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EXECUTIVE SUMMARY

This study evaluates the benefits of a Digital Single Market for Europe, and quantifies the
Commission’s Digital Single Market (DSM) Strategy (2015) from an economic perspective. The
DSM Strategy seeks to tackle a wide range of issues related to the digitisation of European society,
but an over-arching theme is the facilitation of cross-border electronic commerce within the EU. It is
broadly in line with long-standing European Parliament initiatives to achieve a “... digital single
market that is essentially about removing national barriers to transactions that take place online.”"

We consider first the effects of the legislative measures that comprise the DSM Strategy, and then
discuss their relationship to the overall EU objectives of completion of the Single Market and of the
digitisation of Europeansociety.

Benefits of specific DSM Strategy initiatives

Itis muchtoo soon to measure the actual economic benefits of the DSM Strategy ex post; however, it
is possible tosummarisethe results that the Commission anticipated. We have identifiedsome € 177
billion in potential annual economic gains (in current euro) from full implementation of the
legislative measures enacted or expected to be enacted, corresponding to 1.2% of current (2017)
GDP, basedon Commission estimates.

Most of these anticipated annual gains can be attributed to the European Electronic Communications
Code (the EECC) (€ 81 billion), amendments to the Directive on re-use of public sector information
(PSI) (€45 billion), the Single Digital Gateway (assuming it is well implemented and well used)
(€ 20 billion), and the Geo-Blocking Regulation (€ 10 billion). The large benefits attributed to the EECC
reflect various spill-oversinto the overall digitisation of European society, enabledby measures that
promote the deployment of fibre-based fixed broadband and of 5G mobile services. Rough estimates
of the annual benefits achievable thanks to each legislative measure (inbillions of current euro once
the measures have takenfull effect,and subject toa range of limitations) are summarisedin Figure 1
and Table 1.

The estimates are, however, highly uncertain for many different reasons. They are largely based on
Commission Impact Assessments and other publicly available documents, but the Impact
Assessments are quite mixed in the information and in the quality of analysis that they provide. We
have made adjustments where we identified problems, but our figures necessarily reflect the
assumptionsandany errorsinthe Commission estimates. Furthermore,itis muchtooearly to check
these forecast gains against actual gains. There is also uncertainty as to the counterfactuals - in the
absence ofa DSM Strategy at EU level, what initiatives would the Member States have undertaken to
promote the digitisation of society at Member State level, and to ameliorate barrierstocross-border
e-commerce? Even where Commission Impact Assessmentdocuments provideseemingly sensible
estimates, the results are not cross-comparable across different Impact Assessments.

Further limitations are notedin Chapter 1 of the text.

1 European Parliament (2018a).
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Figure 1. Annual benefits achievable based on measures already finished or in progress
(in billionsof current euro once the measures have taken full effect)
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Table 1.  Estimated annual benefits of selected legal instruments adopted or proposed
during the 8th Legislature (2014-2019) (billions of 2018 euro) when fully

implemented.
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Annual benefits achievable

with new measures

E-commerce, content and online platforms 14.6 36.4
Regulation addressing unjustified geo-blocking (2018) 10.3 31.4
Council Regulation and Directive VAT for e-Commerce (2018) 2.3 -
Regulation on cross-border parcel delivery services (2018) 1.0 5.0
Directive Audio-Visual and Media Services (2018) 1.0 -
Data and Al 51.6 :
Directive on the re-use of publicsectorinformation (recast) P2018 45.0 -
Regulation on Free flow of non-personal data (2018) 4.3 -
General Data Protection Regulation (2016) 2.3 -
Trust and security 4.0 .
Directive on Network Information Security (2016) 4.0 -
E-Government 20.0 -
Regulation establishing a Single Digital Gateway (2018) 20.0 -
Consumer protection 0.3 5.9
Directive on contracts for the supply of digital content- P2015 0.3 5.9
Electronic communications networks and services 86.1 41.0
Directive on European Electronic Communications Code (2018) 81.1 41.0
Regulation Open Internet/TSM (2015) 5.0 -
Total: | 176.6| 83.7

Source:  Bruegel estimates based on European Commission Impact Assessment reports and other sources identified in the text.

We have alsoidentifiedan additional € 83.7 billioninannual gains that might be realised byfilling in
currentgapsin the DSM Strategy (as shown in Table 1); however, most of these involve complex and

challengingpolicyinterventions that would extend beyond the digital sector.

Long-term benefits from the digitisation of the EU (based on artificial intelligence, bigdata, machine
learning, the Internet of Things and more) may be much greater. This study presents a few current
estimates of the magnitude of these gains, but does not attempta detailed quantification of EU gains.
The degree to which measures are needed at EU level, Member State level, or not needed at all in

order to realise these gainsisinmost cases not yet clear.

10
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The DSM Strategy and the benefits of fully achieving a Digital Single Market

The DSM Strategy seeks to strengthen the EU in many ways, all of which relate to the fostering of a
Digital Single Market; however, it cannot be said to fully achieve all of the potential benefits of a
Digital Single Market. It provides many important steps along the way, but more work remains.

Most but not all of the benefits ofthe DSM Strategy flow either from: (1) furthering the Single Market
in the digital domain, or (2) further promotion of the digitisation of the EU. Figure 2 shows the
relationship betweenthese two,and how they relate to the distribution of benefits.

In a true Digital Single Market, the electronic ordering of both physical and virtual goods and services
would be as easy and cost-effective cross-border as domestically. Many e-government services
including health services and the establishment of a business would likewise be as easy and cost-
effective cross-border as domestically. The resulting Single Market gains could be expected to result
in lower prices, greater choice and enhanced convenience for consumers, scale economies, and
enhanced competitiveness of the EU in comparison withits global trading partners.

A true Digital Single Market would make far greater use of digital technology than is the case in the
EU today. Fast broadband, mobile (5G) services, artificial intelligence, robotics, big data, machine
learning, the Internet of Things (loT), cloud computing and possibly blockchain are likely to play
transformative roles in the EU’s economy and society. The comprehensive digitisation of the EU is
expected to result in productivity gains, reduced transaction costs, product, service and process
innovation, and enhanced EU competitiveness in comparisonto the EU’s global trading partners.

In sum, the benefits of the legislation proposed under the DSM Strategy flow from two distinct
dimensions: Single Market gains and digitisation gains; however, the overlap of benefits is not
completeinanydimension,asis showninFigure 2.

Figure 2. How the benefits of the Digital Single Market Strategy relate to underlying
drivers.

Digital Single Market Strategy Benefits

Lower prices, Productivity gai
ter consumer choice, reduced transaction
scale economies, product, service and proces
bal competitiveness global competitive

Source:Bruegel
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Overall benefits of the Single Market for offline and online commerce

Numerous estimates have been made of the overall gains generated by the Single Market, using a
range of methodologies andassumptions,and arriving at a range of conclusions.

Based on an extensive literature review, Dahlberg (2015) found that the “single market has been a
significant enablerforeconomic growthin Europe. ... [Clomparisons are not easily done, but 2-4 per
cent seems to be in the ballpark. ... This effect primarily seems to have run through the free
movement of goods and capital - the intra-EU trade and investment flows have experienced
significantincreases sincethe implementation of the single market.”

The same study suggests that Single Market gains arising from the free movement of services have
been limited and uneven. Indeed, there are some indications that price mark-ups in the services
sector have actually increased. Given that services represent some 70% of European GDP and
employment, thisis worrisome.

Duch-Brown and Martens (2016) found that if it were as easy to make business-to-consumer (B2C)
purchases of goods cross-borderasitis domestically, price convergencewouldleadto pricesthatare
lower by 1.0% for goods purchased online and 0.5% for goods purchased offline. Consumer and
producer surpluses wouldeachincrease by more than 1%.

Beyond these findings, numerous studies show that broadband deployment and adoption make a
positive contribution to societal welfare. This explains the large gains that the Commission 1A
attributes to the European Electronic Communications Code (EECC).

Overall benefits of the digitisation of the EU

The DSM Strategy has recognised the need “to exploitinnovations suchas Cloud computing, Big Data
tools or the Internet of Things”. Concretely, much has beendone to promote the deployment of fast
fixedbroadband and of mobile servicesbasedon 5G, primarily inthe EECC.

The transformation of the EU through digitisation appears to depend on the adoption of a range of
technologies such as artificial intelligence, robotics, big data, machine learning, the Internet of Things
and possibly blockchain. Different analysts provide different estimates, but most of their estimates for
future global benefits are inthe trillions of euro peryear. The EU potentially stands on the threshold
of a truly transformative change.

In most of these areas, the European Commission has prepared strategy papers, fundedresearch and
studies, and in some cases created public private partnerships (PPPs) or observatories. Few of the
current DSM Strategy legislative proposals touch on these technologies. The degree to which
legislationis neededtodeal withissuesinany of these technologiesis likely to become clearer during
the next legislative term. This study identifies areas that are likely torequire attention.

Limitations of our assessment

As noted, it is much too early for ex-post evaluations. Some of the measures have not even been
adoptedyet. Evenfor measures that have taken effect,itis too soon to judge effectsempirically.

We have consequently relied on ex-ante estimates, primarily derived from the European Commission
Impact Assessments thataccompany legislative proposals. These reports often neglect to provide a
quantitative estimate of benefits or costs, and even where they do, there is little consistency in the
estimates made.Process improvements should be consideredin the Better Regulation process that
drives these Impact Assessments.

12 PE631.044
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Possible initiatives to realise more of the Digital Single Market’s potential

We see opportunities fora number of further interventions in the cominglegislative term. Theyfall in
three categories: (1) re-thinking the overall approach to the Digital Single Market going forward,
(2) rounding out and completing the measures enacted during the current legislative term, and
(3) launching new initiatives tofoster the digitisation of European business, government and society.

As far as a re-thinking of the approach, we offer the following reflections:

« For Single Market issues, a holistic view that integrates digital and pre-digital aspects may be in
order; however, promoting the adoption and innovation based on digital technology continues to
require aspecial focus of its own.

« The ultimate goal is the achievement of a dynamic EU economy that delivers a high standard of
living to all, and that provides attractive prices and choices to consumers. The Single Market, the
competitiveness of the EU, and the productivity gains achieved by digitisation are a means to
achievingthisend.

- Despite the growing difficulty in distinguishing between products and services, more focus on
Single Market gains relating to servicesis needed during the nextlegislative term.

« A more integrated view across the EU’s full range of policy tools is needed, including industrial,
regulatory, competition,and trade policy. However, we cannot compromise the independence, the
integrity and the credibility of regulatory and competition policy.

Beyond this, we have identified candidate legislative measures to deal with the “unfinished business”
from the currentlegislativeterm, and to promote the digitisation of the EU using technologies such
as Artificial Intelligence, machinelearning, big data, the collaborative economy,andcloud services.
These measures differ from one another in many dimensions — not only in the magnitude of costsand
benefits, butalsointhe degree towhichthe Union has competencetoact.Some appear to us to be
more politically fraught than others.

In a few cases, we have identified complex issues where solutions probably cannot even be put
forward until the problem has been studied in greater depth. In others, the problem is well
understood but potential solutions would require careful assessment through the Better Regulation
process.

With this in mind, we have categorised the various initiatives put forward in this chapter along each
of these dimensions in Table 2, and have clustered them into groups. The assessments reflect our
subjective view of the benefits, costs, and difficulty of each of the candidate policy measure along
eachof the relevantdimensions.

To summarise, the measures that we have put forward in this chapterand assessedin Table 2 are:

+ Public funding for Al and robotics. More public investment is needed in these potentially
transformative technologies, and especially in Al and robotics, in order to maintain EU
competitiveness.

- Private funding for start-ups and scale-ups. The Capital Markets Union (CMU), which included
some measuresinthisdirection,isstalled. EU start-ups and scale-ups continue to sufferfrom a lack
of venture capital, challenges in conducting IPOs, and problematic and inconsistent insolvency
regimes. Are-doubling of effortsis in order.

- Corporate taxation. Online platforms need to pay their fair share of taxes, and there is general
agreement (in line with the OECD’s BEPS process) that taxation should occur where the service is
used. Beyond that broad assertion, however, it will be hard to find consensus between the EU and
our trading partners, and for that matteramong the Member States of the EU itself.

PE631.044 13
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- Training. Training and retaining skilled IT professionalsinthe EU isincreasingly difficult. The limited
EU competenceinthisarea posesachallenge.
- Employment and social protection. The combined impact of Al, machine learning, and big data
on employmentis potentially substantial. Thisimplies significant societal dislocations that will need
to be addressed. Furthermore, there are implications for social protection of workers (including self-
employed workers) as digitisation contributes to increasing labour flexibility — a trend with both
positive and negative implications. Again, the limited EU competenceinthisarea posesachallenge.
E-government. Progress has been slow in the area of e-government. It is time to reinvigorate EU
efforts on cross-border e-government service.
Networkand information security. Progresshas been made inthe currentlegislativeterm whenit
comes to strengthening the role of ENISA, and establishing a certification programme at EU level.
Nonetheless, the level of investment at EU level is ludicrously small in comparison to the rate at
which threats are growing, not only from commercial hackers but also from states and from state
sponsored hackers. A more muscularapproachto cybersecurity at EU level appearsto be needed.
Cross-border sales of goods that require delivery. This would be a necessary prerequisite to
expanding the Geo-Blocking Regulation toinclude goods that require cross-border delivery. For this
to be workable, it would be necessary to first address non-harmonised requirements related to
product safety, labellingand more. Existing legislation that mandates mutual recognition of goods
sold inanother Member State would need to be made fully effective in practice.
Re-thinkthe structure of the EU audio-visual sector. Thiswouldbe anecessary prerequisite to
expanding the Geo-Blocking Regulation to include services that primarily deliver copyrighted
audiovisual content. Expanding the Geo-Blocking Regulation without first addressing structural
problemsinthe audiovisual sector wouldrisk undermining the funding model for the production of
audiovisual content.
Expand the scope of consumer protection. Inclusion of commercial guarantees, consumer credit
and gambling could generate welfare gains. Further extension could be considered to fully cover
financial services, passenger travel, healthcare andreal estate.
Further improve access regulation. Further work is likely to be needed to fully realise the
broadband investment that the EECC sought.
Lower cross-border parcel delivery NPO prices. The Regulation as enacted does little to bring
prices down to levels reflective of costs. Expanding the Regulation to mandate more competitive
pricing, mainly on the part of National Postal Operators, would generate net gains, and would
encourage a secondround of enhancements.
Liability and newtechnologies. New legislationis likely to be needed to address issues of product
and service liability where Aland machine learning come into play.
Fake news and inappropriate content. Issues with inappropriate or misleading content are
growing. A more muscular and comprehensive policy approach is likely to eventually be needed
than the voluntary programmes currently in place to deal with “fake news”. Automatedtools based
on Al, machine learningandbigdata techniques show promise indetectinginappropriatecontent,
and “fake news”".

Detecting collusion. Automated platforms may have a tendency to collude, with or without
malicious intent, but automated tools may also prove crucial in detecting collusion.

14 PE631.044
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Table 2. A comparative perspective on possible initiatives to realise more of the potential of the Digital Single Market.
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Furtherincrease funding

Private funding for start-ups and scale-ups (CMU) H M Y H H N Political resolution needed
Corporate taxation M L Y H H N Political resolution needed
High payback areas where more study is needed to formulate plans
Trainingand re-training H M N M H Y Study and funding needed
Employmentand social protection H H Y H H Y Many needs are understood
E-government M H Y M H Y Study barriers, then push ahead
Network andinformation security H H N M H Y More EU activismneeded
High payback areas where the way forward is not clear
Cross-border sales of goods thatrequire delivery H H N H H N Study, better mutual recognition
Re-think the structure of the EU audio-visual sector H H N H H N Comprehensive study
Medium payback areas where more study is needed to formulate plans
Expand scope of consumer protection M M N M M N Study of promising sectors
Furtherimprove accessregulation M M N M M N Study
Lower cross-border parcel delivery NPO prices M L Y H H Y Political resolution needed
Liability and new technologies L L N M M N Study
Fake news andinappropriate content H* H N M M N Study and technical progress
Identifying collusion M M N L L Y Study and technical progress

H=high, M=medium, L=low, Y=yes, N=no
* The societal gains are not mainly economic.
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1. INTRODUCTION

Numerous legislative measureshave beeninitiated or enactedin support of the Commission’s Digital
Single Market Strategy (European Commission, 2015a). This report provides a stock-taking of what has
beenachievedineconomic terms, of what remains to be done, and of opportunitiesfor the coming
legislative term.

The study (IP/A/IMCO/IC/2018-012) has been undertaken for Policy Department A of the European
Parliament, on behalf of the Internal Market and Consumer Protection Committee (IMCO). Preliminary
results were presented at the IMCO Workshop on 10 July 2018.

1.1. Objectives

The study “Contribution of the Internal Market and Consumer Protection to Growth” (hereinafter
Alleweldt at al. (2014)) was prepared for the IMCO Committee in 2014. That study called for an
ambitious revision of European policy objectives in order to more fully realise the potential of the
Internal Market as a growth engine and an anti-crisis mechanism.The current European Commission
followedthis path by means of a new set of strategies, including the DSM Strategy for Europe ?and A
Single Market Strategy.?

The IMCO Committee has requested a workshop and an update of the 2014 study. The update is
comprised of a series of in-depth analyses. This study, which focuses on the Digital Single Market, is
one componentofthat series.

The aims of the current update are (1) to provide background information and advice for the
Members of the IMCO Committee on benefits brought in the past and to be realised in the
foreseeable future for EU businesses and citizens by legislation established in the field of Internal
Market and Consumer Protection, and (2) to reflect on priority measures and actions that could be
undertakenin thisfield going forward.

1.2. Background

The Digital Single Market (DSM) Strategy was intended to tackle a wide range of issues related to the
digitisation of European society. A key over-arching theme is the facilitation of cross-borderelectronic
commerce within the EU. The DSM sought to do this with a barrage of legislative measures, each
aimed at addressing one or more of the barriers to cross-border e-commerce that have been
identified by e-merchants orconsumers (and evidencedin surveys).

The DSM Strategy is broadly in line with numerous initiatives undertaken by the Parliament
over the years. For the Parliament, the “... Digital Single Market is essentially about removing
national barriers to transactions that take place online. It builds on the concept of the
common market, intended to eliminate trade barriers between Member States with the aim of
increasing economicprosperity ...

2 European Commission (2015a), Digital Single Market Strategy, COM(2015) 192final.
3 European Commission (2015d), Single Market Strategy, COM(2015) 550 final.
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Market and government services developed within the Digital Single Market are evolving from fixed to
mobile platforms and becoming increasingly ubiquitous, offering access to information and content
anytime and on any device (ubiquitous commerce and ubiquitous government).These advances call
for a regulatory framework that is conducive to the development of cloud computing,
borderless mobile data connectivity and simplified access to information and content, while
safeguarding privacy, personal data, cybersecurity and net neutrality.”

Pursuant to the DSM Strategy, the Commission has introduced dozens of legislative measures,
some of which have been enacted, some of which have been politically agreed by the co-
legislatorsbutnotyet finalised, and some of which are still in the pipeline (see Section 4.1).

For each measure, it will be important at some point in time to reflect (consistent with
Better Regulation principles) on the degree to which it achieves its goals. Was the measure as
proposed effective, efficient and coherent in addressing the problem identified? Is that still the
case for the measure as enacted? Will transposition (where needed) and implementation at
Member State level be effective andefficient?

For the most part, itis too early for that. Few measuresare yetinforce.

1.3. Methodology

This study seeks to quantify the economic benefits of the Digital Single Market Strategy. The
DSM Strategy seeks to move Europe in the direction of the achievement of a Digital Single
Market, but it is not synonymous with it. In its DSM Strategy, the Commission defines a Digital
Single Market as “one in which the free movement of goods, persons, services and capital is
ensured and where individuals and businesses can seamlessly access and exercise online
activities under conditions of fair competition, and a high level of consumer and personal
data protection, irrespective of their nationality or place of residence.” (European Commission,
2015a)

Our task hereis to quantify the benefits of the DSM Strategy based on existing data. This differs from
the potential benefits of full achievement of a Digital Single Market, first because the Strategy
does not take us all the way to a Digital Single Market, and second because the legislative
measures generate a range of benefits, not all of which should necessarily be viewed as Single
Market benefits.

The DSM Strategy seeks to strengthen the EU in many ways, all of which relate to the fostering of a
Digital Single Market; however, it cannot be said to fully achieve all of the potential benefits
of a Digital Single Market. It provides many important steps along the way, but more work
remains.

The gains from DSM Strategy legislative measurescanbe assumedtoderive fromanumberof
large-scale effects, including:

e Eliminationofbarriersto cross-border commerce, especially e-commerce, which enhances
the efficiency of the Single Market for goods and for services.
0 Resultantreductionin prices paid (i.e.reduced mark-ups).
0 Increasedvariety of products and services availableto consumers.
0 Increased competitiveness.

e Increasedconsumer willingness to use online services due toincreased trust.

4 European Parliament (2018a). See also European Parliament (2018b) and van Veenstra etal. (2013).
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e Improvedefficiency thanks todigitisation

More generally, most but not all of the benefits of the DSM Strategy flow either from (1) furthering
the Single Market in the digital domain, or from (2) further promotion of the digitisation of the EU.
Figure 3 shows the relationship among these two, and how they relate to the distribution of benefits.

In a true Digital Single Market, the electronic ordering of both physical and online goods and services
would be as easy and as cost-effective cross-border as domestically. Many e-government services
including health services and the establishment of a business would likewisebe aseasyand as cost-
effective cross-borderas domestically. The resultant Single Market gains could be expectedto result
in lower prices, greater choice and enhanced convenience for consumers, scale economies, and
enhanced competitiveness of the EU incomparison with our global trading partners.

A true Digital Single Market would make far greater use of digital technology than is the case in the
EU today. Fast broadband, mobile (5G) services, artificial intelligence, big data, machine learning, the
Internet of Things (IoT), and possibly blockchain are likely to play a transformative role in the EU’s
economy and society. The comprehensive digitisation of the EU could be expected to result in
productivity gains;in reduced transaction costs; in product, service and processinnovation; and again
in enhanced competitiveness of the EU in comparisonwith our global trading partners.

These benefits intersect with those of the Digital Single Market Strategy, but the overlap is not
completeinany dimension,as shown in Figure 3.

Figure 3. How the benefits of the Digital Single Market Strategy relate to underlying drivers.

Digital Single Market Strategy Benefits

Lower prices, Productivity gai
ter consumer choice, reduced transaction
scale economies, product, service and proces
bal competitiveness global competitive

Source:Bruegel

Our terms of reference call on us to review existing data (including ex ante impact assessments, ex
post evaluations,and publicly available studies) in order to:

e criticallyassessthe benefits of the Digital Single Market (DSM) Strategy in the context of other
policies, takingintoaccount both e-commerceand e-government;

e assessthe extentto which previously anticipated achievementsinthe areaof the DSM have
materialised and have contributedtothe achievement of EU objectives;
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e explore the potential contribution of currentinitiativesin the foreseeablefuture; and
o formulate a list of gaps where further improvement of policy-making on European level is
possible.

The source documents are subject tonumerous limitations, as further elaboratedin Section 1.5. Few
of the ex anteimpactassessments contain rigorous estimates of benefits,and those that do are by no
means cross-comparable. They tend to provide optimistic estimates of what might possibly be
achieved if all proposed measures were adopted, in conjunction with other measures (that are not
necessarilyidentified). At best, they reflect the legislation that was proposed, not the legislation that
was ultimately adopted.

Furthermore, it is much too early for ex post evaluations. Some of the measures have not even been
adopted yet. For most of those measures that have taken effect, it is too soon to judge effects
empirically.

For these reasons and more (refer again to Section 1.5), simply adding up the benefits estimated in
each of the previous ex ante Impact Assessments needs to be done with care in orderto avoid biased
results. With thatin mind, we have introduced several control mechanisms.

First,in orderto inject some realisminto the process, we have critically assessed each of the Impact
Assessment estimates of economic benefits.

Second, we have attemptedto correct for possible double-counting during the initial analysis.

Finally, we have reviewedany publicly available studiesof the overall economic benefits of the Single
Market, beginning with Cecchini (1988),> and including the comprehensive survey in Dahlberg
(2015).6 With this done, we compared top-down estimates of overall benefits with bottom-up
estimates of the gains from individual legislative measures. If the bottom-up sum hadexceeded the
top-down estimates of overall benefits, we would have assumed that double-counting had taken
place. As it happens, the bottom-up summation appears to be reasonable based on the top-down
check.

5 Cecchini, P, Catinat, M. and Jacquemin, A. (1988), Europe 1992: The Overall Challenge [summary of the Cecchinireport]. SEC (88) 524
final, European Commission.

Dahlberg, E. (2015), Economic Effects of the European Single Market: Review of the empirical literature. National Board of Trade of
Sweden.
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Figure 4. Methodology followedfor this study.
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1.4. Relation to other studies
As previously noted, this study represents an updated reflection on the 2014 study “Contribution of
the Internal Marketand Consumer Protection to Growth”. (Alleweldt etal.,2014)

The Parliament’s Policy Department A launcheda number of small studiesin parallel with this one in
order to update the 2014 results. This study is closely linked to a study of the legal aspects of
measures attempted or taken as part of the DSM,” conducted by Prof Alexandre de Streel and his
colleagues at the University of Namur.

Meanwhile, several other studies are ongoing, each coveringlegal oreconomic aspects ofadifferent
element ofthe legislation relevant toIMCO that was attempted or enacted over the current team.

1.5. Limitations

We would like to acknowledge at the outset a number of limitations as to what it was feasible for us
to do. Some of these reflect limitations in available data, others reflect limited time andresources for
the analysis.

The terms of reference call on us to summarise what is known about economic benefits of the DSM,
largely based on Commission Impact Assessments and other publicly availableresearch.The Impact
Assessments, however, are quite mixedin the information that they provide. Some estimate benefits,
but not costs. A few estimate costs, but not benefits. Some make no attempt to estimate either.

7 In-depth analysis on “Benefits of European Digital Single Market”, IP/A/IMCO/C/2018-014.
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Our figures are based in most cases on Commission estimates as reported in Impact Assessment
reports where available. We have made adjustments where we identified problems; however, since
we have not gone back to primary data to do our own econometric assessments, our figures
necessarily reflect the assumptions andany errorsinthe Commission estimates.

Another cause of uncertainty relates to the counter-factuals. In the absence of a DSM Strategy at EU
level, would things truly have followed a “business as usual” course? What initiatives would the
Member States have undertakento promote the digitisation of society at Member State level? What
would they have done bilaterally or multi-laterally to ameliorate barriers to cross-border e-
commerce?

Even where CommissionImpact Assessment documents provide seemingly sensible estimates, the
assumptions are not consistent across different Impact Assessment documents for different
legislative instruments — the results are not cross comparable. The source Impact Assessment
documents were each constructed individually, with no assurance that they collectively provide a
coherent picture.Inmany cases, the Impact Assessmentdocuments are identifyinglegitimate gains
for which the correspondinglegislative measures are perhaps anecessary condition, but by nomeans
a sufficient condition. Our sense is that many of the Impact Assessments are in effect describing the
benefits of a fully digitalised, fully integrated Single Market for digital services (the full-fledged Digital
Single Market), which is to say that some of the Impact Assessments are measuring substantially the
same benefits. This potentially leads to double counting or multiply counting the same benefits.

In order to correct somewhat for this, we have checked each estimate for reasonableness, have
avoided double-counting wherever we identified arisk,and as a final cross-check have comparedthe
individual Impact Assessment estimates with overall estimates of the gains from the DSM in order to
be able to back out any inappropriate estimates.

Finally, we note that the Parliament has launched multiple studies in the same series of in-depth
analyses, all of which were conducted in parallel. We have extensively harmonised this economic
analysis of the DSM with the legal analysis of the DSM that Prof de Streel and his colleagues are
conducting (project IP/A/IMCO/IC/2018-012);® however, it was not practical to fully harmonise this
study withall of the other parallel economicstudies. For thatreason, it seemslikely that there will be
some double-counting of benefits across the studies.

1.6. Implications for the evolution of the Better Regulation process
The challengesidentifiedin Section 1.5 make clear that there is room for improvementinthe overall
Better Regulation process.

On the positive side, itis worth noting that we did not identify any gaps in the coverage of legislative
proposals by Impact Assessmentreports.

8 In-depth analysis on “Benefits of European Digital Single Market”.
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On the minus side, it is striking to note the number of Impact Assessment reports that made no
attempt to quantify overall benefits. Likewise, few of the Impact Assessment reports sought to
quantify administrative costs, transaction costs, or any other costs.’

Itis probably unrealisticto hope for a full harmonisation of the estimation of costs and benefits across
all Impact Assessmentreports, but there is probably more that can be done to ensure that estimates
are made when feasible, and that the assumptions used are somewhat consistent (at least within
families of inter-related measures). For example, a worksheet could be included by default in the
Impact Assessment report that either provides estimates of a standardised set of costs and benefits
for the Preferred Option, or else a brief explanation as to why an estimate is impractical. As for
methodology, more could be done to ensure consistency in estimation.

Where agroup of inter-related legislative measures collectively seeks toachieve some objective (as
has been the case with the DSM Strategy), it might be most appropriate to provide a combined
economic assessment rather than to analyse the measures one by one. The Better Regulation
Guidelines (2017) provide for fitness checks that constitute a collective ex post “evaluation of a group
of interventions which have some relationship with each other (normally a common set of
objectives), justifying a joint analysis”; however, there does not appear to be any equivalent ex ante
mechanism at the time when forward strategic planning is initiated (and thus in advance of the
Impact Assessment).

This suggestion is very much in line with Muller et al. (2015), which proposes enhancements to the
Better Regulation process so as to create an “enhanced performance-based policy cycle which
includes the strategic programming phase of policy development”.

1.7. Structure of this report

Chapter 2 focuses on the two main pillars of the Digital Single Market: the facilitation of cross-border
e-commerce, and the digitisation of EU society. The chapter provides anoverview ofe-commerce in
general,and of cross-border e-commercein particular, since this was an over-archingtheme formost
of the DSM legislative proposals. It also provides an overview of the magnitude of economic benefits
potentially available with key technologies such as artificial intelligence, robotics, machine learning,
big data, and enhanced fixed broadband and mobile (5G) services. Chapter 3 concerns itself with
estimates of benefits of achievement of the single market for goods and services overall, while
Chapter 4 deals with estimated or measured benefits associated with the specific legislative measures
put forward during the current legislative term. Chapter 5 concerns itself with the need to re-think
the overall approach to the Digital Single Market going forward, the unfinished DSM business of the
current legislative term, and the opportunities to launch new forward-looking initiatives in the
cominglegislativeterm.

°  Muller etal.(2015) likewise identified a lack of quantitative substantiationin numerous Impact Assessment reports. Perthe Better

Regulation Guidelines (2017), “All relevant impacts should be assessed qualitatively and quantitatively whenever possible.”
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2. THE DSM STRATEGY AND DIGITISATION OF EUROPE

KEY FINDINGS

« Many of the DSM Strategy legislative initiatives have to do, in way or another, with the
promotion of cross-border e-commerce. Others generate benefits by furthering
the digitisationofthe EU.

« E-commerce revenues in the EU are growing at some 14% per year; however, cross-
border saleslagsubstantially behind domestic, suggesting a substantial opportunity todo
better.

« The measures in the DSM appropriately target the areas where e-commerce merchants
or consumers have identified challenges in purchasing cross-border, based on survey results.

« The transformation of the EU through digitisation appears to depend on the adoption of a
range of technologies such as artificial intelligence, robotics, big data, machine learning, the
Internet of Things, and possibly blockchain.

- Different analysts provide different estimates, but most of their estimates of potential
global future collective benefits from these technologiesareintrillions ofeuroperyear.

« The Commission has been active in promoting these technologies, but the DSM Strategy
provides few legislative measures that specifically address them. The activities in the
next legislative termasregardsthe promotionofdigitisationare likelytofocuson needs
that were not yet obvious in 2015, many of which are not entirely clear today.

In this chapter, we provide context for the Digital Single Market Strategy, and more broadly for the
Digital Single Market aspirations that have beenvisiblein the Parliamentas well over many years (see
Section 1.2).

As conceived in 2015, and in line with Parliament’s desire to “to boost the economy through
e-commerce, while at the same time facilitating administrative and financial compliance for
businesses and empowering customers through e-government.” (European Parliament, 2018a), the
DSM Strategy sought primarily toameliorate barriers to cross-border e-commerce. At the same time,
itsought to strengthen emergingdigital services(as we discussin Section 2.1), includingin particular
the deployment of fixedand wireless broadbandinternet access services. The evolution of these new
services has moved on (as we explain in Section 2.2), raising new issues that in turn provide
opportunities for further public policy interventions during the cominglegislative term.
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2.1. The DSM strategy and cross-border e-commerce

Most of the relevant DSM legislative initiatives have to do, in way or another, with the promotion of
cross-border e-commerce. The EU is doing well interms of the use of e-commerce,even though the
EU is not a major provider of e-commerce platforms. Even so, cross-border sales lag substantially
behind domestic, suggesting a substantial opportunity todo better.

Europeane-commerceis growingata healthy 14% perannum, and represents nearly 3% of GDP (see

Figure 5)."° Expressed differently, e-commercerepresented 8.1% of total 2016 retail sales in the EU-
28.M

Figure 5. Overall e-commerce revenues in Europe.
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Source: Bruegel based on Ecommerce Europe.'?

In 2017, 20% of EU-28 enterprises reported that they sold online to customers in their own country,
but only 9% sold online to customers in other EU countries.”® In 2017, 87% made domestic e-
commerce purchases, but only 33% from other Member States.'

Producersidentify a range of problems, as depictedinFigure 6.

10 E-commerce Europe.
E-commerce Europe.
Note that this reflects a broad definition of Europe, including for instance Russia and Turkey.

'3 Eurostat, at https://ec.europa.eu/eurostat/statistics-explained/index.php/E-commerce_statistics viewed 5 October 2018.

Eurostat, at https://ec.europa.e u/eurostat/statistics-explained/index.php/E-commerce_statistics_for_individuals#undefined viewed 5
October 2018.

24 PE631.044


https://ec.europa.eu/eurostat/statistics-explained/index.php/E-commerce_statistics
https://ec.europa.eu/eurostat/statistics-explained/index.php/E-commerce_statistics_for_individuals#undefined

Contribution to Growth:European Digital Single Market: Delivering economic benefits to citizens and businesses

Figure 6. Difficulties experienced when selling to other EU countries (percent of
enterprises with web sales to other EU countries, EU-28, 2016).
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Source: Bruegel based on Eurostat data.

Consumersidentify aslight different range of problems.
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Figure 7. Reasons for not purchasing a product onlinefrom abroad (2014-15).
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Source: Bruegel based on the ‘Consumer Barometer’ survey conducted on behalf of Google, at www.consumerbarometer.com, viewed
21 February 2017. The question asked was: “Why have you never purchased a product online from abroad?” *

The DSM sought to deal with many of the problems as perceived by merchants and consumers,
notablyincluding:

e Lowercross-border parcel delivery prices.

e Simplifiedand more coherent VAT procedures.

e Bettercoverage of consumer protection, but withless “gold plating”.
e Prevention of unjustified geo-blocking (where feasible).

e Betterprotectionof consumer privacy.

This is broadly in line with Parliament interests over a period of many years (European Parliament,
2018a),andisalso in line with the recommendations of Godel etal. (2017).

A full list of measures attempted or enacted appears in Chapter 4, together with a discussion of the
degree towhich we anticipate that they will generate economic benefits.

15 ). Scott Marcus, John Morales and Georgios Petropoulos (2017), “Strengthening cross-border e-commerce in the European Union”, in
Remaking Europe: The New Manufacturing as an Engine for Growth, ed. Reinhilde Veugelers, Bruegel, at

http://bruegel.org/2017/09/remaking-europe/.
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2.2. The continuing evolution of the digitisation of European society

The transformation of the EU through digitisation appears to depend on the adoption of a range of
technologies such as artificial intelligence, robotics, big data, machine learning, the Internet of
Things, 5G, possibly blockchain, and more. The DSM Strategy recognised the need “to exploit
innovations such as Cloud computing, Big Data tools or the Internet of Things”,'® but the 2015
document provides few concrete measures to support these emerging technologies. Instead, the
DSM Strategy focuses on the problems that were perceived as urgent and immediate in 2015:
broadband deployment and spectrum management, media policy, competition issues posed by
online platforms,and consumer privacy and security. These issues are still very much withus and will
surely remain so for many years, but the activities in the next legislative term as regards the
promotion of digitisation are likely to focus on needs that were not yet obvious in 2015, many of
whichare not entirely cleartoday.

The European Parliament has been actively engaged in the fostering of these technologies, and
exploration of the policy issues that flow from them (European Parliament 2017 and 2018c). The
Commission has alsobeenactive, most recently with European Commission (2018Kk).

Wellistbelow afew of the technologies thatare now hitting their stride, and the potential economic
opportunity associated with each. Many of the estimates are drawn from McKinsey (2013), which
provides a consistent scaling in US dollars. Different analysts provide different estimates, but all of
these numbers are enormous. We potentially stand on the threshold of a transformative change.

¢ Artificial intelligence (Al) and machine learning: The collective potential value of these
technologies in conjunction with the use of big data is enormous. For instance, McKinsey
(2013) estimates “that knowledge work automation tools and systems could take on tasks
that would be equal to the output of 110 millionto 140 million full-timeequivalents (FTEs). It
is possible that this incremental productivity ... could have as much as $5.2 trillion to $6.7
trillionineconomicimpactannually by 2025.”

e Thedataeconomy:IDCltaliaandthe Lisbon Council (2018) estimates the direct value of the
data marketinthe EU28 as representing€ 50 billionin 2017, with the potential to grow to €
77 billion in 2020 and € 110 billion in 2025."7 Spill-overs into the broader EU28 economy
basedon the use of the data are much larger, representing€ 787 billionin 2025.'® Under more
optimistic assumptions, the direct value of the data market couldbe as muchas € 146 billion
in2025."°

6 Page 14.

IDC Italia and the Lisbon Council (2018), page 100. This is the value of “the marketplace where digital data is exchanged as ‘products’ or
‘services’ as a result of the elaboration of raw data” under a Baseline scenario that is characterised by “a healthy growth of data
innovation, a moderate concentration of power by dominant data owners with a data governance model protecting personal data
rights, and an uneven but rather wide distribution of data innovation benefits in the society”.

'8 |DCItalia and the Lisbon Council (2018), page 20.

19 IDC Italia and the Lisbon Council (2018), page 100. This is under a High Growth scenario characterised by “a high level of data
innovation, low data power concentration, an open and transparent data governance model with high data sharing, and a wide
distribution of the benefits of data innovation in the society”.
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Robotics: Take-upinEurope is substantial, especially in Germany. “Advancedrobotics ... has
the potential toaffect $6.3 trillioninlabor costs globally.” (McKinsey, 2013).

The Internet of Things (loT): In the past, most internet users were human beings. Today,
most “users” are intelligent devices. Cisco (2013) estimates that 200 million devices were
already connectedto the internetin 2013, but that this numberwillincreaseto 50 billion in
2020.They estimate $14.4trillioninthe combination ofincreasedrevenuesand lower costs
that is created or will migrate among companies and industries from 2013 to 2022. Per
McKinsey (2013), “The Internet of Things has the potential to create economicimpact of $2.7
trillionto $6.2 trillionannually by 2025”.

Cloud computing: The time for cloud computingis ripe thanks to widespread deployment of
fixed and mobile broadband together with progressive Moore’s Law improvements in the
price/performance of servers. Cloud computing can offer substantial economic benefitsin
comparison with local deployment of dedicated hardware and software. “Cloud technology
has the potential toimprove productivity across $3 trillionin global enterprise I Tspending, as
well as enabling the creation of new online products and services for billions of consumers
and millions of businesses alike.” (McKinsey, 2013)

Collaborative economy: Vaughan and Hawksworth (2014) calculated that the collaborative
economy was contributing $15 billion annually worldwide in ten sectors?° and could reach
$335 billionby 2025.Goudin (2016) approximated the potentialeconomic gain from better
use of resources through the collaborative economy to be €572 billion in annual
consumption across in the EU if substantial associated regulatory barriers were removed;
otherwise, those barriers could reduce the annual value of potential increased use by up to
€18billioninthe shorterterm andby up to €134 billioninthe medium andlonger term. In a
more recent study using a new empirical methodology, Eljas-Taal et al. (2018) estimate
annual revenues of the collaborative economy infour sectors to represent 0.17% of EU GDP.
They estimate that the collaborative economy provides work for approximately 395,000
people activeacross the EU, representingabout 0.15% of EU employment.?

5G wireless networks: The ability to simultaneously support multiple use cases from asingle
network, including (1) high bandwidth mobile broadband services, (2) factory automation,
and (3) widespread Internet of Things deployments has substantial upside potential.
Estimatesvary, butall imply large gains from mobile networks that will primarily be 5G. Per
McKinsey (2013), “mobile Internet usage could generate global economic impact of $3.7
trillionto $10.8 trillion peryear by 2025". Per IHS Markit (2017),“In2035,5G will enable $12.3
trillion of global economic output. Thatis nearly equivalent to US consumer spendingin2016
and more than the combined spending by consumers in China, Japan, Germany, the United
Kingdom, and Francein 2016.”

20

21

P2P finance, online staffing, P2P accommodation, car sharing, equipment rental, B&B and hostels, car rental, book rental and DVD
rental.

Codagnone et al.(2016) cautions that many of these estimates are highly uncertaindue to lack of reliable data, lack of empirical
evidence, or questionable assumptions.
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The GSMA (2018) estimates that mobile will contribute $4.6 trillion to the global economy by
2022 (5% of GDP), up from $3.6 trillion in 2017 (4.5% of GDP). Most of this value-added
increase will be due to productivity gains. Inthe developed world, the adoption of M2M and
loT solutions will drive increased productivity.
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3. OVERALL SINGLE MARKET BENEFITS

KEY FINDINGS

Numerous estimates of the gains produced by the Single Market have been made overthe years,
using a range of methodologies and assumptions,and arriving at a range of conclusions.

We concur with the key findings of the comprehensive literature survey provided by Dahlberg
(2015), whichwas based on most of the same studies thatappearinSections 3.1 and 3.2 of thisin-
depthanalysis:

« "The single market has been a significant enabler for economic growth in Europe.
Comparisons are not easily done, but 2-4 percentseemstobeinthe ballpark.”

« “This effect primarilyseemstohave run through the free movement ofgoods and
capital —the intra-EU trade and investment flows have experienced significant
increases since the implementationofthe single market.”

« "The single market does not seem to have affected the flows of services and people to
a significant extent.”

«  We have not identified any definitive ex post findings on the impact of free
movement of services.

« Single Market gains due to free movement of services appear to have been limited
and uneven, and there are some indications that price mark-ups in the services sector
have actually increased. Given that services represent some 70% of European
GDP and employment,thisisworrisome.

Dahlberg'’s estimate of gains of 2-4% of GDP implies that the Single Market currently generates
between €340 and<€ 680 billion peryearin benefits for the EU.

Ifitwere as easy to purchase goods cross-border as domestically, price convergencewouldlead to
prices that are lower by 1.0% for goods purchased online and 0.5% for good purchase offline.
Consumer and producer surplus would increase by 1.2% and 1.4% each. The DSM Strategy as
enactedto date realises onlyafraction of this gain. We estimate thatsome € 36 billionperyear in
additional consumer gains alone remainto be realised.

Beyond this, broadband deployment and adoption clearly contribute to societal welfare.

In Sections 3.1 and 3.2 of this chapter, respectively, we consider a range of current and previous
studies that assessed either ex ante or ex post the benefits of strengthening the European Single
Market.The assessmentsinthese sections donot limitthemselves todigital aspects. We then close
witha reviewin Section 3.3 of assessments of benefits specific to the Digital Single Market.

The EU’s Single Market is characterised by the so-called Four Freedoms: freedom of movement of
goods, services, capital, and individuals. For this study, our primary concern is with measures to
promote the free flow of goods and services.
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3.1. Exante estimates of the benefits of the Single Market

The study “Contribution of the Internal Marketand Consumer Protection to Growth” (Alleweldt at al.
(2014)) provided a concise summary of research conducted to date on the benefits of the Single
Market. Inasmuch as this report represents in large part an update of that study, we provide here an
updated summary in Table 3 of research conducted, drawing on the survey of empirical work in
Dahlberg (2015). For each of the studies, we identify the primary channel by means of which
European GDP or other aspects of the European economy are influenced.

As explained in Section 1.3, the Single Market, the Digital Single Market, and the DSM Strategy are
three different things in terms of their economic benefits. In this section and also in Section 3.2, we
are speaking only of the Single Market. We return to the Digital Single Market in Section 3.3, and to
the legislative measures that comprise the DSM Strategy in Chapter 4.

All of these studies seek toaddress the EU as a whole, but they are not directly cross-comparable. For
example, different studies are based on different numbers of Member States.
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Table 3.

Overview of research on ex ante impacts on growth.

Driver of impact

Estimation of increase in
EU GDP /

Price level drops by 6 %;
Creation of 2 million jobs

measured Economic Effects Methodology Source
Single Market 4.25-6.5% in GDP in the EU-12. Partial Cecchinietal. (1988)
Integration longrun; equilibrium model

0.5% in GDP for immediate
staticeffects; 1.2-2.6% for
dynamiclong-run effects.

General Equilibrium
Model

Harrison et al. (1994)

4% in GDP

Calibrated model to data
on 10 industries

Smith and Venables
(1988)

0.25-1% in annual GDP
growth

Calibration with
macroeconomicgrowth
model

Baldwin (1989)

Elimination of
intra-EU goods
and services
barriers

10% inthelongrun

General equilibrium
model. Estimation based
on long-run

steady state accounting
for

dynamiceffects. Applies
to goods

and services.

Straathof et al.
(2008)

14% by 2020

Based on the MIRAGE
computable general
equilibrium

(CGE) model, simulations
applied

to scenarios covering
2011-2020,

accounting fordynamic
effects.

Aussilloux etal.
(2011)

Trade inservicesincreases
by 7.2%; FDIl increases by
3.8%; productivity
increases by 4.7%; GDP
increases by 0.8%

Gravity model

Monteagudoetal.
(2012)
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Estimation of increase in
Driver of impact EU GDP /
measured Economic Effects Methodology Source
A 50% reduction | Anincreaseinthe EU’s Based on the MIRAGE Decreux
of GDP by around computable general (2012)
intra-EU goods USD 1 trillionin 2025 equilibrium
and (in 2007 prices), or (CGE), model simulations
servicesbarriers | equivalenttoaround4.7% | coveringthe period
of the EU’s GDP 2012-2025.

Covers EU-27.
Overcoming Anincrease inthe EU27 Based on an analysisof | London
market economy by 1.6% in productivity gapsinsix Economics/
fragmentationin | the longrun sectors (retail trade; PwC(2013)
Six business services;
economicsectors accommodation;

logistics; wholesale

trade; construction),

which account for20.2%

of the total EU labour

productivity gap.

Covers EU-27.

Source: Bruegel based in large parton Alleweldt (2014) and Dahlberg (2015).

3.2. Expost estimates of the benefits of the Single Market

Alleweldtatal.(2014)also provided a concise summary?? of ex post analysis conducted to date on the
benefits of the Single Market. Once again, we provide an updated summary of research conductedin
Table 4, drawing on the survey of empiricalworkin Dahlberg (2015).Following the approach takenin
Dahlberg(2015), we categorise the studies depending on which of the Four Freedomsis of primary
interest - freedom of movement of goods, services, capital, or individuals.

22Table 7 on page 29.
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Table 4.

Overview of research on ex post impacts on growth.

Estimation of increase

Driver of impact in EU GDP /
measured Economic Effects Methodology Source
Single market About 1% over 1992- Aggregation of 38 Monti and Buchan
integration 1994 studiesand one (1997)
businesssurvey.
Covers EU-12
1.8% over 1992-2002 Using Commission’s European

QUEST general
equilibrium model.
Covers EU-25.

Commission
(2003)

2.2% over 1992-2006 Using Commission’s llizkovitzetal.
QUEST general (2007)
equilibrium model.

Without the 2004
enlargement, the
impacton EU GDP
would be below 2%.
Covers EU-25.
4.8-5.7% since 1987 Unidentified European
Commission
(2010)
2.13% over1992-2008 | Unidentified European

Commission
(2012)

EU membership raises
on average GDP
growth per worker by
1.4 to 1.6 percent,
comparedto non-
members.

Fixed-effectand
instrumental-variation
estimations

Konig (2015)

European integration | 2-3% over 1958-2005 Gravity equation Straathof et al.
process model accountingfor | (2008)
trade diversion
effects.
5% over 1950-2008 Counterfactual Boltho and
assessmentbased Eichengreen

on eachindividual
step of European
integration. Covers
EU-25.

(2008)

12% over 1973-2004 Counterfactual Camposetal.
assessmentbased (2014)
on enlargement
Member States
34
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Driver of impact

Estimation of increase
in EU GDP /

measured Economic Effects Methodology Source
A one-pointincrease Basedon a Petersenetal.
of the EU integration | counterfactual (2014)

indexisassociated
withariseinthe
growth rate of the real
GDP per capita of 0.08
percentage points,
over1992-2012

assessmentapplyinga
composite index of EU
integrationfor 14 EU
Member States

Rationalization,
human capital, and
the use of ICT are the
maindriversof TFP in
the EU.

Long-panel analysis
(augmented mean
group estimatorand
dynamicOLS), 17 EU
countries, 13 sectors
over1995-2007.

Gehringeretal. (2015)

Free movement of
goods

18% increase inintra-
EU trade in the
immediate years
followingthe launch
of the single market

Gravity model

Straathof et al. (2008)

2% increaseinEU
GDP; 38% increasein
intra-EU trade.

Gravity model

HM Treasury (2005)

A significantdecrease
inhome biasfrom
1995 to 2007

Gravity model

Cafiso (2009) and
Pacchioli(2011)

1.24% increase in GDP
for smaller EU15
members due to
increase inimport
variety

Structural model using
disaggregatedtrade
data from 1999 to
2008

Mohlerand Seitz
(2010)

Price mark-ups fall by
32% inthe
manufacturing sector

Competition
measured by Lerner
index

Badinger (2007)

Increase ininnovation
but effects vary across
sectors

Two-stage
instrumental variable
regression

Griffith etal. (2010)

Schengen Agreement
boosted trade by 3%
on average. More
robustin goods than
inservices.

Structural gravity
model, taking
Schengen agreement
as a count variable
measuring the
numberof Schengen
bordercrossings.

Felbermayretal.
(2018)
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Driver of impact
measured

Estimation of increase
in EU GDP /
Economic Effects

Methodology

Source

Free movement of
services

Trade inservice was
barelyintegrated

Comparative analysis
based on descriptive
statistics

llzkovitz etal. (2007)

5% increaseinintra-
EU tradein services
from 1999 to 2005

Gravity model

Straathof et al. (2008)

Price mark-ups
increasedinservice
sector

Panel estimation, 10
EU countries from
1981-99

Badinger(2007)

Poorintegrationinthe
ICT market

Using price disparity
as a measure of
marketintegration

Pelkmansand Renda
(2011)

Free movement of
capital

Ratio of intra-EU FDI
to total increased
from 53% to 78% for
inflows and from 50%
to 66% for outflows

Comparative analysis
based on descriptive
statistics

llzkovitz et al. (2007)

FDI between EU
countries 28% higher
than non-EU

Gravity model, using
data from 1981 to
2005

Straathof et al. (2008)

Free movement of
persons

No significant effects
on wagesand
employmentrates

Multilevel
comparative analysis
based on descriptive
statistics

Kahanecand
Zimmermann (2009)

Source:Bruegel based in large part on Alleweldt (2014) and Dahlberg (2015).

3.3. Exante estimates of the benefits of the Digital Single Market (DSM)

Numerous studies have assessed the benefits of the Single Market. Fewer have specifically addressed
the benefits of the Digital Single Market (DSM), as embodiedinthe Commission’s 2015 Digital Single
Market Strategy. Many of the initiatives in the DSM sought to ameliorate or eliminate barriers to
e-commerce, forinstance by simplifying VAT arrangements, harmonising consumerprotectionrules,
or reducing the cost of cross-border parcel delivery. Others sought to promote consumer trust in
e-commerce by ensuring privacy and network and information security. Still others sought to
promote e-government, or to facilitate the deployment of high capacity broadband network
infrastructure inorder to ensure that Europeans have good access to the Digital Single Market.
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A noteworthy recent study?? using state-of-the-art analytic techniques found that ife-commerce sales
of goods within the European Union were as easy and cost-effective as domestic sales, retail prices
would decrease in all countries, both online (1 percent on average) and offline (0.5 percent on
average). Consumer surplus (CS) in the EU would increase by 1.2 percent, primarily based on the
reduction of the price paid for goods and to a lesser degree on the ability of consumers to choose
from a wider range of goods. The study also found an increase of producer surplus (PS) of 1.4 percent,
not only by reason of increased consumption resulting from price elasticity of demand, but also
because of the reduced costs of supply — many purchases that are made from ‘bricks and mortar’
retailers today wouldinstead be made online. The cost of producing the goods wouldbe unchanged,
but the cost of making the sale online would be less than the cost of making the equivalent sale
offline. The DSM Strategy as enacted to date realises only about a quarter of this gain, as shown in

Figure 8. We estimate that some € 31 billion peryearinadditional consumer gains alone remainto be
realised.

Figure 8. Approximate consumer surplus gains per year realised by DSM Strategy
measures already agreed or in place versus further potentially realisable gains
(billion euro).

m Consumer surplus gains realised
M Potential further consumer surplus gains

Source: Bruegel based on Duch-Brown and Martens (2016).

3 N.Duch-Brown and B. Martens (2016) The economic impact of lifting geoblocking restrictions in the EU Digital single Market,, Digital

Economy Working Paper 2016/02, Institute for Prospective Technological Studies, European Commission.
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We know of no comparablestudy for services.Indeed, there is adearth in general of definitive studies
on the impact ofthe free movement of services.

In seekingtoidentify the indices of digitisation that might be most relevant tothe gains provided by
the DSM, we conducted our own fixed-effect regression of income on the indicators of digital
readiness, as expressed by the Commission’s Digital Economy and Society Index (DESI),on GDP (see the
Annex to thisreport). These indices address (1) Connectivity (reflectingbroadbanddeployment and
quality), (2) Human Capital/Digital Skills, (3) Use of Internet Services by Citizens, (4) Integration of
Digital Technology by Businesses,and (5) Digital Public Services (withafocus on e-Government and
e-Health). We found that broadband and e-Government play a statistically significant role in
explaining GDP growth in the EU. The relationship does not prove causality, but in the case of
broadband infrastructure there is goodreason to believethat there is a causal relationship.

Indeed, a great many studies have attemptedtoidentify the societal benefits to GDP associated with
the deployment and adoption of high speed broadbandinternetaccess services. These studies clearly
demonstrate the benefits of broadband deployment and adoption. Whether they conclusively
demonstrate the incremental benefits of ultra-fast broadband as compared to basic broadbandiis,
however, debatable.The concise summary thatappearsin Cambini (2018) notes:

o Rollerand Waverman (2001, AER): An increase of 10% in the broadband penetrationrate leads on
average to an increase of 2.8% of GDP growth (21 OECD countries).

o Koutroumpis (2009, JTPO): the average impact of broadband infrastructure on GDP is 0.63% (for
the EU-15,in the period 2002-2007).

e Czernich et al. (2011, EJ): a 10% increase in the broadband penetration rate results in 1-1.5%
increase inannual GDP per-capita. Faster broadband =higher GDP growth.

e Workcommissionedby DCMS (2013):fast broadband can add £17bnto UK's annual GDP.
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4. BENEFITS OF SPECIFIC DSM STRATEGY INITIATIVES

KEY FINDINGS

We identify some €176.6 billion in annual gains (in currenteuro) resulting from legislative
measures enacted (or expected to be enacted) in the current legislative term once the
measures are fully effective, corresponding to 1.2% of current (2017) GDP. This estimate is
based on Commission Impact Assessments and other publicly available sources.

The largest gains achievedflow from (1) electronic communications networks and services, based
mainly on the EECC and secondarily on increased roaming due to RLAH, (2) data and Al, based
mainly on the Directive onthe re-use of public sectorinformation, and secondarily on free flow of
non/personal data and on GDPR; (3) e-commerce, content and online platforms, based on the
Geo-Blocking Regulation, the VAT modernisation programme, and the Regulation on Cross-Border
Parcel Delivery; and (4) e-Government, provided that the Single Digital Gatewayis implemented
well and widely used.

The large benefits attributed to the EECC reflect various spill-overs into the overall digitisation of
European society enabled by measures that promote the deployment of fibre-based fixed
broadband and of 5G mobile services.

We have alsoidentifiedanadditional € 87.9 billioninannual gains that might be realised byfilling
in gapsin the DSM Strategy as presently enacted. These are addressedin Chapter 5.

In this chapter, we evaluate the various legislative measures that have been proposed or enacted
pursuant to the Digital Single Market (DSM) strategy, including measures related to consumer
protection.

We beginby reviewing the taxonomy of legislative measures developedinacompanion study to this
one that addresses legal, as distinct from economic, aspects of DSM legislation (Section 4.1). This
enables us to group the measures into seven broad categories. In addition, we consider a few pre-
2014 electronic communications measures for which estimates of societal benefits are readily
available.

We then follow in Section 4.2 with an explanation, category by category and legislative measure by
legislative measure, of the benefits that can be assumed to be associated with each measure. We
conclude in Section 4.3 with a tabular summary of these results, together with a simple summation of
estimated benefits. As already explainedin Chapter 1, this simple summation greatlyoverestimates
the probable real benefits.InChapter 4.4, we use broader measures to detectand to partially correct
for estimationerrorsinthe simple summation.

4.1. Ataxonomy of DSM measures

We follow a taxonomy of legislative measures derived from that used in the companion study by
de Streel and Hocepied (2019). The shadings (green or yellow) in Table 5 denote whether the
measure in question is either enacted or has been substantially agreed (green), versus whether it is
still being negotiated (yellow).

The groupings of measures taken are carried forwardinto the economic analysisin Section4.2.
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Table 5. Digital Single Market (DSM):Legal instruments adopted or proposed during the 8th Legislature (2014-2019).

Directive on | Directive onthere-
contracts for the | use of publicsector
supply of digital | information
content- P2015 (recast) P2018

Regulation on the | Directive on
EU Cybersecurity | contracts for sales
Act— P2017 of goods - P2015,
M2017

24 Also, Regulation on protectionof personal data by the Unioninstitutions and bodies— P2017.
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Regulation on
Copyright and
broadcasting
organisations
P2016

Regulation
e-privacy—P2017

Directive on the
combatting fraud
and counterfeiting
of non-cash means
of payment -
P2017

Directive Better
enforcement and
modernisation of
EU consumer
protection rules —
P2018

Directive on
copyright in the
Digital Single
Market — P2016

Regulation
e-evidence (P2018)

Directive Collective
redress—P2018

Regulation EU
Cybersecurity
Centers (P2018)

25 Also, Regulation on protectionof personal data by the Unioninstitutions and bodies — P2017
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Regulation on
promoting fairness
and transparency
for business users
of online
intermediation

services—P2018

Regulation on the
implementation
and functioning of
the .eu Top Level
Domain name -
P2018

Directive onthere-
use of publicsector
information
(recast) P2018
Source:Bruegel based on de Streel and Hocepied (2019), “Benefits of European Digital Single Market”

- Legislative acts enacted or agreed by the EU co-legislators Yellow: Legislative acts proposed by the Commissionand undernegotiation among the EU co-legislators

26 Also, Regulation on protectionof personal data by the Unioninstitutions and bodies — P2017
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4.2. Benefits of the DSM Strategy measures enacted or proposed

As noted in Section 1.3, we have attempted to sum the benefits associated with the DSM Strategy,
consistent with Commission Impact Assessment reports, whether the benefits derive from Single
Market considerations or have some other basis.

In this section, we briefly review whatis known about the likely benefits from eachmeasure. In each
case, we have reviewedthe Commission’s ex ante Impact Assessment that the Commission submitted
together with the legislative proposal. Unless otherwise indicated, the Impact Assessment did not
provide a meaningful estimate of economic benefits.

We have made adjustments to Commission estimates where we identified problems; however, since
we have not gone back to primary data to do our own econometric assessments, our figures
necessarily reflect the assumptions and any errorsinthe Commission estimates.

Rather than quantifying benefits todate, we have attemptedto provide areasonable estimate of long
term steady state benefits once the measure is fully and correctly implemented. Many of the
measures have not yet been enacted. Evenfor those measures that have been enacted, they have not
beeninplacelongenough to enable meaningful ex postassessment.

The estimates of benefits are relative toa “business as usual” scenarioas might have been expected
at the time the Commission made the initial legislative proposal, which provides a consistent
counter-factual thatisin line withthe Commission’s Better Regulation principles and thus with the ex
antelmpact Assessments that the Commission submitted.

In light of the roughness of the underlying estimates in Impact Assessment reports and in the
literature, we have not made explicit adjustments to take into account (1) inflation (which has been
low in recent years) or (2) PPP adjustments that were not already present in estimates from
CommissionImpact Assessments.

We have also made no adjustments to allow for Brexit, since as of this date there is no clarity as to
what form (if any) Brexit will take. All estimates are thus EU28 estimates.

Where ameasure has beenagreedor enacted, and where feasible, we have made rough adjustments
to take into account the likelyimpact of any conspicuous differences betweenthe measure that the
Commission proposed (whose impacts are visible in the Impact Assessment) and the measure
actually enacted.

We do not attempt to assess the benefits of measures where political agreement has not yet been
reached (except in cases where the impact is clearly de minimis). The uncertainty over what will be
enactedistoo great.

The Commission’s Impact Assessments (referred to throughout this sectionas /A reports)and, where
appropriate, legislative proposals are listed among the references at the end of this report. In the
interest of brevity, they generally do not appear in footnotes in this section.

In the subsequent sections of this study /
estimated yearly gains that are reflected in our estimates of steady state gains due to
measures already enacted or agreed (and thus reflected in Table 6 and Figure 9) are highlighted
by being placed in bold text.
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4.2.1. E-commerce, content and online platforms

In this section, we consider benefits directly associated with e-commerce, measures associated with
contentand copyright,and measures that deal with online platforms.

e Regulation on cross-border portability of online content services (2017): The gain to
European consumersis clear, but macroeconomic benefits are probably quite small.

¢ Regulation addressing unjustified geo-blocking (2018): Duch-Brown and Martens (2016)%’
have estimated that eliminating all barriers to cross-border e-commerce would result in lower
consumer retail prices of 1% for goods sold online and 0.5% for goods sold offline. Inthe absence
of quantitative data, we assume (as does the Commission’s Impact Assessment) that the same
holds true for services. We assume that the Geo-blocking Regulation covers only 40% of all
goods and services due to the exclusion from the non-discrimination provisions of (1)
copyrighted contentand (2) goods that must be shipped cross-border. Annual benefits of € 2.4
billioneuro couldbe expectedfor online sales of goods and servicesin 2018 basedon current e-
commerce volumes, growing to as much as € 6.8 billion in 2025 based on the expected
increase inthe volume of e-commerce.?® Gains of € 3.4 billion can be expected in 2018 from
sales of offline goods, but growth is likely to be offset by the increasing fraction of total retail
sales that online sales represent.?® Gains could be 2.5 times as greatifit were possible toinclude
copyrighted content (especially audiovisual content) and goods that require shipment, but
doing so would require substantial new regulation with complicated consequences (see Section
5). We project total gains of € 10.3 billion.

e CouncilRegulation and Directive VAT for e-Commerce(2018): The legislative proposal claims
that the measure is “expected to reduce VAT compliance costs for businesses by EUR 2.3
billion a year from 2021 while at the same time increasing VAT revenues for Member States by
EUR 7 billion.” Compliance costs as estimated in the |IA were based on a Standard Cost Model,
while macroeconomicimpacts wereestimated usinga ComputableGeneral Equilibrium (CGE)
model.The |A estimated somewhat greater savings of between 14% and 18% of the € 68 billion
in annual VAT compliance costsincurred by SMEs.

e Regulation on cross-border parcel delivery services (2018): Alleweldtetal.(2014) predicted
“savings of EUR 2.23 to EUR 5.57 billion per year due to lower prices”. The Commission’s
legislative proposal included measures to open up the cross-border parcel delivery services of
national postal operators (NPOs) to commercial competitors,and to strengthenboth powers and
obligations for national postal regulatory authorities; however, these measures are omitted from
the measure as adopted. The Regulation makes a positive contribution to price transparency, but
is unlikely to have significant macroeconomic effect. We assume annual benefits of not more
than €1.0 billion.

27 Duch-Brown, N.and Martens, B. (2016), The Welfare effects of lifting geoblocking restrictions in the EU Digital single Market, JRC/IPTS
Digital Economy Working Paper.

28 This does not take into account the likely increase in the total volume of retail sales, nor inflation, nor the expected departure of the UK
from the EU28.

2% Thisis based on € 7,400 billion in retail sales per annum, and the assumption thatthe current Geo-Blocking Regulation applies toonly
10% of them due to the exclusion of goods that require shipment.
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Directive Audio-Visualand Media Services (2018): The |A contains no significanteconomic
analysis of societal welfare impacts. It has a bit about administration and implementation
costs, which are de minimis. We assume annual gains of € 1.0 billion.

Regulation on promoting fairness and transparency for business users of online
intermediation services: Per the legislative proposal (whichwas introducedin April 2018),
the Commission’s preferred approachis “estimatedtobe capableofreversinga dampening
effect on the online platform economy resulting from a lack of trust of business users
amounting to at least between EUR 0.81 billion and EUR 4.05 billion”. Since the proposal is
only at the beginning of the legislative process, we do not include it in the estimated total
gain.

Regulation on theimplementationand functioning of the .eu Top Level Domain name:
The .eu domain name has value, and modernisation is appropriate. The Commission’s
legislative proposal notes that “problem currently is not dramatic”. Macroeconomic benefits
are probably quite small.

Payment Services Directive 2 (PSD2): This has never been identified as a DSM Strategy
initiative, but it has a clear linkage to online e-commerce. First, it reduces the limit on
consumer liability for unauthorised use of credit cards to €50 from the previous €150.Second,
and probably even more important, it eliminates surcharges for the use of a consumer credit
or debit card. It iscomplemented by complemented by Regulation (EU) 2015/751, which puts
a cap on wholesale interchange fees (MIFs) charged between banks for card-based
transactions (a necessary prerequisite to the elimination of retail surcharges).

In sum, we estimate aggregate annual steady state gains once the measures take full effect as being
comprised of € 5.8 billion for the Geo-Blocking Regulation with likely growthtoat least€ 10.2 billion
in 2025 due to the growth in online sales, € 2.3 billion for the VAT measures, € 1.0 billion for the
Regulation on cross-border parcel delivery,and € 1.0 billion for the revised AVMS Directive,for a sum
of € 14.6 billion per year once the measures have taken full effect (computedin currenteuro). As for
the impacts of other measuresin this group, they are either small enoughtoignore,or else too new
(and thus too uncertain) to estimate.

4.2.2.

Intellectual Property

In this section, we deal with measures related tointellectual property including copyright.

Directive Trade Secrets (2016): Consistent handling makes economic sense. There are gains,
to be sure, but the IA contains no analysis of impacts.

Regulation and Directive on permitted uses in copyright for print-disabled persons
(2017): This is meritorious, but the economicimpactis unlikely to be large.

Directive on copyright in the Digital Single Market: The measure provides for simplified
acquisition of multi-country rights, but does not deal with vertical restrictions. The overall
effects are difficult to assess without knowing what will be enacted by the co-legislatorsin the
end. The Parliament has reached consensus, but portions continue to be hotly debated.
Regulation on copyright and broadcastingorganisations: For purposes of this analysis,
the impacts of this measure are included with those of the analysis of the Directive on
Copyright.

Council Directive on VAT for e-publications: We treat the benefits of thismeasure asbeing
coveredunder the Council Regulationand Directive VAT for e-Commerce (20138).

The Directive onTrade Secrets (2016) may possibly prove to be economically significant, but we have
not located any quantitative assessment.
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For the Directive on Copyright, it is too soon to make an assessment. The other measures in this
group either are covered together with other measures under other headings.

4.2.3.

Data and Al

This topic considers data aspects, especially including data protection. Various topics such as artificial
intelligence, the Internet of Things, and cloud computingalso fall within this group; however, action
to date has generally consisted of strategic thinkingand Horizon 2020 projects rather than full blown
legislative measures.

General Data Protection Regulation (2016): The GDPR is unquestionably one of the most
significant items of legislation during the current legislative term. In terms of protection of
consumer privacy rights, it represents alandmark. The IA (2012) for the GDPR presents very
little analysis of the economicimpact, and claims annual savings ofamere € 2.3 billion in
administrative costsfor EU businesses. Meanwhile, Deloitte (2013) claimsthat GDPR could
potentially reduce EU GDP by € 173 billion, or 1.3% of EU GDP.We have not specifically taken
thisclaim intoaccountin our estimates.

Regulation on the free flow of non-personal data (2018): The IA anticipates substantial
benefits to European business and consumers, but does not compute their value in euro.
“Based on the approximate number of OpenData jobsin 2016 and assuming theirincrease at
arate of 7.3%, itisexpectedthatadditional 25,000 direct Open Datajobs couldbe created in
the period 2016-2020. ... [A]lpplying Open Data in transport services can save 629 million
hours of unnecessary waiting time on the road in the EU and possibly lead to saving 1,425
livesayear (i.e.5.5% of the Europeanroad fatalities).” Applying Okun’s Law to the number of
full time jobsinthe EU and the GDP of the EU (both based on Eurostat data for 2016), the jobs
added correspondto an increase in GDP of some €4.3 billion perannum.

Directive on the re-use of public sector information: The proposed amendments would
address significant gaps. The scope would be expanded to cover a wide range of public or
publicly fundeddata inthe utilities and transport sectors, as well as publicly fundedresearch.
The scope for derogations from cost-based charges for data would be clarified and reduced.
Recognising the growing importance of real time access todynamic publicdata, the creation
of Application Programming Interfaces (APIs) would be mandated. The IA credibly estimates
savings of € 45 billion per year in 2028 through the creation of new lines of business,
and the reduction of costs for public agencies themselves.3° We make the optimistic
assumption that these measures will either be enacted during the currentlegislative term or
else shortly thereafter.

Regulation e-privacy: The revised e-privacy Directiveis not assessed because itis still subject
to intense debate.

Council Regulation establishing the European High-Performance Computing Joint
Undertaking: The direct effects of this initiative are small compared to other initiatives
discussed here, since HPC is essentially a niche market. Spill-overs might conceivably be
significant, but the IA makes no attempt to quantify benefits, and in any case the spill-overs

30 A preparatory study for the IA sees the potential for still greater gains. (Barbero et al., 2018)
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could for the most part be achieved by spending more on supercomputers manufactured in
the US, China or Japan.The main advantages are probably geopolitical, not economic.
o Artificial Intelligence: Proposals have beenmade, butitis far too early to estimate effects.

The quantifiable gains consist primarily of annual gains of €45 billion due to the creation of new lines
of business and to savings on the part of public agencies thanks to amendments to the Directive on
the re-use of public sector information, an annual cost reduction of € 2.3 billion in administrative
costs, and an increase in GDP of € 4.3 billion per annum thanks to new jobs created through the
Regulation on the free flow of non-personal data, for a total of € 51.6 billion perannum.

424. Trust and security

As with privacy, enhanced network and information security seeks toincrease trustin electronic
applications,andthus to increase societal welfare.

¢ Regulation on electronicidentification and trustservices (eIDAS) (2014): The Regulation
seeks to ensure mutual recognition of electronic signatures, timestamps, and seals, thus
making electronic documents legally valid across Member State borders. The programme
addressesrequirements that have beenidentifiedas being crucial forelectronic services in
general, and for e-government in particular; (Marcus et al., 2013) however, it has not
produced much to date. (ENISA, 2017) Many of the Member States operate elD systems, but
only eleven have pre-notified or notified elD schemes under elDAS.3! Once critical mass has
beenreached, benefits of this potentially important programme may be morevisible. In any
case, the A provides no estimate of economic benefits.eIDAS has the potential to contribute
to cross-border e-commerce and e-government, the gains from which are already recognised
in conjunction with other measures.

e Directive on Network Information Security (2016): Per the IA, “a reinforced instrument
supporting capabilities, prevention, cooperation and awareness at EU level, and therefore
designed to increase overall EU cyber resilience, will have a positive economic impact by
helping to reduce the costs of cybersecurity/cybercrime incidents, for which the estimated
economicimpactinthe Union stands at 0.41% of EU GDP (i.e.around EUR 55 billion).” What is
not expressed is the degree to which these measures are likely to reduce the cost of
cybersecurity/cybercrimeincidents; moreover, this would be hard to measure ex post, since
the counter-factual is highly speculative. ENISA plays an important role in EU cybersecurity,
butthe actual reductionin losses directlyattributableto ENISA is unlikely to exceed € 4
billion per annum. Itsrole to date has largely entailed coordination, multi-national exercises,
and exchange of best practice.

e RegulationontheEU Cybersecurity Act: This act, which seekstostrengthen ENISA and to
give it responsibility in regard to certification of cybersecurity offerings, represents an
important and positive step. The certification programme is likely to pose a range of
challenges.

31 See Marina Kirova and Marie Eichholtzer (2018), Overview of pre-notified and notified elD Schemes under elDAS at:

http://ec.europa.eu/cefdigital/wiki/display/EIDCOMMUNITY/Overview+of+pre-notified+and+notified+elD+schemes
+under+elDAS
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¢ Directive onthe combatting of fraud and counterfeitingof non-cashmeans of payment:
The issue is important, but it is not necessarily a Single Market issue. In any event, the
measure has not yetbeenenactedor politically agreed.

In the absence of hard data, we somewhat arbitrarily assume an overall net reductioninlosses due to
cybersecurity of some €4 billion perannum.

425. E-Government
The relationship between e-Governmentand GDP was noted in Section 3.3.

e Regulation establishing a Single Digital Gateway (2018): “... businesses could save
between EUR 11 and 55 billion annually for researching just nine business topics. The
preferred option wouldreduce by 60% the 1.5 million hours that citizens currently spend on
researchingonline seven essential topics before going abroad.”

We somewhatarbitrarily assume that the potential benefits for the identified e-government
initiatives are some<€ 20 billion per annum thanks to the benefits of the Single Digital Gateway;>3?
however, this estimate is highly sensitive both to the quality of implementation of the gateway, and
to the degree to whichit isactually used.

42.6. Consumer protection

Europe benefits from a nominally harmonised set of horizontal, sector-independent consumer
protection measures. These measures fail, however, to establish full harmonisation. Member States
can and do go beyond the requirements of the horizontal instruments nowin place.”Gold plating” of
rules on the part of the Member States raises compliance costs for cross-border e-merchants.

e Regulation on Consumer Protection Cooperation (2017): The cooperation is clearly in
order, but the macroeconomic gains are probably limited. Inthe absence of data, we assume
thegainstobeintherange of €0.3 billion perannum.

o Directive on contracts for the supply of digital content: This is one of the key measures
that seeks toimplement maximum harmonisation for consumer protection; however, itis not
yet in force. GHK (2014) identifies three enhancements to the Consumer Rights Directive
(CRD) that could potentially generate € 5.9 billion peryearin consumer benefits (see Section
5.2.1),withextensionto cover gambling providing the lion’s share. Alleweldt etal.(2014) cites
GHK (2014) in claiming that further extending EU consumer protection to cover financial
services, passenger travel, healthcare and real estate could bring additional gains of € 52
billion annually, but these claims are unsubstantiated and inconsistent. The potential to
achieve gainsin thisway may be substantial, but considerable work would be required, as we
explaininSection5.2.1.

32 See also part 3 of the IA: European Commission (2017), Completing the Better Regulation Agenda: Better solutions for better results,
COM(2017) 651 final; and the legislative proposal.
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e Directive on contracts for sales of goods: This is another key measure that seeks to
implement maximum harmonisation for consumer protection. Itislikewise notyetinforce.

¢ Directive Better enforcement and modernisationof EU consumer protectionrules: This
proposed measure would update and modernise two existing consumer protection
Directives, and would update penalties in two more to ensure that they have sufficient
dissuasive effect. The enhancements appear to be fully appropriate, but the economic gain
comparedtothe existinglegislativeis likely tobe small.

o Directive Collective redress: This legislative proposal strengthens consumer rights. Its
deterrent effectagainst corporate misconduct might prove to be substantial in practice, butis
difficult to quantify.

The consumer protection measures are important, but the economic impact of the measures
proposedtodate isnot likely to be large - we somewhat arbitrarily assign a value of € 0.3 billion per
annum.

On the other hand, GHK (2014) identified potential savings of up to € 5.9 billion per annum if the
Consumer Rights Directive (CRD) orits successors were enhanced to covergamblingandtofill other
gaps, and Alleweldt et al. (2014) conjectures that substantially greater gains might be achieved by
coveringfinancial services, healthcare, real estateand passenger travel.

427. Electronic communications networks and services

Numerous measures comprise this group. The TSM (which builds on previous Roaming Regulations)
and the EECC (which builds on and replaces the Directives that comprised the Regulatory Framework
for Electronic Communications (RFEC)) are likely to have greatest economicimpact.

e Regulation Open Internet/TSM (2015): The measure actually enacted contained only two
elements from amuch larger Commission proposal: (1) network neutrality and (2) Roam Like
at Home mobileroaming. The net neutrality aspects helpedto provide legal certainty and to
mitigate potential fragmentation, but probably produce negligible economic benefits
because incidents prior to enactment were already rare to non-existent, and little
enforcement has been required subsequent to enactment. Roam Like at Home has been
welcomed by the public, and simplifies arrangements for consumers, but much of the
potential economicbenefithad already been achieved with the roaming regulations of 2007,
2009, and 2012 (as explained later in this section). The large increase in consumption of
roaming data*? suggests a gain in societal welfare; however, there is no solid basis on which
to estimate its magnitude, since BEREC no longer collects data on the price of roaming
services,andsince the incremental cost to network operators of carrying the data is known to
only alimited degree.We assume benefits of €5 billion per annum, whichisroughly in line
with benefits achieved by the Roaming Regulation of 2009 (as explainedlaterin this section).

33 Total roaming traffic for the EEA (28 Member States plus Norway and Liechtenstein) jumped from 2142 million minutes of calls made and
1794 minutes of calls received in 2Q2017 (before RLAH took effect) to 5514 million minutes of calls made and 4326 million minutes of
calls received in 3Q2017. The jump in consumption of data services was even more dramatic - they increased from 26 million GBin
2Q2017 to95 million GB in 3Q2017.BEREC (2018), “International Roaming: BEREC Benchmark Data Report, April 2017 - September 2017",
BoR (18) 31.
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e Decisiononuse of 470-790 MHz frequency band (2017): The |A estimates the value of 700
MHz spectrum to MNOs to be some € 11 billion, which must be taken net of costs to
consumers to up DVB-T2 compliant televisions or set-top boxes of € 0.6 to € 1.3 billion plus
various other transition costs and then annualised based on an average lease duration of
some 15 years.?* These gains are subsumed within those estimated for the European
Electronic Communications Code.

¢ Regulation on wholesaleroaming(2017): The net benefits are subsumedwithin the overall
benefits for the Regulation OpenInternet/TSM (2015).

o Regulation to promote Internet Connectivity in local communities (Wi-Fi4EU) (2017):
The societal benefits are clear, butinlight of the small volume of publicinvestmentforeseen
(€ 120 millionfor 2017 through 2020), we assume that the macroeconomic impactis minor.

e Directive on European Electronic Communications Code (2018): The IA (especially
Chapter4 and Annex 5) identifies the following:

0 A potential 0.54% increase in GDP compared with the status quo by 2025 based on
improved fixed broadband connectivity thanks to facilitation of co-investment and
wholesale-only business models, plus arange of procedural improvements.

0 Benefits of € 146.5 billion per annum from the introduction of 5G capabilities, of which
€95.9 billion will arise from first order benefits in the four key vertical segments that
dependon 5G:automotive, healthcare, transport and utilities. They estimate an uplift of
0.16% of 2025 GDP.Our beliefis that these benefits flow not only from timelyrelease of
spectrum to the market, but also from measures to facilitate the deployment of small
cells and to address stringent limits on radiation (EMF) that may not be scientifically
justified.

0 Improvementsinserviceefficiency that will resultinanupliftof 0.74%to 2025 GDP. This
estimateis basedonHaidar (2012),** and isin our judgment highly suspect tothe extent
that it estimates societal gains solely onthe basis of the number of reforms undertaken,
and not on their substance.

In estimating benefits, we assume (1) that only half of the projected broadband access benefits will
be achieved as a direct consequence of the EECC, while the rest will depend on follow-up actions
basedon gaps that will be identified once the EECCisinplace;(2) that the gains from spectrum policy
will be achieved in full; and (3) that any direct gains that the EECC realises from service efficiency
improvements other than fixed and mobile deployment are unlikely to exceed 0.10% of GDP.

If one were to take into account indirect gains in productivity, the benefits might perhaps be
substantially larger.

34The |A also notes that revenue from connected cars revenue in the EU28is expected to reach around € 25 billion in 2020, mainly based on
driver assistance and safety applications. Deployment and uptake of connected cars servicesis clearly dependent on the availability of
ubiquitous connectivity and could benefit from the introduction of 5G |oT components for connected cars by 2020. mHealth could save
€99 billion in healthcare costs inthe EU and could add € 93 billion to the EU GDP in 2017 alongside an improvementin patient welfare.

35 Haidar J.1.(2012) "The impact of business regulatory reforms on economic growth", Journal ofthe Japanese and International Economies,
26 (2012), pp. 285-307.
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Based on 2017 EU28 GDP of € 15,300 billion (Eurostat),*® this implies gains of € 81 billion per year
once the measures have taken full effect, with the potential for an additional € 41 billion through
furtherimprovementsinfixedaccess regulation.

o Regulation BEREC (2018): Provides procedural enhancements but does not directly impact
societal welfare.

In addition, benefits from various measures already inplace in 2013 have previously beenestimated,
and are included here to provide context:3”

¢ Reduction in Mobile Termination Rates (MTRs): The gains in consumer surplus due to
regulation of mobile call termination rates under the Regulatory Framework for Electronic
Communications (2002) and the Recommendation of 2009 have been estimated toreflect an
annual reduction in deadweight loss of € 6.1 billion from 2005 through 2010, and a welfare
transfer from MNOs to consumers of € 34.2 billion.38

e Reduction in International Mobile Roaming (IMR) prices: The impact of the Roaming
Regulations of 2007 and 2009 were estimated in the IA for the Roaming Regulation?® to
represent an annual gain in consumer welfare of some € 6.2 billion, comprised of an annual
reduction in deadweight loss of € 4.5 billion and an annual welfare transfer from network
operators to consumers of € 1.7 billion.

The gains from the EECC play the largest role here,and indeed play the largestrole of any single DSM
measure. We assume increases of € 81 billion per year once the measures have takenfull effect, with
the potential for an additional € 41 billion through further improvements in fixed access regulation
(in 2018 euro and subject to the same assumptions used throughout). We assume an additional € 5
billion per annum in benefits from the roaming aspects of the TSM Regulation, for a total of € 86.1
billion.

4.3. Summary of overall benefits

In this section, we summarise the benefits from each of the measures that comprise the DSM, limiting
ourselves however to measures that have already been enacted or that we expect to be enacted
during the current term.

For each DSM Strategy legislative measurefor whichitis possible tocompute benefits on this basis,
the estimated net annual benefits, by category and by measure, appear in Table 6. The rationale for
each of the values that appearinthe table appearsinthe corresponding bulletedtextin Section 4.2,
highlightedinbold.

36 Note that thisignores growth in GDP over time, inflation, and the expected departure of the UK from the EU28.

37 J.Scott Marcus, lIsa Godlovitch, Pieter Nooren, Bram van den Ende, Jonathan Cave and Werner Neu (2013),Howto Build a Ubiquitous EU
Digital Society, study for the European Parliament: http://www.europarl.europa.eu/RegData/etudes/etudes/join/2013/518736/IPOL-
ITRE_ET(2013)518736 EN.pdf.

38 J.Scott Marcus, llsa Godlovitch, Pieter Nooren, Bram van den Ende, Jonathan Cave and Werner Neu (2013),Howto Build a Ubiquitous EU
Digital Society, study for the European Parliament: http://www.europarl.europa.e w/RegData/etudes/etudes/join/2013/518736/IPOL-
ITRE_ET(2013)518736 EN.pdf.

3% European Commission (2011), ‘Impact Assessment of Policy Options in Relation to the Commission's Review of the Functioning of
Regulation (EC) No 544/2009 of the European Parliament and of the Council of 18 June 2009 on Roaming on Public Mobile Telephone
Networks within the Community’, SEC(2011) 870 final. Analysis conducted by Steffen Homig.
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Table6: Estimated annual benefits of selected legal instruments adopted or proposed during
the 8th Legislature (2014-2019) (billions of 2018 euro) when fullyimplemented.
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E-commerce, content and online platforms 14.6 36.4
Regulation addressing unjustified geo-blocking (2018) 10.3 31.4
Council Regulation and Directive VAT for e-Commerce (2018) 2.3 -
Regulation on cross-border parcel delivery services (2018) 1.0 5.0
Directive Audio-Visual and Media Services (2018) 1.0 -
Data and Al 51.6 -
Directive onthe re-use of publicsectorinformation (recast) P2018 45.0 -
Regulation on Free flow of non-personal data (2018) 4.3 -
General Data Protection Regulation (2016) 2.3 -
Trust and security 4.0 .
Directive on Network Information Security (2016) 4.0 -
E-Government 20.0 -
Regulation establishing a Single Digital Gateway (2018) 20.0 -
Consumer protection 0.3 5.9
Directive on contracts for the supply of digital content - P2015 0.3 5.9
Electronic communications networks and services 86.1 41.0
Directive on European Electronic Communications Code (2018) 81.1 41.0
Regulation OpenInternet/TSM (2015) 5.0 -
Total: | 176.6 | 83.7

Source: Bruegel estimates based on European Commission Impact Assessment reports and other sources identified in Section4.2.

There are substantial uncertaintiesinall of these figures, but it nonetheless seemsfairly clear that the
largest gains achieved flow from (1) the electronic communications networks and services groups,
based mainly on the EECC and secondarily on increased roaming due to RLAH, (2) the data and Al
group, based mainly on the Directive on the re-use of public sector information, and secondarily on
free flow of non/personal data and on GDPR; (3) the e-commerce, contentand online platforms group
based on the Geo-Blocking Regulation, the VAT modernisation programme, and the Regulation on
Cross-Border Parcel Delivery; and (4) the e-Government group, provided that the Single Digital
Gateway is implemented well and widely used. The large benefits attributed to the EECC reflect
various spill-oversinto the overall digitisation of European society enabled by measures that promote
the deployment of fibre-based fixed broadband and of 5G mobile services.

We find overall annual benefits of € 176.6 billion from the measures enacted once the measures
have takenfull effect, based on the assumptions used throughout.
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Some legislative measures are likely to contribute far more than others to gains. Our estimates,
grouped by the thematic area with the measure is associated, appearinFigure 9. We note once again
that thereis considerable uncertainty in each of these estimates.

Figure 9. Annual benefits achievable based on measures already finished or in progress
(in billionsof current euro once the measures have taken full effect).
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Source: Bruegel based on European Commission Impact Assessment reports and other sources identified in Section 4.2.

We see the potential to expandthese gains further byfilling gapsin the legislative measuresenacted
in the current term, and additional opportunities at EU level to further the digitisation of Europe (see
Section5).

4.4. Reconciliation of the estimates

A simple summation of the benefits of each of the measures that collectively comprisethe DSM risks
over-stating the actual gains. Each of the measures appears to contribute to overall societal gains;
however, the gains that have been estimated in ex ante Impact Assessment reports and elsewhere
generally assume that the other measures are alsoinforce, and working as intended. Inother words,
each measure may be a necessary but not a sufficient condition for the realisation of the hoped-for gain.
This implies that the same gains might be countedmany times.

As noted in Section 1.3, we have attempted to address this concern (1) by applying our own sanity
checks to each of the estimates made in IA documents and elsewhere, (2) by correcting for double-
counting as we ran the sums of individual programmes, and (3) by checking the reasonableness of
the bottom-up sum against other measures. The last of these is the task of this section of the report.
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As previously noted, the gains from all DSM Strategy measures collectively canbe assumedtoderive
froma limited number of large-scale effects, including:

e Eliminationofbarrierstocross-border commerce, especially e-commerce, which enhances
the efficiency of the Single Market for goods and for services.
0 Resultantreductionin prices paid (i.e.reduced mark-ups).
0 Increasedvariety of products and services available to consumers.
0 Increased competitiveness.
e Increasedconsumerwillingness to use online services due toincreasedtrust.
¢ Improvedefficiency thanks to digitisation.

The combined effects of all DSM measures cannot exceed the expected combined effects through
these channels of influence.Indeed, comparison of ex ante expectations of the gains from the Single
Market as predicted in the Cecchini (1988) report with subsequent ex post estimates suggests that
actual achieved gains, even after many years, often are substantially less than the maximum potential
gains.

Ina number of cases, we have overall estimates of the gains that could potentially be achieved.

The benefits from increased e-commerce operate through increased consumer choice and lower
prices, not only for goods and services purchased online, but also for goods and services purchased
offline. In the case of goods, Duch-Brown and Martens (2016) provide a reasonable estimate of the
maximum magnitude of gains if cross-border purchaseswere as easy as domestic as a function of the
total retail sale of goods. For services, we know of no corresponding quantitative assessment, so we
follow the practice ofthe Commission (in the Impact Assessment for the Geo-Blocking Regulation) in
assuming that the magnitude of savings for services is similar to that for goods. Since these gains
were based on past data, the reductions can be assumed to represent gains since that time, which
thus correspond roughly to gains in the current term and extrapolated forward.

The gains from digitisation are presumably already partially achieved, since industries have been
digitisedtosome degree.These gains can be assumedto be includedinall estimates of gainsin Total
Factor Productivity (TFP) to date,and those anticipated going forward.

The gains from increased trust in online commerce and elsewhere are presumably included in the
firsttwo categories.

In Section 4.3, we identified overall annual benefits of € 176.6 billion from the measures enacted
once the measures have takenfull effect. This ex ante predictionis expressedin current euro, with no
adjustment for inflation. Where IA estimates were expressed as a percentage of GDP, we used 2017
GDP (the latest historically available from Eurostat) of € 15,300 billion.

Most of the top down estimates in the literature are expressed as a fraction of GDP. The bottom-up
estimate represents 1.2% of current (i.e. 2017) GDP. Given that any conversions from GDP to euro
that were made in computing this number were based on current GDP, this is the appropriate figure
to use.

Itappears that this bottom-up estimate, in conjunction with the corrections made inconducting the
bottom-up analysis, falls withina plausible range when checked against various top-down estimates
of Single Market benefits.

Cecchini (1988), for instance, predicted growth of 4.25-6.5% in GDP in the long run, with the upper
end of the range dependent on additional supporting measures; ex post analysis suggests that less
has beenachieved, whichimplies that there is room to grow.
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In any event, the gains from these measures go beyond those that could have beenforeseenin 1988.
The estimate of 1.2% of GDP does not appear to be unreasonable.

Straathof et al.(2008)*° identified along-run effect on EU GDP of the increased openness attributabl e
to the common market ranging from 2.5% to 10%, of which two thirds are yet to be realised. This
again suggests that the overall estimateof 1.2% s in a range that is not implausible.

Finally, to the extent that societal welfare benefits (e.g.from enhanced broadband) manifestas gains
in Total Factor Productivity (TFP), gains of 1.2% of GDP again seem reasonable.

Based on this thought process, there is no need to apply further corrections to the bottom-up
estimate of € 140.1 billion once the measures have taken full effect.

4% As summarised in Dahlberg (2015).
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5. POSSIBLE INITIATIVES TO REALISE MORE OF THE POTENTIAL
OF THE DIGITAL SINGLE MARKET

KEY FINDINGS

We see opportunities fora number of further interventions inthe cominglegislative term.They
fall in three categories: (1) re-thinking the overall approach to the Digital Single Market going
forward, (2) rounding out and completing the measures enacted during the current legislative
term, and (3) launching new initiatives to foster the digitisation of European business,
governmentand society.

As far as a re-thinking of the approach, we offer the following reflections:

e For Single Market issues, a holistic view that integrates digital and pre-digital aspects
may be in order; however, promoting the adoption and innovation based on digital
technology continues torequire a special focus of its own.

e The ultimate goal is the achievement of a dynamic EU economy that delivers a high
standard of living to all, and that provides attractive prices and choices to consumers.
The Single Market, the competitiveness of the EU, and the productivity gains achieved
by digitisationare a means to achieving this end.

e Despite the growing difficulty in distinguishing between products and services, more
focus on Single Market gains relating to services is needed during the next legislative
term.

e A more integrated view across the EU’s full range of policy tools is needed, including
industrial, regulatory, competition, and trade policy. However, we cannotcompromise
the independence, the integrity and the credibility of regulatory and competition
policy.

We have provideda rough subjective assessment of how the candidate initiatives that we have
identifiedfor the nextlegislative termdiffer from one anotherin terms of costs and benefits,
subsidiarity challenges,and more.We also distinguish between those that could be acted on
now, versus those where extensive study is neededto identify a way forward. The initiatives are:

e Publicfunding for Aland robotics;

e Private funding for start-ups and scale-ups;

e Corporate taxation;

e Training;

e Employmentandsocial protection;

e E-government;

e Networkand information security;

e Cross-bordersales of goods that require delivery;
e Re-thinkthe structure of the EU audio-visual sector;
e Expandthe scope of consumer protection;

e Furtherimprove access regulation;

e Lowercross-border parcel delivery NPO prices;

e Liabilityandnewtechnologies;

e Fake newsand inappropriate content;and

e Detectingcollusion.

PE631.044 57



IPOL | Policy Department for Economic, Scientific and Quality of Life Policies

In considering possible initiatives to realise more of the potential of the digital single market, we
reflect first on the overall approach going forward to the Digital Single Market (Section 5.1), then on
steps to round out or complete the measures enacted during the current legislative term (Section
5.2), and finally on new initiatives to foster the digitisation of European business, government and
society (Section 5.3). In Section 5.4, we close with a comparative assessment of the candidate
measures that we have put forward.

5.1. The overall approach to the Digital Single Market going forward

The pace of technological and market evolutionin Europe has beenrapid over the pastfiveyears. As
we approach the next legislative term, it is natural to consider to what extent the EU’s overall
approachto the DSM isripe for re-thinking.

A 2018 Presidency discussion paper on the Future of the Single Market (Council of the European
Union, 2018b, also 2018c) provides a useful starting point for this discussion, but it surely will not
represent the end of the discussion (nor was it intended to). If anything, the discussion paper
demonstrates that it is easier to make broad pronouncements than it is to reduce them to practical
policy measures.

Perhaps the most useful proposition put forwardin the discussion paperis that “there is no needfor a
Digital Single Market but rather for a digitised Single Market.” They go on to float the idea of the
“appointment of a European Commission vice-president in charge of the Single Market in order to
guarantee a cross-cutting approach.” (see also Lisbon Council, 2018) In support of this thought, we
would observe that referring to a Digital Single Market implies that there is a non-Digital Single
Market. Is this really the case today? All Single Market issues are to some degree digital, or ought to
be.

The boundaries of the Digital Single Market have never been altogether clear, but we have argued
throughout that two main threads are visible inthe actions undertakenin the currentlegislative term:
(1) improved realisation of the benefits of the Single Market, and (2) the fostering of further
digitisation in the EU. For the former, the suggestion that it is no longer helpful to think of a Digital
Single Market seems to be timely. For the latter, however, its very essence is the need to promote
innovation based on digital technologies — as the discussion paperitselfargues, it “will be crucial to
address the EU productivity challenge by fully exploiting the opportunities of the next digital tech
wave”.

In other words, for Single Market issues, a more holistic view that integrates digital and pre-
digital aspects may be in order; however, promoting the adoption and innovation based on
digitaltechnology continuesto require a special focus of its own.

The Single Market has taken on symbolic significance for EU policymakers, but it should not be
viewedasa goalin and of itself;ratheritisa meanstoan end. The discussion paper speaksofshifting
the focus to EU competitiveness, but this is likewise a means to an end. The ultimate goal is the
achievement ofadynamic EU economy that delivers a high standard of living to all, and that provides
attractive prices and choices to consumers. The Single Market seeks to contribute to this goal by
means of scale economies and reduced transaction costs. The focus on digitisation contributestothe
same goal by driving increases in productivity, thereby enhancing EU competitiveness that
contributes to EU exports.

The discussion papers (Council of the European Union, 2018b and 2018c) also reflect on the
distinction between products and services, rightly noting that they are increasingly intertwined.
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Itthen calls for an increasedfocus on services (and also on data). There isan obvious tension between
these two claims, and yet both are clearlyinorder. The difficulty indistinguishingbetweenproducts
and services notwithstanding, it is nonetheless fairly clear that the Single Market has been much
more effective as regards goods than services. (Dahlberg et al., 2015) Given that services represent
roughly 70% of the EU marketplaceinterms of value added and employment, morefocusis needed
on Single Market gains relating toservices during thenext legislative term.

The discussion papers (Council of the European Union, 2018b and 2018c) argue that a holistic
approachis neededthat integrates all policies,and that all policies must be fit for the digital age. The
need for joined up policiesisin order, but it is already recognised in Better Regulation principles in
the form of coherence.Where concretely are current policies not sufficiently integrated, and what can
be done to betterintegrate them?

We suggest that the overall relationship between industrial policy, regulatory policy, competition
policy andtrade policy needs some re-thinking during the cominglegislativeterm.There has always
been some tendency or at least risk of our trading partners using or abusing nominally objective
policy instruments for their own gain, and to the detriment of the EU. With the multilateral economic
orderunder threaton all sides today, the EU will needbetter tools withwhichtodefend its interests
going forward. This likely requires a more integrated view across the full range of policy tools:
industrial policy, regulatory policy, competition policy and trade policy. How to achieve an
integrated approach without compromising the independence, the integrity and the credibility of
regulatory and competition policy, however, will require careful consideration (whichis touchedonin
Section5.3.2).

5.2. Rounding out the measures enacted during the current legislative
term

As noted in Section 4.3, we see the potential to further expand the gains from the DSM Strategy
measures enacted, or expectedto be enacted, by means of:

e expanding the scope of consumer protection to include financial services, passenger travel,
healthcare and real estate;

e enhancements in access regulation to more fully realise the broadband investment that the
EECC attempted;

e revising a range of legal instruments so as to make it possible to expand the Geo-Blocking
Regulation so as to include goods that require delivery;,

e initiatingwide-rangingindustrial policy measures to strengthen the global competitiveness
of the European audiovisual sector, which would be a necessary prerequisite to expanding
the Geo-Blocking Regulationtoinclude services that primarily deliver copyrighted audiovisual
content;and

e enhancing the Regulation of Cross-Border Parcel Delivery to mandate more competitive
pricing, mainly onthe part of National Postal Operators.

All of these are aspects of the DSM Strategy that could not be addressed by the current set of
legislative measures, often because prerequisites werenotyetin place.

Most of these changes are hard. Some require deep analysis before it would be appropriate to
attemptto propose legislative measures.

Some of the suggestions in this section are fairly radical, but they are firmly grounded. Many of the
opportunities identified here are likely to be politically sensitive and challenging, which likely is the
reasonwhy they have not already beenimplemented.
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At the same time, we have intentionally stopped short of providing detailed proposals. If a decision
were takento seriously explore any of these opportunities,adetailed Impact Assessment would be
warranted.

In addition to the candidate enhancements explicitly identified here, one should expect that there
will be further opportunities toaddress gaps or shortcomingsinthe legislationthat hasalready been
tabled but not yet enacted.

5.2.1. Expanding the scope of consumer protection

Inan annex to Alleweldtetal.(2014), GHK (2014) claims a very substantial potential gainof € 5.9
billioninsocietal welfare by addressing certain gapsin consumer protection. The gaps that they
identify are:

e Gapsconcerningcommercial guarantees;

e Gapsconcerningreverse type transactions;

e Gapsconcerning consumer-to-consumer (C2C) transactions;

e Gapsinthe ConsumerRights Directive (CRD);

e Gapsinthe ConsumerCredit Directive (CCD);

e Gapsconcerninggamblingactivities;

e Problemsconcemingthe limitedscopeofthe E-commerceDirective;and
e Problemsrelatingtodigital content.

They identify three measures for which they quantified potential gains:

e Commercial guarantees € 36

e Limitedscope ofthe Consumer Credit Directive (CCD) € 285

e Lack of asingle marketforgambling €5,560
» Total €5,881

GHK (2014) goes on to claim additional potential gains of € 52 billion by further extension of the EU
consumer protection acquis, but they provide no substantiation. Alleweldt (2014) conjectures that
this gain might be achieved by extending the Consumer Rights Directive to also cover the financial
services, passenger travel, healthcareandreal estate sectors.

Extension of consumer protection to cover financial services, passenger travel, healthcare and real
estate might indeed bring benefits, but the magnitude would need to be studied, and there are
significant complexities in each of these sectors. Regulation of services is generally more complex
than regulation of goods. For a discussion of the Commission’s thinking as regards consumer
protectionforfinancial services, forinstance, see European Commission (2015c).*!

4TEuropean Commission (2015), Green Paper on retail financial services: Better products, more choice, and greater opportunities for
consumers and businesses, COM(2015) 630final.
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5.2.2. Further enhancing broadband deployment, adoptionand usage

The European Electronic Communications Code (EECC) represents the latest in a sequence of
attempts to strengthenindustry investmentinto fixed and mobile broadband deploymentinthe EU.
It needs to be understoodin conjunction with other measures, including the Cost Reduction Directive
(2014) (which sought to lower the cost of deployment) and with the Recommendationonconsistent
non-discrimination obligations and costing methodologies to promote competitionand enhance the
broadband investment environment (2013) (which sought to strengthen the incentives of network
operators todeploy).

The EECCincludesa number of provisions that seek either to strengtheninvestmentincentives or to
reduce deployment costs for fixed or mobile network infrastructure. These include:

o Article74: Co-investment

o Article77: Wholesale-only undertakings

o Article53: Coordinatedtiming of assignments

e Article53a:  Coordinatedtiming of assignments for specific 5G bands

o Article56: Deploymentand operation of small-areawireless access points

e Article56a:  Technical regulations onelectromagneticfields

The first two of these are primarily relevant to fixed broadband networks, while the remaining four
are primarily relevant to wireless networks and especially to wireless mobile networks.

These EECC measures are likely to provide improvements, but they will not necessarily lead to an
ideal level of network operatorinvestment.lItis likely that ex post assessmentwillreveal an ongoing
needfor further refinement of the EU’s broadband deployment strategy.

Meanwhile, these measures operate solely on the supply side. Numerous studies have found that
demand side stimulus can be more effective than supply side measures once basic broadband is
sufficiently broadly available.*> Those studies suggest in effect that operating solely on the supply
sideisa bitlike pushingona rope — at some point,itis necessarytopull.

Itmightwell be, then, that the most productive steps for the nextlegislative termwouldrepresent a
significant departure from the approach taken to date. Demand side approaches need not wait for
experience with the EECC measures.

42 ). Scott Marcus, llsa Godlovitch, Pieter Nooren, Dieter Eilxmann and Bram van den Ende with the support of Prof Jonathan Cave:

,Entertainmentx.0 to boost Broadband Deployment”, study on behalf of the European Parliament's Committee on Industry, Research
and Energy (ITRE), October 2013 available at:

http://www.europarl.europa.eu/document/activities/cont/201310/20131017ATT72946/20131017ATT72946EN.pdf; J. Scott Marcus,
Francesco Caio and Gérard Pogorel (2014), "Achieving the Objectives of the Digital Agenda for Europe (DAE) in Italy: Prospects and
Challenges", a study on behalf of Prime Minister Enrico Letta; » Parcu, P. L. et al. (2011), Study on Broadband Diffusion: Drivers
and Policies. Study for the Independent Regulators Group, Florence School of Regulation; available at:
http://www.irg.eu/streaming/CN%20%2811%29%2081 FSR Study on BB Promotion FINAL.pdf?contentld=547201&field=ATTACHE
D_FILE; Belloc, F., Nicita, A. and M. A. Rossi (201 1), The Nature, Timing and Impact of Broadband Policies: a Panel Analysis of 30 OECD
Countries, University of Siena.
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5.2.3. Addressing barriers to cross-border shipment of goods in order to enable
expansion of the Geo-Blocking Regulation

The Geo-Blocking Regulation applies overallto goods sold online, but the crucial non-discrimination

provisions of Article 4 do not apply to orders that would oblige the merchant to deliver goods, or to

enable collection of goods, at a locationin a Member State to which the merchantdoes not routinely

offer delivery or collection.

The exclusion is appropriate. The merchant would otherwise be obliged to be aware of and in
compliancewithrulesinthe country of use.

One might not expect this to be the case. As Dahlberg (2015) observes, “The EU has, in addition,
harmonised the regulation on a number of goods categories to ensure that national product
regulation does not discriminate against foreign products. For products that have not beensubjectto
harmonisation (for various reasons), the principle of mutual recognition states that a product that is
lawfully marketedin one member state should have the right to be marketedinall member states.”

There seems, however, to be asignificant gulf between theory and practice.

Merchants sellingand shipping goods cross-border typically have tocomply withadaunting variety
of packaging and safety regulations at Member State level. Many Member States have strict
requirements as regards packaging and labelling of food and of medication. Alcohol and tobacco
products may also be subject to national restrictions. A range of safety obligations could also be
relevant, ranging from toy safety to characteristics of gas pipelines. Since these relate inimportant
ways to consumer safety, they cannot simply be ignored. Packaging and labelling requirements
clearlyimposeadditional costs on merchants who might otherwise hope tosell goods cross-border;
moreover, Member States might in some cases be tempted to use these requirements to protect
domesticindustries.*?

For large e-merchants, these divergences are merely a costly nuisance. For SMEs, and especially for
the smallest of SMEs, the associated transaction costs could represent a blocking problem (see
Dahlberg(2015)).

These challenges could potentially be addressed, butit would take a significantamount of hard work.
A thorough analysis of practical impediments would need to be undertaken, justifiable national
exceptions would need to be identified, and measures would need to be carefully crafted so as to
make the principle of mutual recognition fully predictable and as close as possible to being fully
applicable.

There are many otherimpediments to cross-border sales of goods that require shipment, but most of
these either have already beenaddressed, or couldbe addressedin other ways.

The reform to VAT arrangements, for instance, including the Mini-One Stop Shop (MOSS), presumably
addresses one set of problems. The pending legislative measures that seek to impose maximum
harmonisation on horizontal consumer protectionrulespotentially address another.

43 ).Scott Marcus and Georgios Petropoulos (2017), “Geo-Blocking of Goods That Require Cross-Border Delivery: A Preliminary View on EU
Policy Considerations”, presented at the Rutgers/EUI FSR conference on postal economics in Barcelona, at:
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN 1D3007578 code333755.pdf?abstractid=3007578&mirid=1.
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Further reform of cross-border parceldelivery wouldalso be beneficial (see Section 5.2.5), butisnot a
prerequisiteto this reform. |t seems clear that the e-merchant willneedto be able torecover the extra
cost of shipping goods cross-border if he or she is mandated to do so, but a fairly simple rule could
suffice. For example, the merchant might have to ensure that the price charged to cross-border
customers does not exceed the price charged to domestic customers by a sum greater than that by
which the National Postal Operator’s published price for shipment of goods with the characteristics of
the shipment in question (e.g. weight and volume) from the merchant’s Member State of
establishment to the Member State to which shipment is requested exceeds the National Postal
Operator’s published price for shipment of the same goods within the merchant’s Member State of
establishment.**

It is clear that a geo-blocking prohibition should not be imposed on e-merchants for goods that
require shipment until all or nearly all of the attendant issues have been addressed, not only at EU
legislative levelbutalsointerms of practical transposition and enforcement at Member State level.

5.24. Fundamentally re-thinking the European audiovisual sector in order to
strengthen global competitiveness and cross-border consumption

Services concerned primarily with the distribution of copyrighted audiovisual content are completely
excludedfrom the Geo-blocking Regulation as enacted. Many consumers lament this omission, but it
was prudent in our view - the problems with cross-border distribution of audiovisual content are
complex, and are not amenable to a quick fix solely through a prohibition on geo-blocking. (Marcus
and Petropoulos, 2017)

What is neededinsteadisa comprehensivere-thinking of the audiovisual sectorso as to strengthen
the ability and incentives of sector market players to actively market their high quality output
throughout Europe and throughout the world (while still respecting the cultural and linguistic
diversity that we cherish as Europeans).

A key argument against a geo-blocking prohibition from the audiovisual sector has been that
geographical segmentationis essential to the funding of their projects. Under currentarrangements,
this argument appears to be well founded. The producer of an audiovisual work is responsible for
securingfinancingand can obtainitfrom various sources:in-house financing (cash investment from a
single production company or pooling of resources of several production companies through co-
production mechanisms), pre-salesofdistributionand communicationtothe publicrights (contract
which exchanges an upfront payment from a downstream player for an exploitation right from the
producer, usually on an exclusive basis), debt financing (loan provided by a lender with a fixed
repayment date), or private investments (cash investment from a private investor in exchange for a
participationinthe future film’s revenue). Figure 10 illustrates examples of the ways inwhich several
films were financed in recent years. In the audiovisual sector, pre-sales through licencing and state
subsidies are the mostimportant sources of financing.

44 ).Scott Marcus and Georgios Petropoulos (2017), “Geo-Blocking of Goods That Require Cross-Border Delivery: A Preliminary View on EU
Policy Considerations”, presented at the Rutgers/EUI FSR conference on postal economics in Barcelona, at:
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN 1D3007578 code333755.pdf?abstractid=3007578&mirid=1.
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The pre-sales arrangements depend heavily on geographic restrictions, coupled with a complex
system of release windows. Without a substantial reorientation of the sector, a geo-blocking
prohibition wouldriskinterfering with these pre-funding mechanisms, thus depressing production of
content.

Figure 10. Examples of sources of financing for independent films.
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Source:Oxera (2016)

In a 2016 study prepared for firms in the sector, Oxera estimated that imposing a geoblocking
regulation on audiovisual content would cause consumers to lose up to €9.3 billion per year, while
producers wouldlose up to €8.2 billion peryear. A2014 study by CRA for the Commission arrived at
similar conclusions. As things stand today, we believe that the concernis valid.

A key concern here is that relatively little European audio-visual content is produced or distributed
withinternational distributionin mind.In a typical year, non-national European films accountforonly
12% of cinema admission market share. (By contrast, international distribution is a key part of
Hollywood planning.) As a result, few European works get much circulation outside of their country
(or language) of origin.

Language is an issue, but it need not be decisive. Films can be dubbed, sub-titled, or voiced over.
Hollywoodfaces the same issues with productions that are originally recordedin English.

The European audio-visual sector has historically had a prodigious output, having produced 1,142
feature filmsin 2008 comparedto 520in the USA. US films nonethelessconsistently account for more
than 60% of cinemaadmissions withinthe EU, twice as much as Europeanfilms (see Table 7).

US enterprises also account for the majority of fictional content on Europeantelevisionscreens. This
should clearly be viewed as a problem.
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Table 7. European cinema admissions, by origin of film (2007 - 2012).

s, 62.6% 65.6% 67.1% 63.0% 60.1% 61.1%
European films 28 1% 28 2% 26. 7% 25.3% 28.5% 35.2%
Eurcpe / U.S. incl4 7.5% 44% 42% T9% 9.7% 2%
Others 1.8% 18% 2.0% 1.3% 1.6% 1.6%

Source: European Commission (2013), Impact Assessment Report, communication on State Aid for Films and other
Audiovisual Works
These issues seem to be clear enough, but to the best of our knowledge they have never been
studiedin detail. Perhaps we have too greata tendency to take the structure of the sector for granted.
The full dimensions of the problem do not appear to be well understood, and consequently the
policy interventions that might be useful have never been put forward. Only with a deeper analysis
would it be possible to assess whether options are available that are proportionate and not overly
disruptive tothe sector.

If the global competitiveness of the European audiovisual sector were substantially greater, the
dependence on pre-funding based on geographic partitioning at Member State level would be
reduced. Once that were firmly in place, a prohibition on geo-blocking could be considered (or
perhaps would become unnecessary because of the alteredincentives of rights-holders).

Whether this is feasible is not altogether clear today, but the challenge is fairly clear, and it is worth
looking at.

5.2.5. Further measures to address over-pricing of cross-border parcel delivery by
National Postal Operators (NPOs)

The growth of e-commerce represents a substantial growth opportunity for Europe. The ability of
Europe to fully capitalise on this opportunity appearshowevertobe limited by the high prices paid
for the shipment of goods across national boundaries within the EuropeanUnion.Concernsover the
high cost of parcel delivery cross-border by National Postal Operators (NPOs) ledtothe Commission
to putforward a legislative proposalin May 2016.4°

The concern has beenwith basic cross-border delivery services, not with express or courier services;
with business-to-consumer (B2C) shipments rather than business-to-business (B2B); and primarily
with shipments by consumers, micro-enterprises, and small and medium enterprises (SMEs) than
rather than those by large shippers.The NPOs continue to play a major role in cross-border shipments
for SMEs. 46

4> European Commission (2016), Proposal for a Regulation of the European Parliament and of the Council on cross-border parcel delivery

services, COM(2016) 285 final.

46 ), Scott Marcus and Georgios Petropoulos (2017), “E-=Commerce in Europe: Parcel Delivery Pricesin a Digital Single Market”,in The

Changing Postal and Delivery Sector: Towards a Renaissance, Springer, ed. Michael Crew, Pier Luigi Parcu, and Timothy Brennan. An earlier
version appear as Bruegel Policy Contribution 2016/09, at http:/bruegel.org/wp-content/uploads/2016/05/pc 2016 09.pdf, and a
derivative work was presented at the ITS Europe conference in Cambridge, UK.

PE631.044 65


http://bruegel.org/wp-content/uploads/2016/05/pc_2016_09.pdf

IPOL | Policy Department for Economic, Scientific and Quality of Life Policies

Member State postal regulatory authorities were already obliged to ensure that retail prices were
cost-based, presumably including cross-border prices, butimplementation has historically been weak
and uneven. In practice, many postal regulatory authorities had little statutory authority to collect
eventhe most basic data, such as retail prices. Their role relative to cross-border parcel delivery was
often ambiguous, especially in cases where the NPO was not subject toa universal service obligation.
Finally, given that NPOs tend to face challenges in maintaining their universal service obligations in
the face of falling domestic letter traffic, the national postal regulatory authorities may be temptedto
overlook possible over-pricing in one of the few areas where NPO revenues are exhibiting healthy
growth.

In economic terms, parceldelivery arrangements among the NPOs are complicated, and there is no
external visibility at all into many aspects of the system (including the level of wholesale Terminal
Dues and Inward Land Rates, and the degree of discounting provided to large shippers). That these
commercially sensitive arrangements are not publicly visible is appropriate, butit is difficult to see
how national postal regulatory authorities could possibly assess the appropriateness of prices when
they are missing key data about costs.

The Commission’s legislative proposal sought (1) to increase the transparency of retail prices for
consumers, (2) to increase the information gathering powers of national postal regulatory authorities
to collect both wholesale and retail data, (3) to oblige postal regulatory authorities to assess cross-
border pricing, and (4) to open up the wholesale parcel delivery networks of the NPOs (which some
allege to be priced substantially below cost) to competitive non-NPO parcel delivery services. The
legislation as enacted weakened these measures considerably, and dropped the wholesale access
obligationaltogether.

Our beliefis that the Regulation as enacted will enhance transparency, but will have little or noeffect
on cross-border parcel delivery prices. Given the limited information gathering powers and the
dearth of information available to the public and to postal regulatory authorities, it is likely to be
some time before this is fully visible. In any case, a second round of legislation specifically aimed at
the pricingissuesis likely to merit considerationin the comingyears.

5.3. Promoting the digitisation of European business, government and
society

The remaining opportunities would be new initiatives, but many are foreshadowed by initiatives that
are already under way.

e dealing with emerging technologies including Artificial Intelligence, machine learning, big
data and the Internet of Things and harmonising their treatment where needed among the
Member States;

e addressing competition, taxation and content issues regarding digital services, including
platforms;

e reinvigoratinginterestincross-border e-government services; and

e adopting a more vigorous approach at EU level to cybersecurity.

The needto address competition, taxationand contentissues for platforms and other digital services
is needed in order to complete the Digital Single Market, going beyond the DSM Strategy as
proposed in 2015. Recall that the Commission defined a Digital Single Market as “one in which the
free movement of goods, persons, services and capital is ensured and where individuals and
businesses canseamlessly access and exercise online activities under conditions of faircompetition,
and a high level of consumer and personal data protection, irrespective of their nationality or place of
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residence.” (European Commission,2015a) Whenitcomestoseamlessly accessingonline activities
under conditions of fair competition, it is clear that there is more work to be done, and surely more
than the suggestions offeredin this study.

The reinvigoration of efforts to enable cross-border e-government serviceslikewise seekstoaddress a
set of impediments to the Digital Single Market. Harmonisation tends to be challengingbecause the
underlying delivery systemsinthe Member States are so diverse. (vanVeenstraetal., 2013)

5.3.1. Measures to promote and deal with a range of emerging technologies

As noted in Section 2.2, the transformation of the EU through digitisation appears to depend on the
adoption of a range of technologies such as artificial intelligence, robotics, big data, machine
learning, the Internet of Things, and possibly blockchain. These technologies show tremendous
promise, with some analysts projecting potential global benefits measuredin trillions of euro peryear
(for a quantification of potential benefits, see Section 2.2). Many of these technologies have been
known for decades, but price/performanceis now reachinglevels that favour large-scale deployment.
Fast fixed broadband and mobile services (soontoinclude 5G) have become sufficientlywidespread
to make them fully accessible (see Section5.2.2).

Europe has aspirations not only to use these technologies, butalso to design and develop them.

Our focus here is on new legislative initiatives, not on business as usual. The Commission has for
instance already been active in funding research, launching studies to consider policy issues, and
where appropriate forming public private partnerships (PPPs) to facilitate dialogue between
governmentand market players.

At the same time, one can question whetherthelevel ofinvestmentis adequate to maintain EU
competitiveness in these potentially transformative technologies, and especially in Al.

« China has launched a comprehensive initiative*’ to lead the world in Al development, and
intends to invest massively in Al research and development.”® The magnitude of the
investmentisdifficult toestimate, butislarge.

« The United States, its historic scepticism about industrial policy notwithstanding, is deeply
concerned about the Chinese programme. The US had already been investing roughly one
billion Euro peryearin2016.*° Expanded countermeasures to the Chinese programme canbe
expected, with the risk that Europe suffers “collateral damage”.

47" China (2017), A Next Generation Artificial Intelligence Development Plan (translated), at

https://chinacopyrightandmedia.wordpress.com/2017/07/20/a-next-ge neration-artificial-intellige nce-deve lopment-plan/viewed
4 July2018.

48 YujiaHe (2017), “How China is preparing for an Al-powered Future”, Wilson Center,

https://www.wilsoncenter.org/sites/default/files/how_china is preparing for ai powered future.pdf viewed 4 July 2018. Seealso
New America Foundation (2017), “China’s Plan to ‘Lead’ in Al: Purpose, Prospects, and Problems”, at
https://www.newamerica.org/cybersecurity-initiative /blog/chinas-plan-lead-ai-purpose-prospects-and-problems/ viewed 4 July 2018.

49 European Commission (2018), “Artificial Intelligence for Europe”, op. cit. page 5. See also US National Science and Technology Council

(2016), The National Artificial Intelligence Research and Development Strategic Plan, at
https://www.nitrd.gov/PUBS/national_ai_rd_strategic_plan.pdf viewed 4 July 2018.
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« Accordingtothe Commission’s Artificial Intelligence for Europe Communication, “Europe
is behind in private investments in Al which totalled around EUR 2.4-3.2 billionin 2016,
compared with EUR 6.5-9.7 billioninAsiaand EUR 12.1-18.6 billioninNorth America.”*°

Funding is crucial, but the bulk of funding for high tech start-ups and even more so for scale-ups
(firms seeking to grow from start-ups into the next phase) ought to come from venture capital or
from engaging in Initial Public Offerings (IPOs), not from the public treasury at EU or Member State
level. Unfortunately, a long-standing challenge in the EU has been excessive reliance on banks, and
insufficientaccess of start-ups and especially of scale-ups toaccess venture capital. Other advanced
economies such as the US and Japan do a better job. “EU firms are typically known for their
overreliance on bank lending, especially for SMEs. In the period from 2002-2008, banking lending
accountedfor 70% of total financing inthe euroarea, comparedtoonly40%in the US”, as isvisiblein
Figure 11. Over the full period from 2002 through Q1 of 2016, the disparity between the EU and the
US was roughly 50% versus 25%. (European Commission, 2017f).

Figure 11. Share of bank to non-bank financing of non-financial companies in the euro
area and the US (cumulated transactions).
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Source: European Commission (2017f), based on ECB and US Federal Reserve System data.

The Commission has been pursuing a Capital Markets Union (CMU) strategy to seeks (1) to improve
access of entrepreneurs to venture capital, and (2) to modernise insolvency rules so as to give a
second chance to honest entrepreneurs whose enterprises fail. Both of these were identified in a
previous study for the Parliament, vanVeenstraetal (2013), as beingessential to the future success of
EU start-upsand scale-ups.’’ The CMU isimportant, but bringingit tofruition has beenslow going.*?

Re-doubled efforts arein order.

50 European Commission (2018), “Artificial Intelligence for Europe”, op. cit. page 5.

51 See also Jim Brunsden (2018), EU plan for capital markets union faces delay, warns Brussels, Financial Times. Commissioner
Dombrovskis is quoted as saying, “If you look at reasons why many companies in Europe, capital markets companies, fintech
companies, why they are not scaling up in Europe, it is exactly this fragmented regulatory and supervisory landscape where they are
faced with differentrequirements in each member state. That's the issue we need to address — this scaling up.”

52 lbid.
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Ensuring a sufficient pool of trained professionals for these emerging technologies (and retaining
their services in Europe once they have been trained) represents yet another substantial challenge,
but primary responsibility here appears torest with the Member States. There is likely tononetheless
be arole for the European institutions in supporting and coordinating Member State policies, and in
encouraging best practice.

It is important not to prematurely regulate these innovative services, thereby stifling their
development or distorting their evolution; at the same time, it seems likely that some issues will
emerge thateventually require legislative solutions,andindeed some of these are already visible.

The Parliament hasbeenactively engagedinissues related to Artificial Intelligenceandrobotics, both
with workshops (see for instance European Parliament, 2018) and with a 2017 resolution “with
recommendations to the Commission on Civil Law Rules on Robotics”. The resolution addresses a
wide range of issues, includes a Charter on Robotics with a Code of Conduct for Robotics Engineers,
and calls on the Commission to submit “a proposal for a legislative instrument on legal questions
related to the development and use of robotics and Al foreseeable in the next 10 to 15 years,
combined with non-legislative instruments such as guidelines and codes of conduct”. (European
Parliament,2017a)

One of the issues specifically flagged in the resolution is the issue of liability, and indeed, issues of
productand service liability are emblematic of the areas where new legislationis likely tobe needed.
Two key groups of EU policy instruments are in place today: (1) product safety regulation, which
establishes standards to which goods must conform; and (2) liability regulation, which enables
consumers to recover their costs if they are harmed or injured due to a malfunctioning product (or
potentially adefective service). Product liability is handled quite differently from serviceliability, with
products subjecttoa strictliability regimeat EU level (where the burden of proofon the consumer is
minimised), but not services. (European Commission, 2018a)

In recentwork (Marcus, 2019), we suggested that further study was neededin several areas:

e Itis going to becomeincreasingly difficult todraw a sharp line between productsandservices
for emerging loT/AI/ML services. In the medium to long term, either a common liability
regime will have to be adoptedfor both, or else some crisp, new definitional criteriawillneed
to be developed.

e Relative to the consumer, a strict liability regime seems to be the most appropriate way to
ensure compensation; otherwise, the burden of proof will be too great. For commercial
parties alongcomplexloT/Al/MLvalue chains, however, determining where the liability liesis
likely to entail challenging, case-specific assessments. In particular, guidance is likely to be
needed where liability lies at least in part with conclusions autonomously reached by
algorithms.

e For consumersand suppliers, horizontal approaches thatapplytoall sectorsare simpler and
thus easier to deal with than sector-specific approaches. This property of EU liability
regulation (but not of EU safety regulation) should be retained going forward.

5.3.2. Competition, taxation, content and social protection issues regarding digital
services

Digital platforms such as Google, Facebook, and Uber, not to mention Apple and Amazon, have been

repeatedly in the news in recent years as regards competitive concerns, fair treatment of taxation,

and related state aid concerns. Content concerns as with “fake news” and its implications for the

political process are alsovisible.

The answers to the questions raised are not yet altogether clear, but they will surely continue to be
partof the debate during the nextlegislative term.
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In a number of instances, the emerging technologies noted in Section 5.3 are not only part of the
problem, but potentially part of the solution. Consider competition policy, forexample. Automated
online pricing algorithms may spontaneously collude with one another, but automated tools based
on Al, machine learningand big data techniques might prove effectiveindetecting collusion (and in
distinguishing between permissible price convergence and impermissible collusion). These same
technologies show promise in detecting inappropriate content, as well as “fake news".

Competitionissues are sure toarise, but whether they require new legislative measuresis not entirely
clear. Existing competition law already provides a good arsenal of tools. Whether they are sufficient
for the brave new world that we are enteringremainstobe seen.>?

In Section 5.1, we noted the importance of achievingamore integrated view across the full range of
policy tools, includingindustrial policy, regulatory policy, competition policy and trade policy. Similar
ideas appear toalready be taking root among many of the Member States. Nineteen of the Member
States>* recently issued a joint statement announcing their intention to press the incoming
Commissionfora“new political impetus”to maintain the EU’s global competitiveness. Key elements
include (1) the identification of European strategic value chains “prioritising those most directly
linked to improving global productivity, fighting climate change, and enhancing technological
development’, and (2) “the identification of possible evolutions of the antitrust rules to better take
into account international markets and competition in merger analysis”. For each of the strategic
value chains, a dedicated action plan would be developed, backed by EU funding and supported by
policy instruments toinclude competition, innovation, digital, energy, trade, and taxation policy.>®

This is likely to require particular care in regard to competition policy. In a world where
multilateralism and win-win approaches enjoy less support than in the recent past, it will be
important to protect EU interests from encroachment by third countries who might be willing to use
the policy instruments at hand indiscriminately. This is likely to require the EU to take a hard look at
how we choose to use, or not to use, the policy levers available to us. Competition law is surely an
important piece of this puzzle, but must be used with care. First and foremost, our approach should
always be to promote the competitiveness of EU industry, not to target global competitors. Secondly
and relatedly, if Europe were to be seen to be applying tools in a self-serving way, rather than
objectively and fairly, it could undermine the integrity and creditability of the EU’s process, and
thereby undermine global confidence in the liberal economic order. That would be counter-
productive — EU prosperity depends on global acceptance of a liberal economic order that is now
under threat.

Taxation of digital platforms is likely to be a contentious topic for the coming legislative term. It is
clear thatonline platforms needto pay theirfair share of taxes, and there isgeneral agreement (inline
with the OECD's BEPS process) that taxation should occur where the service is used. Beyond that

53 There are many examples. For arecent study for the Parliament that demonstrates the emerging challenges, but also makes clear the

risks in premature or heavy-handed regulation, see Montiand Augenhofer (2018).
54 Jorge Valero (2018), 19 EU countries call for newantitrust rules to create ‘European champions’, EurActiv. The Member States are France,
Austria, Croatia, Czech Republic, Estonia, Finland, Germany, Greece, Hungary, Italy, Latvia, Luxembourg, Malta, Netherlands, Poland,
Romania, Slovakia and Spain.

3 lbid.
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broad assertion, however, it will be hard to find consensus between the EU and our trading partners,
and for that matteramong the Member States of the EU itself. What constitutes “fairness”?

A range of content related issues are also likely to be with us, some of which will need to be
addressed at legislative level. Achieving fair compensation for rights-holdersinthe digital world has
been contentious, but may possibly be resolved by the still-contentious Directive on Copyrightinthe
Digital Single Market 2016/0280(COD). Policing inappropriate content, and addressing “fake news”,
appeartopose even more challenging problems.

What constitutes “fake news” is to some extent debatable; moreover, there is the risk that an overly
stringent regime, especially if implemented by a government body, might intentionally or
unintentionally turnintoa censorship regime. Suppressing “fake news” cannot be at the expense of
freedom of expression.

The Commission has engaged in a systematic programme to counter disinformation, including
setting up an expert group, conducting a public consultation, and issuing a number of reports and
communications. Most recently, the Commission announced an “Action Plan against Disinformation”,
basedon a range of voluntary measures.

Whether this will prove to be sufficient remains to be seen. Arecent study for the Parliament argues
that a more muscularand comprehensive policy approach willeventually be needed. (Renda, 2018;
seealsoTurk, 2018)

More broadly, the combined impact of Al, machine learning, and big data on employment is
potentially substantial. This implies significant societal dislocations that will need to be
addressed. Furthermore, there are implications for social protection of workersas digitisation
contributes to increasing labour flexibility - a trend with both positive and negative
implications. With the shift away from traditional employment, and the increasing tendency for
workers to combine traditional and non-traditional forms of work with self employment, how are
workers to be protected? The European Pillar of Social Rights (European Union, 2018) provides a
useful framework for discussion, and the Commission’s Proposal for a Council Recommendation on
access to social protection for workers and the self-employed (European Commission, 2018j)
represents a forward-looking approach to many of the challenges raised. Once again, this can be
expectedtobe arecurrenttheme during the nextlegislativeterm.

5.3.3. Reinvigoration of emphasis on cross-border e-government service

As we noted in previous work for the Parliament,*® Europe is not an intrinsically weak player as
regards the implementation of ubiquitous e-government services. Indeed, the performanceof front-
runner European Member States in terms of development and deployment of ubiquitous e-
governments ranks among the best in the world. What has conspicuously languished is the
development of cross-border interoperable e-government services.

56 Anne Fleur van Veenstra, J. Scott Marcus, Jonathan Cave, Noor Huijboom, Dieter Elixmann, Annette Hillebrand, Rebecca Schindlerand

Veronica Horvath (2013) “Ubiquitous Developments of the Digital Single Market”, study on behalf of the European Parliament's
Committee on Internal Marketand Consumer Protection, available at:

http://www.europarl.europa.eu/RegData/etudes/etudes/join/2013/507481/IPOL-IMCO ET(2013)507481 EN.pdf.
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We observed that the action lines in place individually and collectively did not appear to be having
much effect on the problem. At the time, we identified opportunities in (1) Identification (e-1D),
authentication, and authorisation schemes; (2) The European Interoperability Framework (EIF) and
related activities; (3) eHealth, including exchange of patient data and ePharmacy; (4) e-VAT; and
(5) e-Customs.

A review of progress made subsequently is well beyond the scope of the current study, but we
anticipate thatagreat deal of workremainstobe done.

With that said, what should be done? Godel et al. (2018) make some modest proposals: “European
initiatives can help by pioneering good practice, making ‘digital by design” a reality throughout the
European institutions, adhering to and promoting open standards; supporting research and
developmentinrelevantfields and supporting the creation and adoption of a e-trust/e-ID framework
for the EU.”

Inits EU eGovernment Action Plan 2016-2020 (European Commission, 2016i), the Commission puts
forward 20 concrete actions. (See also European Parliament, 2017b) Most of these are e-government
initiatives that the Commission would undertake relative toits ownservices, whichisinline with the
recommendations of Godel et al. (2018). A few represent legislative proposals addressed to the
Member States, and at least two of these have been enacted. The first of these relates to electronic
identificationand trust services for electronic transactions in the internal market (eIDASservices), an
area that has been identified in numerous studies as being potentially a high payoffinitiative. The
other seeks to establish a single window for reporting purposes in maritime transport and to
digitalise transport e-documents — largely afix to inefficiencies introduced througha 2010 Directive.

Itis safe to assume that there is far more work to be done in this area.

5.34. Cybersecurity and trust

Progress has been made in the current legislative term when it comes to strengthening the role of
ENISA, and establishing a certification programme at EU level.

Nonetheless, the levelofinvestment at EU levelis ludicrously smallin comparison to the rate at which
threats are growing, not only from commercial hackers but also from states and from state sponsored
hackers. This riskis growing, particularly for some of the Member Statesin the east of the EU. A more
muscular approachto cybersecurityat EUlevel appears to be needed.

It has historically beendifficult toachieve consensus at EU level, in part because larger Member States
withwell established cybersecurity programmes feared that EU capabilities might getintheir way. At
the same time, smaller Member States or those with less robust capabilities of theirown would have
welcomed an operational role for ENISA. (Marcus et al, 2012) The proposed Regulation on
Cybersecurityisastep inthe right direction, but only a small step.ltistime tobreak this deadlock.

The need for a cooperative, joined up approach to cybersecurity was highlighted in thoughtful
remarks by Brad Smith, the CEO of Microsoft, to the RSA Conference in 2017: “We should start by
acknowledging that no single step by itselfwill be sufficient to address this problem. ... The time has
arrivedto call on the world’s governments toimplement international rules to protect the civilian use
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of the internet. ... The time has come to call on the world’s governments to come together, affirm
international cybersecurity norms that have emerged in recent years, adopt new and binding rules
and getto work implementing them.”*’

Along these lines, the “Paris call for trust and security in cyberspace”*® issued underthe sponsorship
of French President Macron represents a welcome “call to arms”. In a succinct but wide-ranging
statement, it invites it signatories to work together in order to “Prevent and recover from malicious
cyberactivities that threaten or cause significant, indiscriminate or systemicharm toindividuals and
critical infrastructure; ... Develop ways to prevent the proliferation of malicious ICT tools and
practicesintendedto cause harm; Strengthen the security of digital processes, products and services,
throughout their lifecycle and supply chain; Support efforts to strengthen an advanced cyber hygiene
for all actors; Promote the widespread acceptance and implementation of international norms of
responsible behavior as well as confidence-building measures in cyberspace,”and more.

The Paris Call represents an excellent statement of principles and objectives, butit will be effective
only ifitis backed by sufficient resources andimplementationactions.

5.4. Puttingthe candidate initiatives into perspective

In order to provide a comparative perspective onthe various candidate initiatives,itis important to
bear in mind that they differ from one another in many dimensions — not only in the magnitude of
costs and benefits, butalsointhe degree towhich the Union has competencetoact.Some appear to
us to be more politically fraught than others.

In a few cases, we have identified complex issues where solutions probably cannot even be put
forward until the problem has been studied in greater depth. In others, the problem is well
understood but potential solutions would require careful assessment through the Better Regulation
process.

With this in mind, we have categorised the various initiatives put forward in this chapter along each
of these dimensions in Table 8, and have clustered them into groups. The assessments reflect our
subjective view of the benefits, costs, and difficulty of each of the candidate policy measure along
each of the relevantdimensions.

57 https://blogs.microsoft.com/on-the-issues/2017/02/14/need-digital-geneva-convention/viewed 26 December 2018.

8 French Ministry of Foreign Affairs (2018), Paris call for trust and security in cyberspace.
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To summarise, the measures that we have put forward in this chapterand assessedin Table 8 are:

Public funding for Aland robotics. More publicinvestmentis neededinthese potentially
transformative technologies, and especially in Al and robotics, in order to maintain EU
competitiveness.

Private funding for start-ups and scale-ups. The Capital Markets Union (CMU), which
included some measures in this direction, is stalled. EU start-ups and scale-ups continue to
suffer from a lack of venture capital, challenges in conducting IPOs, and problematic and
inconsistentinsolvency regimes. A re-doubling of effortsisin order.

Corporate taxation. Online platforms need to pay their fair share of taxes, and there is
general agreement (in line with the OECD'’s BEPS process) that taxation should occur where
the serviceisused.

Beyond that broad assertion, however, it will be hard to find consensus between the EU and
our trading partners, and for that matteramong the Member States of the EU itself.

Training. Trainingand retaining skilled IT professionalsinthe EU isincreasingly difficult. The
limited EU competenceinthisareaposesachallenge.

Employment and social protection. The combinedimpact of Al, machine learning, and big
data on employment is potentially substantial. This implies significant societal dislocations
that will need to be addressed. Furthermore, there are implications for social protection of
workers (including self-employed workers) as digitisation contributes to increasing labour
flexibility — a trend with both positive and negative implications. Again, the limited EU
competenceinthisareaposesachallenge.

E-government. Progress has beenslowinthe area of e-government.Itistime toreinvigorate
EU efforts on cross-border e-government service.

Networkand information security. Progresshas beenmadeinthe currentlegislative term
when itcomes tostrengthening the role of ENISA, and establishinga certification programme
at EU level.Nonetheless, the level ofinvestment at EU level is ludicrously smallincomparison
to the rate at which threats are growing, not only from commercial hackers but also from
states and from state sponsored hackers. A more muscular approach to cybersecurity at EU
level appearstobe needed.

Cross-bordersalesof goodsthatrequiredelivery. This wouldbe anecessary prerequisite
to expanding the Geo-Blocking Regulation to include goods that require cross-border
delivery. For this to be workable, it would be necessary to first address non-harmonised
requirements related to product safety, labellingand more. Existing legislation that mandates
mutual recognition of goods sold in another Member State would need to be made fully
effective inpractice.

Re-think the structure of the EU audio-visual sector. This would be a necessary
prerequisite to expanding the Geo-Blocking Regulation to include services that primarily
deliver copyrighted audiovisual content. Expanding the Geo-Blocking Regulation without first
addressing structural problems inthe audiovisual sector wouldrisk undermining the funding
model for the production of audiovisual content.

Expand the scope of consumer protection. Inclusion of commercial guarantees,consumer
creditand gambling could generate welfare gains. Further extension couldbe considered to
fully coverfinancial services, passenger travel, healthcareandreal estate.

Furtherimprove access regulation. Further workis likelytobe neededto fully realise the
broadband investment that the EECC sought.

Lower cross-border parcel delivery NPO prices. The Regulation as enacted does little to
bring prices downto levels reflective of costs.
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Expanding the Regulation to mandate more competitive pricing, mainly on the part of
National Postal Operators, would generate net gains, and would encourage a second round of
enhancements.

- Liability and new technologies. New legislation is likely to be needed to address issues of
productand service liability where Aland machine learningcome into play.

- Fakenews andinappropriate content. Issues withinappropriate or misleading content are
growing. A more muscular and comprehensive policy approach is likely to eventually be
needed than the voluntary programmes currently in place to deal with “fake news”.
Automated tools based on Al, machine learning and big data techniques show promise in
detectinginappropriate content, and “fake news”.

+ Detecting collusion. Automated platforms may have a tendencyto collude, withor without
malicious intent, but automated tools may also prove crucial indetecting collusion.
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Table 8.

Thematic area

Potential
magnitude of

Implementation

difficulty

Measures
needed have

beenidentified

Political difficulty

Subsidiarity
difficulty

More public
resources needed

A comparative perspective on possible initiatives to realise more of the potential of the Digital Single Market.

Action needed

High payback areas where prompt action is feasible

Cross-border sales of goods thatrequire delivery

Publicfundingfor Aland robotics H L Y M L Y Furtherincrease funding
Private funding for start-ups and scale-ups (CMU) H M Y H H N Political resolution needed
Corporate taxation M L Y H H N Political resolution needed
High payback areas where more study is needed to formulate plans
Training and re-training H M N M H Y Study and funding needed
Employmentand social protection H H Y H H Y Many needs are understood
E-government M H Y M H Y Study barriers, then push ahead
Network andinformation security H H N M H Y More EU activismneeded

N

Study, better mutual recognition

Re-think the structure of the EU audio-visual sector

N

Medium payback areas where more study is needed to formulate plans

Comprehensive study

Expand scope of consumer protection M M N M M N Study of promising sectors
Furtherimprove accessregulation M M N M M N Study
Lower cross-border parcel delivery NPO prices M L Y H H Y Political resolution needed

Liability and new technologies L L N M M N Study
Fake news andinappropriate content H* H N M M N Study and technical progress
Identifying collusion M M N L L Y Study and technical progress

* - societal gains are not mainly economic

H=high, M=medium, L=low, Y=yes, N=no
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ANNEX

In this annex, we present a preliminary top-down estimation of the impact of elements of digital
readiness, as expressed by the Digital Economy and Society Index (DESI),on GDP.Werely on a simple
reduced-form model in which Gross Domestic Product (GDP) per capita is regressed on DESI by a
fixed-effect model using ordinary least squares (OLS). Reduced form regressionis preferred because it
is easy to understand and compare. The inclusion of several proxy variables in a single equation
enables us to control for different factors at the same time. The objectiveistoestimate the historical
contribution of improvements in the digital economy and society to national income, and to give a
rough prediction of expectedfurther gainsifthe trend continues.

The Digital Economy and Society Index (DESI)is a composite index that summarises indicators of digital
performance of Member States in five dimensions: Connectivity, Human Capital, Use of Internet,
Integration of Digital Technology, and Digital Public Services. The advantage of using DESlis its high
level ofaggregation that consistently groups various indicators intofive, butits main disadvantage is
its short history.>® Our analysis utilises the five main categories of DESI from 2014 to 2017 across 28
Member States. The five categories are listed below:

e Connectivity (DESI1) measures the deployment of broadbandinfrastructure and its quality.

e Human Capital/Digital Skills (DESI2) measures the skills needed to take advantage of the
possibilities offered by the digital economy.

e Use of Internet Services by Citizens (DESI3) accounts for a variety of online activities, such as
consumption of online content, online shoppingand banking.

e Integration of Digital Technology by Businesses (DESI4) measures the digitisation of
businessesande-commerce.

e Digital Public Services (DESI5) measures the digitisation of public services, focusing on
eGovernmentand eHealth.

The regression seeks to explain (the natural logarithm of) GDP per capita using these five DESI
indicators as explanatory variables in a fixed-effect regression of 112 observations.®® Only
Connectivity cansignificantly explain per capitaincome, as detailedincolumn 1 of Table 9.

If we discard Connectivity from the equation and re-estimate the coefficients of other indicators as
shown in column 2, only the Digital Public Services indicator is significant at the 0.05 level. This
secondspecificationmay be preferable because it explains more of the between-country variations in
GDP percapital (i.e.provides fora greater R-squared).

%9 See https://ec.europa.eu/digital-single-market/en/desi.

60 GDP (chain linked volumes, index 2010=100) and population are based on Eurostat.
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Table 9. Explaining GDP per capita by means of DESI indicators.

DependentVariable:InGDP per (1 (2)
capita
Connectivity 1.8916***

(0.4039)
Human Capital/Digital Skills -0.4867 1.9519*

(1.0884) (1.0737)
Use of Internet Services by 0.2140 1.4742
Citizens

(0.9094) (0.9758)
Integration of Digital 0.4228 0.9772*
Technology by Businesses

(0.4877) (0.5314)
Digital Public Services 0.4197 1.7783**

(0.6963) (0.7110)
Country Fixed Effects YES YES
WithinR-Sq 0.7063 0.6248
BetweenR-5q 0.3078 0.4849
Overall R-Sq 0.2314 0.4667
No. of Country 28 28
No. of Observations 112 112

Standard errors are givenin the parentheses.

*** significantat 1% level, ** significant at 5% level, * significantat 10% level
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Numerous legislative measures have been initiated or enacted in support of the overall
achievement ofaDigital Single Market (DSM). This in-depth analysis provides abriefstock-taking
of what has been achieved in economic terms, of what remains to be done, and of candidate
initiatives for the nextlegislative term.

The work was undertaken for Policy Department A of the European Parliament, on behalf of the
Internal Marketand Consumer Protection Committee (IMCO). Preliminary results were presented at
the IMCOPlenaryon 10 July 2018.
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