Article 3 of 6. ISME Fact Sheets on Enlargement


[image: image1.png]e
IRISH SMALL AND MEDIUM
ENTERPRISES ASSOCIATION LTD.




Enlargement and the Single Market

When most owner managers think of the EU market they think about rules and regulations, red tape, barriers and obstacles to trade. They don’t think of a single market where they can buy and sell services as easily as they can in their home town. Yet that is what the EU, through the Internal Market, is supposed to deliver.  

Based on the principles of free movement of goods, services, persons and capital the Single Market was established in 1992 to eliminate the so-called "non-tariff barriers" - things like differences between the Member States' safety or packaging requirements or between national administrative procedures, differences which were preventing Irish manufacturers from marketing the same goods all over Europe. 

In theory then the Internal Market should mean that the EU is an integrated market place where Irish SMEs can purchase insurance from a Dutch company, buy Widgets from Germany and sell technology to France. With ten new member states scheduled to join the EU on May 1st, Irish SMEs should be looking forward to selling their services to the Polish, Lithuanian and Czech Republic market and importing competitively priced raw materials from Latvia and Hungary.

In practice, however, this is far from a reality. Figures from the CSO show that only 22% of Irish imports are from the Eurozone compared to 32% from the UK and 21% from the US and Canada. Likewise Irish SMEs’ main export markets are the UK and the US. While 68% of Irish exports are sent to the EU - of which only 17% is to the UK- it is the multinationals located in Ireland who are supplying the bulk of the exports to the EU.

Despite the removal of the exchange rate risk within the Eurozone Irish SMEs have been unable to take advantage of the internal market for numerous reasons. Some of the barriers that SMEs encounter include;

· The EU market place is still governed by a labyrinth of rules and procedures that impose serious difficulties on buying and selling goods and services within its boarders. 

· SMEs face numerous institutionalised barriers to trade amongst which are different legal systems, contract law and consumer law, differences in national licensing laws and standards, different taxation systems and rules governing product liability. 

· Many non–institutionalised barriers to trade exist including language, culture, poor market access, and a lack of market or product / brand  information.

Most Irish owner managers hold little enthusiasm for the ‘opportunities’ that Enlargement will bring believing that even more barriers to trade will mushroom. For SMEs the actual cost of trading with these markets often acts as a deterrent and it is only the multinationals with their in-house legal team and who are placed to benefit from the Single Market.
What must be done?

If Irish SMEs are to take advantage of the EU and its ‘internal market’, irrespective of Enlargement, the EU needs to become a place of fewer rules and greater transparency. For this to happen EU policy makers must ensure that;

· the policy of “think small first” forms the basis for any new or revised legislation 

· any proposed legislation is subjected to a compulsory business impact assessment. 
· Variations in legal procedures should be examined and if possible eradicated.

·  New national laws must only be allowed to be passed if they comply with the spirit of the Internal Market. 

· reform of national labour market regulations must be accelerated to introduce more flexibility and productivity at work, the ultimate goal being to create more and better jobs

· And access to information about varying regulations across the EU should be available to entrepreneurs from a single agency at a minimum cost. 

Companies of all sizes throughout the EU devote countless hours to complying with the administration work as required by their national government and the EU. Regulation costs business up to 6% of GDP and according to the IMF better regulation could improve European productivity by as much as 3%. 

Legislation covering the rights of employees, stemming from both national governments and the EU, has become very far-reaching rendering the Irish and EU labour market inelastic. The difficult, onerous and costly task of complying with all of the legislation has meant that many owner managers prefer to curtail their growth rather than hiring new staff. 

The relationship between the degree of labour market flexibility and job creation cannot be ignored. In the United States where the standardised rate of unemployment rate has been well below the OECD average since the 1980s, the labour market has been actively deregulated.  The pro-business agenda of the US Government enables the American labour market to react quickly to changes in both the local and global economy as well as new advances in technology, without meeting structural barriers. 

In addition to the burdens experienced by enterprises in exporting or importing goods within the EU a single market is non-existent within the Services sector. Banking is just one area, which must be looked at - the present system of charging high premiums for euro drafts, and electronic transfer within the euro-zone is nonsensical and must be addressed.  Greater competition must also be introduced in the area of insurance, energy, communications and professional services. 

Next month the EU heads of state will meet in Ireland to discuss the progress of the Lisbon agenda reforms.  It is imperative that the EU’s leaders take this opportunity to reinforce their commitment to making the necessary reforms to achieve the goals of the Lisbon Agenda.
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