abroad was competition in foreign markets; the third obstacle
— keeping up with large companies dominating the market.

Labour Markets and Environment

Fashion for the environment

Earlier this week, just ahead of the Copenhagen Fashion Summit 2019, leading clothing brands and organisations jointly
prepared a manifesto calling on politicians to ‘co-develop a European vision for textiles in a circular economy.’ The
fashion industry contributes more to climate change than international shipping and aviation industry combined.
Additionally, production of raw materials, spinning, and colouring comes along with an increased need for non-natural
chemicals (around 3,500 chemical substances of which 10% are considered dangerous according to Greenpeace) and
water usage and pollution — the clothes produced from synthetic materials oftentimes release plastic microfibers. At
the same time, the industry, which is believed to have grown by 40% in the last decades as a result of low prices, high
availability, and high delivery speed, employs 1.7 million workers in approx. 176k brands (Euratex). With a turnover of
EUR 181 billion (2017), it has a large potential to improve the state of play of the circular economy, i.e. by developing
new business models of clothing rental. Engagement from private actors fostered by the fashion shows PR will surely
not be meaningless in building customers awareness.

Macroeconomics and Public Finance

Retails sales in Poland growing

According to the latest publication of Statistics Poland (GUS), retail sales in April in Poland peaked by nearly 12% year
over year. Although this record-breaking growth rate resulted, among other things, from the calendar effect, it speaks
for itself. An above-average growth in April among groups with a significant share in retail sales (by 20.7% compared
to a decrease by 1.9% last year) was recorded in the turnover of non-specialised stores, among which large retailers
are the leading ones. This is great news for the Minister of Finance, who after a success this month before the European
Court of Justice in the case of the tax on large retailers (the tax is suspended until the end of 2019) may be even more
tempted to gain an important source of budget revenue next year.
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The Weekly Online CASE CPI

The online CASE CPI is an innovative measurement of price dynamics in the Polish economy, which is entirely
based on online data. The index is constructed by averaging prices of commodities from the last four weeks and
comparing them to average prices of the same commodities from four weeks prior. The index is updated weekly.
For more information on our weekly online CASE CPI, please visit: http://case-research.eu/en/online-case-cpi.

The latest read-out of the CASE Online Inflation Index shows continued price increases in most categories of goods
and services. Average prices went up the most in the Transport category (by 1.6%), which was mainly due to
increases in the prices of car fuels (on average by 2.3%). Another category in which we observed significant
changes in average prices was Food and Non-Alcoholic Beverages, where prices also went up by 1.6%. Most
notable changes in prices include vegetables (4.3% higher than in March) and coffee (higher by 8.8%).

Our Weekly Online CASE CPI
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Monthly CASE Forecasts for the Polish Economy

Every month, CASE experts estimate a range of variables for the Polish economy, including future growth, private
consumption, investments, industrial production, growth of nominal wages, and the CPI.

CASE economic forecasts for the Polish economy
(average % change on previous calendar year, unless otherwise indicated)

GDP Private Gross fixed Industrial Consumer Nominal
consumption  investment production prices monthly
wages
2019 3.5 3.6 33 3.8 3.0 7.5
2020 3.0 3.2 2.5 2.5 3.0 4.0

Contributions: Krzysztof Gtowacki, Christopher Hartwell, tukasz Janikowski, Jacek Liwinski, Anna Malinowska, Grzegorz

Poniatowski, Katarzyna Sidto, 1zabela Styczyriska, Tomasz Tratkiewicz, Karolina Zubel Editors: Krzysztof Gtowacki, Agnieszka
Kulesa, Katarzyna Sidto

***Any opinions expressed in showCASE are those of the author(s) and do not necessarily reflect the views of CASE.
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