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Completing the single market for services 
SUMMARY 
The pandemic and the negotiations following Brexit have been a serious challenge for the integrity 
of the single market. Growing world tensions and the military aggression against Ukraine by the 
Russian Federation are further emphasising the benefits of unity between Member States. Faced 
with this extremely difficult environment, the EU has responded with unprecedented 
determination, developing a series of new tools and coordination mechanisms, such as common 
procurement and fiscal support, to rapidly address weaknesses.  

This is, however, not the time for complacency, as the international environment continues to be 
increasingly uncertain, complex and rapidly-changing. Common and long-term strategic ambition 
at EU level is required more than ever. Previous evaluations by DG EPRS concluded that completing 
the single market for services could be instrumental in that respect.  

In this briefing, our analysis confirms that barriers in service sectors and distortions induced by state 
involvement continue to significantly hinder free movement of services within the EU. Further 
ambitious action would be beneficial, with between €279 billion and €457 billion of 
additional GDP per annum in the long term. We thus conclude that completing the single market 
for services is an integral part of the path towards more strategic autonomy, more resilience, more 
security, and more rapid, broad-based and sustainable development. 

Figure 1. Intra-EU trade in services – openness (extrapolated trend, as a % of GDP) 

 
Source: EPRS.  

https://www.europarl.europa.eu/news/en/press-room/20210423IPR02772/parliament-formally-approves-eu-uk-trade-and-cooperation-agreement
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/642837/EPRS_IDA(2020)642837_EN.pdf
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Background 
Services account for three quarters of EU GDP, represent two thirds of employment, and create nine 
out of 10 new jobs in the EU economy. A well-functioning EU services market is therefore key to 
boosting employment, growth and investment in Europe.  

In addition to the tragic loss of human lives, the Covid-19 pandemic has severely disrupted the 
provision of services at internal and global levels. Growing world tensions and the military 
aggression against Ukraine by the Russian Federation are now further emphasising the benefits of 
unity between Member States. The medium- and long-term consequences of these shocks still also 
have to fully materialise. In particular, uncertainty continues to severely affect the provision of 
services across borders and to disrupt entire sectors such as aviation. The recent disruptive events 
could also have serious consequences on public finances, on financial stability, on investment 
decisions and on trade.  

Faced with this extremely challenging environment, the EU1 has responded with unprecedented 
determination, developing a series of tools and coordination mechanisms, such as common 
procurement and fiscal support, to rapidly address potential weaknesses. Further common action 
at EU level is required, and reinforced, coordinated long-term strategic action is needed if the 
Member States want to continue benefiting and increasing the economic gains from the single 
market for services. For instance, additional comprehensive stress testing of fragility in the service 
sector should be carried out and contingency plans should be developed, should a new pandemic 
or unexpected scenarios occur.  

A culture of preparedness should be developed and partnership should be reinforced at all levels, 
while enforcement should continue to be improved. There is also a risk of failure to reap some of the 
benefits offered by the single market for services, if heavy, multi-layered administrative burdens and 
barriers continue to affect business conditions. A fully complete and well-functioning single market 
will also require accelerated progress on consumer rights, simplified and fair taxation, and 
digitalisation. In that respect, the European Semester – which is supposed to provide a framework 
for the coordination of economic policies across the European Union – would also need serious 
rethinking, upgrading and updating. 

Parliament position 
The European Parliament has been one of the most consistent advocates for completing the single 
market and it has been central in developing the rationale and sustaining political momentum 
towards this goal. It is involved in the enactment of key pieces of single market legislation to 
constantly bring the single market for services up to date with the ongoing transformations. A 
Parliament resolution of January 2021 recalled the importance of free movement of services for a 
resilient single market, and expressed the need to extend the European professional card and 
services e-card. The Parliament also asked to strengthen the points of single contact (PSCs) and the 
single digital gateway in order to improve access to information, in particular for SMEs, and to 
improve the governance framework through the single market scoreboard.  

Following up on a resolution from 2016, in February 2022 the Parliament approved a comprehensive 
report on tackling non-tariff and non-tax barriers in the single market. It recalled that the single 
market's shortcomings deserve the same level of attention as the Green Deal and the digital agenda, 
calling for the removal of unjustified barriers to the provision of services across the EU.  

The Parliament also addressed the impact of the Covid-19 pandemic in the single market, recalling 
the 'serious impact' this has had on the free cross-border movement of services and pointing out 
that some of the effects may be temporary, but that others will have lasting consequences. Finally, 
the Parliament welcomed the Commission's proposal to present a single market emergency 
instrument, which should be a legally binding structural tool to ensure the free movement of 
persons, goods and services in case of future crises. 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/651974/EPRS_BRI(2020)651974_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/651974/EPRS_BRI(2020)651974_EN.pdf
https://www.europarl.europa.eu/news/en/press-room/20220216IPR23409/statement-on-ukraine-by-european-parliament-s-leaders
https://www.europarl.europa.eu/news/en/press-room/20220216IPR23409/statement-on-ukraine-by-european-parliament-s-leaders
https://blogs.imf.org/2021/12/15/global-debt-reaches-a-record-226-trillion/
https://blogs.imf.org/2021/12/15/global-debt-reaches-a-record-226-trillion/
https://www.europarl.europa.eu/RegData/etudes/STUD/2022/699474/EPRS_STU(2022)699474_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2022/699474/EPRS_STU(2022)699474_EN.pdf
https://ec.europa.eu/info/strategy/priorities-2019-2024/europe-fit-digital-age/european-industrial-strategy_en
https://www.elibrary.imf.org/view/journals/001/2022/001/001.2022.issue-001-en.xml?Tabs=contentsummary-102775
https://www.elibrary.imf.org/view/journals/001/2022/001/001.2022.issue-001-en.xml?Tabs=contentsummary-102775
https://www.europarl.europa.eu/RegData/etudes/BRIE/2022/699479/EPRS_BRI(2022)699479_EN.pdf
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2022)699475
https://www.europarl.europa.eu/RegData/etudes/STUD/2019/624440/IPOL_STU(2019)624440_EN.pdf
https://www.europarl.europa.eu/committees/en/establishing-the-2030-policy-programme-p/product-details/20220201CAN64867
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0007_EN.html
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0007_EN.html
https://ec.europa.eu/growth/single-market/services/free-movement-professionals/european-professional-card_en
https://www.europarl.europa.eu/legislative-train/theme-a-europe-fit-for-the-digital-age/file-services-e-card
https://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL_ATA(2020)658192
https://ec.europa.eu/growth/single-market/single-digital-gateway_en
https://www.europarl.europa.eu/doceo/document/TA-8-2016-0236_EN.html
https://www.europarl.europa.eu/doceo/document/A-9-2021-0336_EN.html
https://www.europarl.europa.eu/doceo/document/A-9-2021-0336_EN.html
https://www.europarl.europa.eu/news/en/press-room/20220210IPR23033/a-more-consumer-worker-and-business-friendly-internal-market
https://www.europarl.europa.eu/legislative-train/theme-a-europe-fit-for-the-digital-age/file-single-market-emergency-instrument
https://www.europarl.europa.eu/legislative-train/theme-a-europe-fit-for-the-digital-age/file-single-market-emergency-instrument
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European Commission and Council response so far 
In May 2019, the Competitiveness Council called on the Commission to complete the assessment of 
the remaining regulatory and non-regulatory obstacles and opportunities within the single market. 
The Commission recognised these challenges in the single market governance package of March 
2020, which, in a series of publications,2 provides evidence on administrative inefficiencies and 
regulatory barriers still faced by EU businesses and consumers.  

Against the backdrop of the Covid-19 pandemic, in September 2020 the Council also adopted 
conclusions on how to deepen the EU single market for a strong recovery and a competitive, 
sustainable Europe. The Commission updated its communication on a new EU industrial strategy in 
May 2021, which reaffirmed the priorities of 2020 and presented new measures for a stronger single 
market, especially in times of crisis. The Commission also published a single market report in May 
2021 which analysed the impact of the crisis on the single market. 

In April 2021, the Council and Parliament adopted the EU’s single market programme for 2021-2027, 
with a total budget of €4.2 billion, to help the single market reach its full potential and ensure 
Europe's recovery from the Covid-19 pandemic. 

Barriers to the completion of the single market for services  
Complementing the adoption of the single market in 1993, the Services Directive was adopted in 2006 
and implemented by all EU countries in 2009. The Services Directive established a horizontal 
framework covering 65 % of services activity within the Union (see Figure 2), representing around 45 % 
of EU GDP. All the services outside the scope of the Directive, except health and government services, 
benefit from EU-specific regulation. In addition, the Professional Qualifications Directive3 and specific 
directives for some professions create rules to facilitate the recognition of qualifications between 
Member States. Finally, temporary-cross border services are addressed in a specific directive.4 

Figure 2. Sectors covered and not covered by the Services Directive 

 
Source: European Commission. 

Since the adoption of the Services Directive in 2006, thousands of excessive requirements and rules 
have been abolished and the simplification measures introduced have increased transparency and 
made it easier to provide or use services in the single market. As a result, intra-EU trade in services 
grew significantly, from a value of 2.9 % in 1992 at the beginning of the single market, to around 
3.9 % in 2006 when the Services Directive was adopted, and to 6.3 % in 2020 (see Figure 1).  

Services covered by the directive Services not covered by the directive

construction services and crafts financial services
distributive trades including retail and the wholesale of goods and 
services

electronic communications services with respect to matters covered 
by other EU instruments

activities of most regulated professions such as legal and tax 
advisers, architects, engineers, accountants or surveyors

transport services falling within the scope of Title VI of the Treaty on 
the Functioning of the European Union (TFEU)

business-related services such as office maintenance, management 
consultancy, event organisation, debt recovery, advertising and 

healthcare services provided by health professionals to assess, 
maintain or restore the state of patients' health where those 

tourism services such as travel agents temporary work agencies' services
installation and maintenance of equipment private security services
information society services such as publishing for print and web, 
news agencies, computer programming

certain social services provided by the State, by providers mandated 
by the State or by charities recognised by the State

accommodation and food services such as hotels, restaurants and 
caterers

services provided by notaries and bailiffs appointed by an official act 
of government

training and education services gambling
rentals and leasing services including car rentals audio-visual services
real estate services
household support services such as cleaning, gardening and private 
nannies

leisure services such as sports centres and amusement parks

https://www.consilium.europa.eu/en/meetings/compet/2019/05/27-28/
https://ec.europa.eu/info/sites/default/files/communication-eu-single-market-barriers-march-2020_en.pdf
https://ec.europa.eu/info/sites/default/files/communication-eu-single-market-barriers-march-2020_en.pdf
https://data.consilium.europa.eu/doc/document/ST-10698-2020-INIT/en/pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_1884
https://ec.europa.eu/info/sites/default/files/swd-annual-single-market-report-2021_en.pdf
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/single-market-programme/overview_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0123&from=EN
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A series of recent studies 5 have confirmed the positive impact of the single market for services and 
benefits for millions of businesses and consumers on a daily basis. For instance, an IFO study from 
2018 carried out a series of simulations to assess the economic benefits arising from various steps in 
European integration. The results showed potential output losses of 2.9 % in the service sector had 
the single market been reversed. A 2019 study for the IMCO committee concluded that the benefit 
of achievements related to the single market for services until 2018 could be estimated at 
€389 billion, or around 2.6 % of EU GDP. Previous research by the European Parliamentary Research 
Service in 2014 suggested that the potential gains from completing the single market in services6 
lay within the range of €277 billion to €550 billion, representing between 1.5 % and 3.5 % of GDP. 
Finally, the single market, and in particular the single market for services, helped to reduce the 
gender earnings gap by boosting employment opportunities for women.  

However, despite the progress made, the cross-border provision of services is still largely under-
developed, as the regulation of services remains fragmented and some excessive requirements 
persist. The share of services in intra-EU trade still represents less than one third of the comparable 
figure in an integrated continental economy of similar size, the US.7 This relative incompleteness of 
the single market for services implies significant efficiency losses and costs for the EU economy and 
society as a whole. Removing unjustified barriers to cross-border provision of services would 
increase efficiency by creating opportunities for new businesses to enter the market and increasing 
exposure to competition. More openness for services would also increase the opportunity to benefit 
from economies of scale, thus potentially improving competitiveness and lowering prices for 
consumers. It would also encourage innovation and absorption of knowledge, as the bigger the 
potential market for innovation, the greater the rate at which innovation will be adopted. 

More specifically, as recalled by the European Commission, business surveys stress that there is still 
room for convergence towards best practices as, for instance, 69.3 % of entrepreneurs still replied 
'No' to the question 'Is the single market sufficiently integrated, allowing your company to operate 
and compete freely?'. A recent business survey by Eurochambres provides an interesting 
comprehensive overview of the relative importance of individual challenges that still need to be 
addressed so that the single market for services delivers its full potential (see Figure 3).   

The survey emphasises the need to tackle distortions induced by home bias at national level 
and to move towards more harmonisation (81.2 % of service providers identify different national 
rules as a significant or extremely significant obstacle). It is worth recalling here that the Services 
Directive in itself does not harmonise national regulation but rather facilitates cross-border services, 
as Member States are only allowed to keep certain restrictions in place as long as they are non-
discriminatory, necessary and proportional. The implementation of the Services Directive also 
requires the adoption of sector-specific amendments at Member State level to ensure full 
compliance with national law. As a result, fragmented legislation, home bias 8 in the provision of 
services and diverging levels of requirements can still be observed.9 

The survey also stresses the importance of addressing barriers to trade in services by tackling 
excessive red tape and by reducing complexity at all levels (80.6 % of service providers rate 'complex 
administrative procedures' as a significant or extremely significant obstacle). In particular, legal 
uncertainty and complexity for providers of cross-border services, different requirements and the 
multiplication of procedures in some areas continue to prevent the Services Directive from 
delivering its full potential. The persistence of home bias stressed in the previous paragraph also 
naturally leads to a great deal of heterogeneity in rules and practices, the complexity of which 
increases costs and procedural time and hinders the cross-border provision of services.10 For the 
regulated professions, the level of openness also varies between Member States, and providers in 
several service sectors still face a wide array of barriers when they want to establish themselves in 
another Member State or deliver services on a temporary cross-border basis. As stressed by the 
OECD, recognition procedures remain costly and lengthy, and the harmonisation of requirements is 
not yet complete, leading to market restrictions and limiting cross-border mobility. 

https://www.ifo.de/DocDL/wp-2018-250-felbermayr-etal-tarde-model.pdf
https://www.ifo.de/DocDL/wp-2018-250-felbermayr-etal-tarde-model.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2019/631054/IPOL_STU(2019)631054_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2019/631745/EPRS_STU(2019)631745_EN.pdf
https://www.elibrary.imf.org/view/journals/001/2022/001/001.2022.issue-001-en.xml?Tabs=contentsummary-102775
https://www.elibrary.imf.org/view/journals/001/2022/001/001.2022.issue-001-en.xml?Tabs=contentsummary-102775
https://ec.europa.eu/info/sites/default/files/eu-single-market-barriers-staff-working-document_en.pdf
https://www.eurochambres.eu/wp-content/uploads/2020/08/Business-Survey-The-state-of-the-Single-Market-Barriers-and-Solutions-DECEMBER-2019.pdf
https://www.oecd-ilibrary.org/economics/oecd-economic-surveys-european-union_2072506x
https://www.oecd-ilibrary.org/economics/oecd-economic-surveys-european-union_2072506x
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Finally, there is a need to address administrative ineffectiveness, notably through faster adoption 
of digital technologies, effective one-stop shops and generalisation of digitalisation of information 
as, in practice, many businesses are not fully aware of rules and requirements and thus do not take 
advantage of all the possibilities at their disposal (70.8 % of service providers complain about the 
inaccessibility of information on rules and requirements). Instruments for resolving disputes and 
ensuring compliance and enforcement should continue to be improved, taking better account of 
the ongoing digitalisation of the economy. These elements are naturally self-reinforcing and so, for 
an optimal result, they need to be addressed through a systemic approach rather than through 
independent and sometimes unrelated tools. 

Figure 3. Main obstacles in the single market for services 

 
Source: Eurochambres, Business survey. The state of the Single Market: Barriers and Solutions, December 2019. 

Estimating the economic impact of completing the single 
market for services 
In this part, we investigate the potential negative economic impact of remaining trade barriers to 
services identified in the previous chapter. The purpose is to quantify more precisely the benefit of 
addressing these obstacles and provide up-to-date estimations of the results of the 2014 Cost of 
Non-Europe (CONE) publication on the free movement of services, considering progress made in 
facilitating cross-border trade and improving the governance of the single market. 

Conceptual framework and description of data used  
To evaluate the impact of remaining barriers to the single market for services, we rely upon a gravity 
model of trade. Gravity models are well known and are extensively used in the trade literature.11 This 
approach has several advantages from the perspective of policy analysis, as the model could be 
extended to look at the economic impact of regulatory barriers and of various institutional 
arrangements.  

A limitation of gravity models is that they mostly focus on the impact on trade volumes. They thus 
do not pretend to have the higher level of explanatory power of more complex models such as 

https://www.eurochambres.eu/wp-content/uploads/2020/08/Business-Survey-The-state-of-the-Single-Market-Barriers-and-Solutions-DECEMBER-2019.pdf
https://www.europarl.europa.eu/EPRS/EPRS_STUDY_536354_CoNE_Single_Market_II.pdf
https://www.europarl.europa.eu/EPRS/EPRS_STUDY_536354_CoNE_Single_Market_II.pdf
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general equilibrium models. The gravity models used here also do not allow for disaggregated 
estimation of impact on consumers or on certain types of businesses and stakeholders.  

Finally, it is important to recall that, while the variables used in our model are the most commonly 
used in similar types of analysis, there are variables that have been kept out of the scope of our 
analysis as they proved not to be significant during various rounds of estimation. Equation (1) 
reflects the baseline gravity model, relating bilateral trade in services with the GDP of both the 
exporting and importing country, proximity of markets for services, and policy indicators 
representing the regulatory barriers in the importing country and its effects on bilateral exports. 
 
𝑙𝑙𝑙𝑙𝑙𝑙𝑋𝑋𝑖𝑖,𝑗𝑗 = 𝜕𝜕0 ∗ 𝑙𝑙𝑙𝑙𝑙𝑙 𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 + 𝜕𝜕1∗ 𝑙𝑙𝑙𝑙𝑙𝑙 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 + 𝜕𝜕2 ∗ 𝑐𝑐𝑙𝑙𝑐𝑐𝑐𝑐𝑐𝑐𝑙𝑙𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑖𝑖,𝑗𝑗 + 𝜕𝜕3∗ 𝑙𝑙𝑙𝑙𝑙𝑙 𝑑𝑑𝑐𝑐𝑑𝑑𝑐𝑐𝑑𝑑𝑐𝑐𝑐𝑐𝑑𝑑𝑖𝑖,𝑗𝑗 + 𝜕𝜕𝑘𝑘 ∗
 𝑟𝑟𝑑𝑑𝑙𝑙𝑐𝑐𝑙𝑙𝑑𝑑𝑐𝑐𝑙𝑙𝑟𝑟𝑐𝑐 𝑏𝑏𝑑𝑑𝑟𝑟𝑟𝑟𝑐𝑐𝑑𝑑𝑟𝑟𝑘𝑘,𝑗𝑗          (1) 

More specifically, X i,j represents the total export flows of services in billion euros between exporting 
country i and partner country j, and GDP represents GDP figures in billion euros for each country. 
We use 2019 data for annual GDP and bilateral trade flows between any pair of countries from 
Eurostat. Contiguity is an indicator equal to one if countries share a common land border and zero 
otherwise, and distance is the geographical distance between the capitals of countries i and j. The 
data have been extracted from the CEPII GeoDist dataset and reflect the hypotheses that costs of 
providing services increase with distance and are lower for neighbouring countries.  

Finally, to measure a country's regulatory barriers, we use the latest update of the OECD indicators 
of product market regulation, which are a comprehensive and internationally comparable set of 
indicators that measure the economy-wide regulatory and market environments.12 More 
specifically, we use indicators that measure the incidence of barriers in service sectors, distortions 
induced by state involvement, digital service trade restrictiveness, barriers to foreign direct 
investment, and barriers in network sectors. The numerical values represent stringency of policy in 
each area, from 0 (absence of significant regulatory barriers) to 6 (most restrictive regime). Table 1 
shows descriptive statistics for the main variables for regulatory barriers used in the econometric 
model. The expected signs of the impact on exports for each variable is given in brackets. 

Table 1. Description of selected variables for regulatory barriers 
Variables Unit Original source Mean Standard 

deviation 
Min. Max. 

Barriers in service sectors (-) index OECD PMR 2.4 0.8 0.6 3.7 

Distortions induced by state 
involvement – direct control (-) 

index OECD PMR 1.2 0.5 0.3 2 

Digital service trade 
restrictiveness index (-) 

index OECD PMR 0.15 0.05 0.08 0.26 

Barriers to foreign direct 
investment (-) 

index OECD PMR 0.2 0.1 0 0.6 

Barriers in network sectors (-) index OECD PMR 1.3 0.3 0.9 2.4 

Source: EPRS.  

The statistics suggest that, thanks to the progress made in developing the single market, remaining 
barriers to foreign direct investment within the EU now play a relatively smaller role regarding 
regulatory stringency (the mean is 0.2, while the maximum value is only 0.6). The statistics, however, 
reveal room for significant improvement and for further convergence regarding barriers in service 
sectors (the mean value is still at 2.4 and the standard deviation is 0.8), barriers in network sectors 
(the mean value is still at 1.3 and the standard deviation is 0.3), and distortions induced by state 
involvement (the mean value is still at 1.2 and the standard deviation is 0.5). Progress on a more 
harmonised approach towards digitalisation of services should also be pursued (the mean value is 
0.15 and the standard deviation is 0.08). 

https://ec.europa.eu/eurostat/web/products-datasets/-/bop_its6_det
https://ec.europa.eu/eurostat/web/products-datasets/-/bop_its6_det
http://www.cepii.fr/cepii/en/bdd_modele/presentation.asp?id=6
https://www.oecd.org/economy/reform/indicators-of-product-market-regulation/
https://www.oecd.org/economy/reform/indicators-of-product-market-regulation/
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Results of the estimation  
In this first stage of the analysis, we estimate the parameters of the gravity model that capture the 
trade patterns of the 27 EU Member States and their 'pair' EU trading partners.13 The parameters of 
this model are then used in a second step to generate a prediction of the benefits in terms of 
increased trade in services that would accrue for the Member States if trade barriers within the 
internal market were to be removed. The results are provided in Table 2.  

Specification (1) shows the gravity model in which only the GDP and proximity of markets for services 
variables are included. The explanatory variables all display the expected signs and significant 
coefficients. This remains true in all specifications subsequently estimated, emphasising the strength of 
the gravity model framework. The GDP of exporting (i) and importing (j) countries has a positive impact 
on trade. The fact that two countries share a common border also has a positive effect, while the larger 
the distance between two countries, the smaller the level of recorded trade flows, as expected. 

Table 2. Econometric estimations (dependant variable is log of total bilateral services export 
flows) 

 (1) (2) (3) (4) (5) (6) 

Log GDP country i 
(+) 0.697*** 0.697*** 0.700*** 0.702*** 0.700*** 0.685*** 

Log GDP country j 
(+) 0.768*** 0.768*** 0.767*** 0.763*** 0.768*** 0.874*** 

Contiguity (+) 1.114*** 1.149*** 1.170*** 1.198*** 1.166*** 1.032*** 

Log distance (-) 
-

0.306*** -0.286*** -0.256*** 
-

0.239*** 
-

0.259*** -0.376*** 

Log barriers in 
service sectors (-) 

- -0.175** -0.165** -0.135* -0.166* 0.266*** 

Distortions 
induced by state 
involvement – 

direct control (-) 

- - -0.207*** 
-

0.205*** 
-

0.206*** -0.102* 

Digital service 
trade 

restrictiveness 
index (-) 

- - - -0.896 - - 

Log barriers to 
foreign direct 
investment (-) 

- - - - -0.011 - 

Log barriers in 
network sectors (-) 

- - - - - 1.346 

R squared 97.3 97.3 97.4 97.5 97.4 97.5 

Source: EPRS. *** p<0.01, ** p<0.05, * p<0.2. 

Specifications (2) to (6) progressively include regulatory variables in the model. Specification (2) 
shows that barriers in service sectors have a significant negative impact on trade flows of services. 
This is an interesting result since, as mentioned in the business survey, national barriers to services 
are the main obstacle stressed by businesses.  

Specification (3) emphasises the negative effect of distortions induced by state involvement in terms 
of direct control exerted over business operations.14 This confirms the results highlighted in the 

https://www.oecd.org/newsroom/services-trade-liberalised-in-2021-showing-significant-decrease-in-volume-and-effects-of-new-measures.htm
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relevant literature that the higher the barriers in service sectors and the higher the disruption 
produced by state intervention, the more difficult and limited it is to provide cross-border services 
freely. Specifications (4), (5) and (6) look further by including variables on digital service trade 
restrictiveness, on barriers to foreign direct investment and on barriers in network sectors. Ceteris 
paribus, we do not find a significant impact, indicating that the effect is already captured by the 
other variables in the model or may be explained by improvements in these areas. 

Untapped potential of completing the single market for services 
In this second stage of the analysis, we evaluate more precisely what would be the impact on trade 
flows and GDP of a reduction of existing obstacles to free intra-EU trade in services. Using the results 
corresponding to specification (3) of the gravity model in Table 2, we estimate the additional exports 
of services and the resulting increase in GDP for each Member State individually and for the EU as a 
whole. We assume a ten-year period for the projections and consider two scenarios.  

The first scenario is our main scenario. It assumes that the gaps with the best performers15 in terms 
of barriers in service sectors and distortions induced by state involvement are reduced by 50 %. This 
corresponds to continued convergence of Member States towards best practices. It is a relatively 
ambitious scenario, but an achievable one given the time horizon of our simulation. The second 
scenario (alternative scenario) is more ambitious, as it considers that Member States will reduce the 
gaps with the best performers by 80 % for both variables in the next 10 years. The values for this 
second scenario could therefore be taken as an upper estimate of benefits for the period. 

Figure 3. Impact of the removal of trade obstacles by Member States (main scenario – 
removal of 50 % of obstacles, impact on exports of services expressed as a % of GDP) 

 
Source: EPRS. 

Figure 3 shows the results from the simulations for the main scenario for all Member States and for the 
EU as a whole. The estimates reflect the total potential gains in terms of additional exports of services 
that would accrue if the obstacles to trade were to be removed as indicated. Under this scenario, we find 
that the total incremental amount of intra-EU exports of services that would derive from reducing 
barriers in service sectors is around €216 billion, whereas additional intra-EU exports of services that 
would derive from reducing distortions induced by state involvement are around €63 billion. Ceteris 

https://www.oecd.org/newsroom/services-trade-liberalised-in-2021-showing-significant-decrease-in-volume-and-effects-of-new-measures.htm
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paribus, this amounts to a total benefit of €279 billion per annum, representing 2 % of EU GDP. Under 
our alternative scenario (removal of 80 % of the gap with the best performers), the overall gains are 
naturally larger and a total benefit of €457 billion per annum could be expected in that case.   

Figure 3 also illustrates the fact that the potential gains are not identical across Member States. For 
instance, Slovenia, Luxembourg, Malta, Latvia, Lithuania, Slovakia, Estonia and Belgium have the 
potential to increase their exports of services in the internal market by more than 3 % of GDP if 
barriers in service sectors in the EU are reduced by 50 %. In addition, Luxembourg, Slovenia, Malta, 
Lithuania and Latvia have the potential to increase their exports of services in the internal market 
by more than 1 % of GDP if distortions induced by state involvement in the EU are reduced by 50 %. 
More generally, all Member States would benefit from the removal of obstacles to intra-EU trade, 
although we acknowledge that redistribution effects, regional and international implications and 
the impact on macro-economic imbalances are not covered in this study; they could be further 
investigated in future complementary studies. As we expect trade obstacles to be gradually 
removed over time, it is worth recalling that these estimates should be seen as long-term effects. It 
is also important to stress that the gravity model gives partial equilibrium results with regard to 
bilateral trade and the corresponding direct impact on GDP. These are therefore not directly 
comparable with full general equilibrium estimates as sometimes provided in the literature. This 
also explains why innovation impacts, competition impacts, spillover due to increased trade flows 
and other types of indirect effects are not reported.  

To conclude, our findings update the results of previous studies on the untapped potential of the 
single market for services. As barriers in service sectors and distortions induced by state involvement 
continue to hinder the free provision of services, we confirm that the benefits of further action 
remain substantial, representing between €279 billion and €457 billion of additional GDP per 
annum in the long term. We thus conclude that completing the single market for services is an 
integral part of the path towards more strategic autonomy, more resilience, more security, and more 
rapid, broad-based and sustainable development. 
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ENDNOTES 
1  The EU in this briefing means the EU-27, and therefore the numbers presented do not include the UK. 
2  On 10 March 2020, the Commission released a Communication on identifying and addressing barriers to the Single 

Market, a Commission Staff Working Document accompanying the Communication, and a Communication on a long 
term action plan for better implementation and enforcement of single market rules. 

3  Directive 2013/55/EU of the European Parliament and of the Council of 20 November 2013 amending Directive 
2005/36/EC on the recognition of professional qualifications and Regulation (EU) No 1024/2012 on administrative 
cooperation through the internal market information system ('the IMI Regulation'). 

4  Directive 96/71/EC of the European Parliament and of the Council of 16 December 1996 concerning the posting of 
workers in the framework of the provision of services. 

5  For a review, see Coronavirus and the cost of non-Europe, EPRS, 2020.  
6  This assessment looks at the potential impact of a fuller and more effective application of the Services Directive, 

including opening regulated professions. 
7  OECD, Economic Surveys: European Union 2018, June 2018. 
8  See Mika A., Home sweet home: the home bias in trade in the European Union, ECB Working Paper Series No 2046, 

April 2017. 
9  Such as shareholder or voting rights requirements, compulsory minimum tariffs, administrative complexity and costs, 

lack of information about applicable rules, differences in rules and requirements among countries, complexity of 
procedures and formalities, lack of electronic procedures, unclear deadlines and multiple fees. See European 
Commission, Proposal for a Directive of the European Parliament and of the Council on the legal and operational 
framework of the European services e-card introduced by Regulation ... [ESC Regulation] ..., COM(2016) 0823, January 
2017.   

10  European Court of Auditors, Special report No 5/2016: Has the Commission ensured effective implementation of the 
Services Directive?, March 2016. 

11  For a description of this type of model and of potential applications, see Baier S. and Standaert S., Gravity Models and 
Empirical Trade, 2020. 

12  These indicators have been widely used in a number of studies and their limitations are well known and heavily 
documented. See OECD, A detailed explanation of the methodology used to build the OECD PMR indicators, 2020. 

13  We use ordinary least square estimations (OLS). 
14  Here it is worth noting that the focus is on distortions induced by state involvement rather than just on a more 

difficult-to-interpret variable on state involvement. 
15  The value for the best performers is computed as the first percentile of the values for each respective index. We correct 

for large potential outlying values, assuming a maximum potential impact in relation to the value of the percentile.  
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