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European integration is taught at many universities both inside and 
outside Europe. Most of the textbooks for these courses are written 
from an economic or political perspective and put a strong emphasis 
on common economic policies. This book focuses on the business 
perspective – specifi cally, on the effects of European integration on the 
European business environment and its implications for individual 
enterprises’ international strategies. The European Union’s aim of 
creating a borderless single (or internal) market with one common 
currency for all participating countries will of course have far-reaching 
consequences for enterprises doing business in the EU.

The single market
This book therefore puts the spotlight on the single market, as the 
central element of integration from a business point of view, and 
examines in detail how this market is functioning, especially for 
businesses. A separate chapter is devoted to each of the ‘four freedoms’ 
of the single market: the free movement of goods, services, capital and 
people. To introduce the four key chapters, the economic theory, 
historical development and judicial basis of integration in Europe are 
fi rst discussed, with each of these topics being related explicitly to the 
business environment.

The book is amply illustrated with business case studies and examples. 
Every chapter starts with an opening case study, which is used to 
highlight the main issues dealt with in the chapter. Most of the cases 
are drawn from real life, and they relate to a wide range of countries 
and industries. Further case studies and short business examples are 
also introduced in the course of the chapter. The aim of this approach 
is to give the student a clear idea of the signifi cance of European 
integration for business and an understanding of how the theory 
underlying this policy works out in practice for individual businesses. 
Each chapter ends with brief conclusions and some questions.

An integrative approach
The business environment has many dimensions, and accordingly this 
book takes an integrative approach. The single market is analysed from 
the economic, political, legal and marketing points of view, 
corresponding to the various disciplines of the contributing authors. 
The fi nal text is, however, the outcome of close collaboration and 
discussion among the authors and editor, ensuring balanced coverage 
of the subject.

Relevant courses
This is an essential textbook for students on undergraduate and 
postgraduate degree programmes in European and international 
business. In addition, it offers valuable supplementary reading for all 

Preface

Book EBE.indb   5 06-01-10   15:45



courses in European integration, European studies, the economics of 
the EU and other courses of which business forms an important aspect. 
The book is also relevant to courses at universities outside the EU, 
because it explicitly deals with opportunities for non-European 
companies operating within the EU.
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This book analyses and discusses the European business environment 
and its impact on doing business in Europe. This environment is 
developing rapidly, and European political and economic integration is 
one of the main drivers for change. Because integration has many 
aspects, this book takes a multidisciplinary approach, analysing the 
European business environment from the macroeconomic, political, 
legal and marketing perspectives.

Two parts
The book is divided into two parts. To introduce the subject, the 
background to the European integration process is fi rst discussed, from 
the theoretical, historical and organizational points of view, in part 1, 
‘The European integration process’.

The core of the book is the analysis of the functioning of the single – or 
internal or common – market and its impact on business. The ‘four 
freedoms’ of this market, being the free movement of goods, services, 
capital and people, are studied in detail in part 2, ‘The single market 
and international business strategy’. What does the single market mean 
and how does it work in practice? Have the barriers to trade really been 
removed and can people move freely? Do we have fully integrated 
fi nancial markets? And what is the signifi cance of the single market for 
companies inside and outside the EU? What kind of strategies can be 
developed in order to benefi t from economic integration in Europe?

Part 1
Part 1 starts with a general discussion of the subject. The main themes 
of the book are explored and linked to each other in chapter 1. In 
chapter 2 the rationale and principal concepts of the theory of 
integration are examined. What are the main advantages and 
disadvantages of economic and monetary integration? What stages of 
integration can be distinguished? How does economic integration 
relate to political decision making? What are the effects of integration 
on business strategy and performance?

In chapter 3 the actual development of economic integration in Europe 
is reviewed and put in its historical perspective. This development is 
compared and contrasted with the theory set out in chapter 2, especially 
the theoretical stages of economic integration, and linked to a number 
of milestones (the successive European treaties).

Chapter 4 deals with the organization and legal structure of the EU. The 
difference between the legislative, executive and judicial branches of 
power is explained. The legislative branch is the source of European 
law, which is contained in the treaties and in regulations and directives. 
Executive power is delegated to the Commission, which is responsible 

Introduction and study guide
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for the proper execution of EU law. Judicial power, fi nally, is held by the 
European Court of Justice, which ensures that EU law is observed and 
uniformly applied.

Part 2
In part 2 the single market is analysed in detail. A chapter is devoted to 
each of the four freedoms, analysing their functioning and signifi cance 
for international business strategy. The free movement of goods is covered 
in chapter 5, which explains precisely what this means in legal terms. 
How does it relate to public law and to private law, such as international 
sales contracts? What are the exceptions? What can be done in the 
event of infringements of the free movement of goods by Member 
States? The second part of chapter 5 deals with manufacturing industry 
in Europe, including its import and export activities, and with the 
theoretical and practical aspects of the marketing of goods in the EU.

Chapter 6 focuses on the free movement of services in the EU. The 
structure of the chapter is similar to that of chapter 5. First, the nature 
and the legal basis of the free movement of services (including the 
exceptions) are explained. A discussion of European protection of the 
free movement of services follows. Section 6.3 explores the signifi cance 
of service industries in the EU and their international dimension. The 
limited nature of international trade in services (apart from traditional 
sectors as tourism) is discussed, and the success and failure factors, 
including barriers to cross-border activities in this fi eld, are examined. 
The chapter ends with a section on the marketing of services in the EU.

The free movement of capital refers to the free circulation of money and 
capital in the EU. This requires the full integration of banking and 
capital markets and a common currency. Chapter 7 analyses the EU’s 
efforts to reach this goal, which is still far from achieved. The chapter 
examines in detail the present state of affairs, the effects of fi nancial 
integration on the European economy and economic policy, and its 
impact on business. Special attention is given to the introduction of the 
euro, its impact on the economies of the euro-zone countries and its 
effects on the European business environment.

Chapter 8 discusses the free movement of people, which refers to the right 
of EU citizens not only to travel freely and live anywhere within the 
EU, but also to fi nd and take up jobs and to provide services everywhere 
in the Union. This subject is examined in section 8.1. The free 
movement of people also includes the right of individuals and 
companies to establish businesses everywhere in the EU. This topic – 
and its infl uence on European company law – is discussed in section 
8.2. The chapter ends with a discussion of cross-border labour and 
social security issues.

Finally, in chapter 9, the challenges of progressive EU integration for 
businesses operating in the EU are explored. The European business 
environment is nowadays very diverse, even more so since the accession 
of the new Member States in Central and Eastern Europe, with their 
emerging economies. Section 9.1 presents some of the opportunities 
arising from this situation, illustrating them with graphics and case 
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studies. Section 9.2 reviews the rationale for selecting a target country 
for international operations within the EU and demonstrates that every 
Member State has (in principle) its own advantages and disadvantages, 
depending on a business’s strategic aims.

Study guide and teaching approach
All the chapters in this book have a uniform structure. Every chapter 
opens with a case study, which is used throughout the chapter to 
illustrate the theory under discussion. The theoretical presentation of 
macroeconomic, legal and business aspects of the European business 
environment is also amply supported by graphics and tables.

After each specifi c facet of this environment has been explained, its 
impact on business and its relevance for business strategy are analysed. 
This analysis is illustrated by a number of additional business case 
studies and examples.

Every chapter ends with a short summary (‘conclusions’) and some 
questions. A list of abbreviations, a glossary and a Web guide are pro vi-
ded at the end of the book.

Website
This book is supported by a website: www.europeanbusinessenviron-
ment.noordhoff.nl. The website makes available additional information, 
including recent articles, additional case studies and questions, and 
answers to the questions in the book. For lecturers, a secure, password-
protected site offers supplementary teaching materials.
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C A S E  S T U D Y

‘Selling to another country requires a strategy 
based on sound research.’

Interview with Frans Alting, Team leader for international trade, North 
Nether lands Chamber of Commerce

The  North Netherlands Chamber of Commerce has a number of tasks. One of 
them is to support and advise companies planning to start or expand inter-
national operations. Originally, the focus was almost exclusively on support-
ing companies in the region with export activities related to goods. Recently 
attention has shifted to include other forms of international trade (services 
and imports). Frans Alting co-ordinates a team of fi ve consultants in this 
fi eld.

How important are exports these days for companies in the Netherlands, 
in particular for  Small and Medium-sized Enterprises (SMEs)?
The percentage of SMEs involved in this form of international trade is rela-
tively low: about 15% (excluding retail). But there are large variations 
around this average. For manufacturing industry it is about 40% and for 
wholesale about 25%. Service companies, on the other hand, are hardly 
involved in exports at all: only 2% of them.
The Dutch government aims at a percentage for all SMEs of 15% in the near 
future. This may not be easy to realize, because services are the most rapidly 
growing industries. That is why the Dutch Trade Board is very committed to 
promoting the export of services in particular. It is also a natural trend that 
the continuous growth and development of the service sector will lead to a 
further internationalization of services as well. Take for instance the IT busi-
ness. IT companies were originally strongly focused on supporting local com-
panies with the development and implementation of their computer sys-
tems. Today, software products are more and more sold internationally; in 
many cases these products require additional services in the fi eld of imple-
mentation, including adaptation and tailoring to the needs of overseas cus-
tomers.

Can selling to other countries in the EU still be considered as ‘exporting’? 
Or is this just entering another market?
From a customs point of view, only selling goods to non-EU countries is con-
sidered as exporting. The euro has made international operations easier and 
less risky. Nevertheless, from a company’s perspective, selling to other EU 
countries is still defi nitely exporting. Foreign markets – including foreign EU 
markets – are very different from the home market. Indeed, other cultures, 
languages, consumer preferences and distribution channels play a very 
important role in this. Normally, foreign companies lack suffi cient knowl-
edge of this new business environment. But on top of that there are still a lot 
of barriers related to differences in rules and regulations. In theory, these 
legal barriers should no longer exist according to the principles of the single 
market in Europe. The single market entails, among other things, mutual 
recognition of each other’s standards and product norms, and  European 
Standards have been defi ned for a number of products ( CE marking).
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In reality, there are many exceptions to the  mutual recognition principle, 
however. And where an agreement has already been accepted for a specifi c 
group of products, countries are in many cases still allowed long transition 
periods before the arrangement comes into effect. A typical example could 
be the offi ce chairs we are sitting on at the moment. Almost certainly this 
offi ce furniture would not satisfy German ergonomic standards and hence 
cannot be sold in that country.

European Standards are only applicable to a limited number of products. 
Harmonization and standardization of product norms will not be easily 
achieved, even in Europe. Every country is inclined to use this kind of barri-
er to protect its own industry. Breaking them down involves tough negotia-
tions. The single market is – despite the ‘ 1992 project’ which was supposed to 
achieve it – far from completed. It is an ongoing process. The obstacles in the 
fi eld of services are far higher still.

A company wanting to install a special sealed fl oor in a petrol station in Bel-
gium will almost certainly be confronted with all kinds of special rules and 
regulations, concerning for instance the environment and the employment 
of staff; rules which may be quite different from the Dutch ones.

Another example: a Dutch business which would like to sell dustbins to the 
Municipality of Hamburg. The order will be placed as a result of a public ten-
der. The tender will probably have to be made in German and the product 
must satisfy specifi c German standards, unknown to the Dutch supplier. If it 
comes to a contract, it should be specifi ed whether the agreement comes 
under Dutch or German law. The German client may have a strong prefer-
ence for German law and even prefer the product to be supplied via a Ger-
man subsidiary of the Dutch business.

Selling to a customer in another country – even within Europe – means that 
you have to enter a completely different market, previously unknown to 
your company. That requires a strategy based on sound research. For SMEs in 
particular, developing and implementing such a strategy is a long-term 
investment, costing time and substantial amounts of money. In many cases, 
large companies already have a marketing department dealing with this 
kind of research and strategy, meaning that less additional investment is 
needed and (part of) the knowledge is already available within the company.

What are the main markets for companies starting to export?
Most of the companies going abroad for the fi rst time just go to the neigh-
bouring countries. For the Netherlands, Germany is the most important 
export market (around twenty-fi ve per cent), followed by Belgium (around 
fi fteen per cent). If they are successful, they might turn to more distant coun-
tries.

What are the most important reasons for companies to go abroad?
The most important reason is that companies want to grow. If the Dutch 
market is saturated, the obvious alternative would be exporting. Businesses 
considering exporting should have distinctive capabilities, meaning that 
they should have either a cost advantage or a superior product. In other
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words, they should have a competitive advantage which could also be lever-
aged to foreign markets. A good network, special products or superior logis-
tics (e.g. in the case of import–export businesses) could contribute to such a 
competitive advantage.

Sometimes there is a clear link with trade. Suppose a company started by 
importing cheap Chinese products for the Dutch market. If you manage to 
fi nd other markets in Europe for these products as well (transit trade), you 
might realize economies of scale. That means that you can negotiate lower 
purchasing prices, offer a wider range of models and demand exclusivity 
from your supplier. An example of this is the trade in artifi cial (plastic) 
Christmas trees made in China.

For manufacturing industry, scale is a crucial factor. Most producers cannot 
survive on small volumes, among other reasons because they must cover the 
costs of their investment in machinery and research & development.

A declining market can also be a good reason for exporting. If the business is 
going very well, there is no need for foreign adventures; on the other hand, 
if it is going very badly, there are normally no resources for going abroad. 
However, in an economic downturn such as we are facing today, businesses’ 
fi rst reaction is to cut costs. The second might be to look for new markets 
abroad, in order to restore their previous sales level. For that reason, an eco-
nomic recession could be an incentive for further internationalization.

How do companies start exporting?
In many cases by coincidence. An employee of the company meets someone 
at a business meeting or other event. It could also be a matter of strategy: 
most companies are not particularly interested in the mass production of 
standard products. Generally, they can make more money by making specia-
list products for a niche market. But a niche market could be very small in 
the Netherlands. That is why it makes sense to try to fi nd similar markets 
abroad. In that way you can have both a differentiation strategy and a large 
market as well. This can be considered a logical and natural development.

Some companies must even internationalize right from the start, particularly 
if they make very specialized products. Typical examples are companies in 
advanced sectors, such as hi-tech, biochemistry or medical devices. The 
Dutch market is simply too small for them. In many cases these are start-ups 
linked to universities or other knowledge centres.

Can you tell something about the experiences of companies starting to 
internationalize? What are the pitfalls and what are the success factors?
Failures are mostly related to bad preparation. Some companies just apply a 
kind of trial-and-error approach. They happen to meet a business contact: an 
agent, importer or company active in the same business. They do not really 
check it out and do not start with solid market research or a study of the dif-
ferent options. In the end, it turns out that they committed themselves to
the wrong partner. The choice of the wrong distribution channel can also
play a role. A key factor for success is the opposite approach: sound research
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and good preparation before you make any move. Good entrepreneurship is 
generally required.

International trade is mostly associated with exporting. What about 
importing? How important is importing for companies, in particular for 
SMEs?
Importing is of crucial importance in the Netherlands. In many cases, 
exporting and importing are linked. This is related to the Dutch trading spir-
it. Dutch companies import goods in order to resell them abroad (transit 
trade). This business only makes sense, however, if the Dutch company man-
ages to give the products some added value, whether in terms of logistics, 
upgrading, marketing concept, packaging or other innovations.

The Netherlands is a trading nation. About sixty-fi ve per cent of our national 
product is related to international trade. But we are only able to increase our 
exports if imports are growing too. That is another reason why the Chamber 
of Commerce has chosen a different approach for its consulting role: the 
former export advisers have become advisers on international trade.

Do companies in general look for support when starting international 
operations?
Many do, although some companies still just go it alone. For smaller compa-
nies particularly, this is not really a wise thing to do. Better would be to get 
some support from experienced organizations which have an overseas net-
work. This can be obtained from (semi-)governmental organizations, such as 
the chambers of commerce, the Dutch Agency for International Business and 
Co-operation (EVD), investment and development agencies (such as NOM, 
the Investment and Development Agency for the Northern Netherlands) and 
organizations dealing with innovation (such as Syntens) or from private con-
sultancy companies.

The North Netherlands Chamber of Commerce co-operates closely with the 
other (semi-)governmental organizations mentioned above, because many of 
their activities are linked. For instance, exporting is also a kind of  innova-
tion. On the other hand, if you are making innovative products, you have to 
go abroad anyway, because the market in the Netherlands is too small for 
your niche product. And, last but not least, if you are active abroad you may 
be confronted with new competitors, new ideas and other challenges. This 
could be an extra incentive to innovate further, in order to stay ahead of the 
competition. So in fact it is a kind of virtuous circle, where innovation leads 
to exporting and exporting to innovation.

That is also the main reason why the Chamber of Commerce has chosen an 
integral and comprehensive approach to its consultancy practice, and also to 
its organization and co-operation with external partners. You can no longer 
isolate international trade from a company’s other core activities these days.
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In this chapter the background to European integration, the main 
issues and their relationship to the European business environment 
are explained and analysed. These issues are explored in more detail in 
the following chapters.
Section 1.1 focuses on the single market, which is considered to be the 
central element of European economic integration. Its main principles 
and its signifi cance for business are explained. In section 1.2 the 
rationale for economic integration in Europe is discussed, including 
the assumed benefi ts and costs, from both economic and business 
points of view. Section 1.3 examines the background to European co-
operation, including the political and economic aspects.

1.1 The  single market

The European Union (EU) is of growing importance for the daily life of 
ordinary European citizens. Today, more than half of new rules and 
regulations come from ‘Brussels’. European citizens are free to travel 
and settle in other EU countries and to fi nd jobs there. About forty per 
cent of all products sold in the EU are obliged to satisfy EU norms con-
cerning, for instance, safety, health and the environment. Consumers 
are also protected in many other ways, e.g. in the fi eld of product liabil-
ity and adequate product information. The majority of EU citizens – 
more than 300 million – use the same currency: the euro. The EU is also 
concerned with environmental protection, equal treatment of men and 
women, working conditions and social welfare.

European integration is shaping a new business environment as well. 
Particularly since the latest enlargement rounds, which led to the acces-
sion of a number of emerging economies in the eastern part of Europe, 
a vast number of new business opportunities have arisen. The present-
day EU offers great potential for the development of new markets, the 
expansion of sales or imports, the relocation of production facilities, 
outsourcing, the recruitment of foreign employees and external fi nanc-
ing. As the interview with Frans Alting of the North Netherlands Cham-
ber of Commerce shows, dealing with other countries – even within the 
European Union – is far more complex than just doing business on the 
domestic market. It requires a sound strategy.

On top of this, ongoing integration can become a threat to businesses, 
especially if their markets become internationalized and they do not 
adjust to the changing circumstances. Competition in home markets 
can become fi ercer due to the appearance of foreign enterprises and the 
falling production costs of internationalizing domestic competitors. 
These competitors may, for instance, have access to cheaper inputs 
from elsewhere in the EU or they may have relocated part of their pro-
duction to low-cost environments abroad. In short, it will be diffi cult 
for most companies to simply ignore ongoing European integration.

The central element in European integration from a business point of 
view is the single market, with its ‘ four freedoms’: the free movement of 
(1) goods, (2) services, (3) capital and (4) people.
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 Free movement of goods means that goods can (in theory) be freely 
exported from one European country to another, without being hin-
dered by all kinds of obstacles. The most obvious barriers to trade are 
tariffs, quotas and border controls. These barriers have been completely 
abolished within the EU. Many other hurdles had to be removed as 
well; for instance, countries might have different product norms. The 
EU tried to solve this problem by setting common EU standards (known 
as Conformité Européenne, or  CE marking) for an increasing number of 
products. The leading principle, however, is that Member States must 
(in principle) accept each other’s standards for the remaining products. 
Taxes can also be a hindrance: large differences in sales taxes can give 
businesses in some countries a competitive advantage. This is why 
Value Added Tax ( VAT) has been more or less harmonized: all countries 
have set a minimum rate of 15%. Many other obstacles have also been 
addressed , but a number still remain. See, for instance, the examples of 
petrol stations and dustbins in the interview with Frans Alting in the 
opening case study. Some of these barriers – such as administrative 
measures – can have a hidden character. Countries are inclined to pro-
tect their own industries, even if this is not offi cial policy.

 Free movement of services implies that restrictions on the provision of 
services in Member States by companies or individuals resident in the 
EU are prohibited. Polish construction companies should be able to 
offer their services in France, German doctors in the United Kingdom, 
and Finnish companies should be able to offer their training, mainte-
nance and consultancy services in the Netherlands (see case study 9.1, 
Wärtsilä). In many cases, the free movement of services and the free 
movement of people (freedom to settle) are related. There are nonethe-
less quite a number of exceptions to the general rule. Not all services 
qualify for the free movement principle. Examples are transport and 
fi nancial services, which are subject to specifi c regulations and policies. 
There are also numerous other barriers related to the free movement of 
services, such as the qualifi cations of the service providers and other 
standards, consumer protection, and general concepts such as public 
interest. Many barriers still remain in this fi eld.

 Free movement of capital refers to the free circulation of money and cap-
ital across borders, the right to establish fi nancial service companies 
and to supply cross-border services throughout the Member States, and 
the existence of common supervisory regulations. Banks and other 
fi nancial institutions should be able to set up branches or take over 
competitors in all Member States, and EU citizens and businesses 
should be able to open bank accounts, transfer money, borrow and 
invest everywhere in the EU. The aim is to create an open, integrated, 
competitive and effi cient European market for fi nancial services. But 
the single market for capital is far from complete yet. On the one hand, 
all restrictions on the free circulation of capital and money have been 
abolished. In addition, exchange-rate risks no longer exist within the 
euro zone. EU citizens and businesses are indeed entitled to make fi nan-
cial transactions everywhere in the Union. But on the other hand the 
fi nancial service industry is still highly fragmented, owing to the com-
plex supervision and regulation of the fi nancial system, which in many 
cases remains the responsibility of national supervisory bodies. Mem-
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ber States are very much inclined to favour their domestic fi nancial 
service industry, thereby interfering with an open market and fair com-
petition.

 Free movement of people, fi nally, includes the right of every EU citizen to 
move and reside freely within the territory of the Member States. 
Indeed, citizens can travel throughout Europe (almost) without any 
restrictions, as long as they do not stay longer than three months in 
any one country. Most countries have completely abolished their bor-
der controls for persons (within the framework of the Schengen Agree-
ment).
For longer periods of residence, all kind of conditions and restrictions 
apply. Most important is the condition that foreigners (and their family 
members) should be able to support themselves economically. This can 
be achieved by being (self-)employed or having other fi nancial resourc-
es and being properly insured. Workers are allowed to move freely and 
to stay and work in a Member State under the same conditions as local 
workers. EU citizens and businesses are also free to establish businesses 
in other Member States (in principle) without obstacles of any kind. 
The Finnish company Wärtsilä (see case study 1.1) for instance, is free 
to set up training facilities in the Netherlands and to employ both 
Dutch and other EU citizens there. Nevertheless, all movement and 
residence rights can be denied on grounds of public policy, public secu-
rity and public health, and there are also temporary limitations for citi-
zens of some new Member States. Other restrictions may also apply.

Case study 1.1 Wärtsilä expands services offering in the Netherlands

Wärtsilä is expanding its service capacity in the Netherlands with new, larger premises and a 
modern training centre. On April 9th Wärtsilä opened a new Wärtsilä Land & Sea Academy 
training centre at Waalwijk in the Netherlands. With this large-scale training establishment, 
Wärtsilä is able to offer its customers, its own employees and educational institutions a broad 
package of technical training programmes. In addition, Wärtsilä opened new and larger ser-
vice premises in IJmuiden in March.

International training centre in Waalwijk
The Wärtsilä Land & Sea Academy at Waalwijk covers an area of 2,000 square metres and 
contains nine classrooms, four conference rooms and a large workshop. The new centre is 
one of 10 Wärtsilä training centres worldwide. ‘In 2009, we expect to welcome some 800 to 
1,000 students to Waalwijk. We are very pleased to have the Wärtsilä Land & Sea Academy 
here, where we can provide, among other things, training programmes in propulsion, auto-
mation and engine products,’ says Job van der Burgt, Vice President Services, Wärtsilä in the 
Netherlands. The Wärtsilä Land & Sea facility offers product-specifi c training programmes in 
the area of diesel engines and propulsion.

New facilities in IJmuiden
Last week, Wärtsilä opened its new modern service premises in IJmuiden, also in the 
Netherlands, which cover an area of 3,000 square metres. The new premises include offi ce 
space, an in-house classroom and an impressive workshop. The larger workshop enables the 
company to deliver a broad range of services. The workshop has state-of-the-art machines 
and portable tools to carry out repairs and maintenance work. The IJmuiden service location-
delivers spare parts, service support and technical expertise primarily to vessels working in 
dredging, fi shing and inland shipping applications. The location makes Wärtsilä well placed to
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serve its customers in the Netherlands and to provide a rapid response to the demand for ser-
vices. Because of its favourable location, IJmuiden is a well-established base of operations for 
shipping leaving Amsterdam for the North Sea, and for vessels returning to port.

Wärtsilä in brief
Wärtsilä enhances the business of its customers by providing them with complete lifecycle 
power solutions. Wärtsilä focuses on the marine and energy markets with products and solu-
tions as well as services. Through innovative products and services, Wärtsilä sets out to be 
the most valued business partner of all its customers. This is achieved by the dedication of 
close to 19,000 professionals manning 160 locations in 70 countries around the world. 
Wärtsilä is listed on the NASDAQ OMX in Helsinki, Finland.

Wärtsilä (Yantai)

Source: Wärtsilä press release, 9th April 2009

1.2 Aims of  European integration

Why is the EU aiming at economic integration and a single market in 
the fi rst place? From an economic point of view, a single market should 
in theory contribute to a number of positive effects. Most of these 
effects are interrelated and a number of them are supposed to mutually 
reinforce each other. They can be divided into effects on the micro or 
industry level and effects on a macro level:

Micro and industry level:
 1 More competition
 2 Improved effi ciency
 3 Increased specialization
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 4 Economies of scale and scope
 5 Increased productivity

Macro level:
 6 Additional intra-EU trade
 7 More international investment
 8 Better allocation of factors of production (labour and capital)
 9 Lower infl ation
10 Increased competitiveness
11 Higher economic growth
12 More jobs and less unemployment.

More  competition could be considered to be at the core of these assumed 
positive effects, because it triggers a number of other developments. 
Opening up markets to foreign competitors means that competition 
will increase. Domestic suppliers will be forced to increase  effi ciency or 
come up with product innovations. This will generally lead to down-
ward pressure on prices, reducing infl ation (no. 9). Companies might 
also decide to  specialize (3) in products or services for which they might 
have more distinctive capabilities. These capabilities might be infl u-
enced by the country in which they are established; for example, the 
availability of cheap labour or specifi c know-how, training facilities or 
a network of related industries.

Free access to a larger market might also result in sales volumes increas-
ing. Production can take place on a larger scale or over a larger product 
range (scope). Overall, this will lead to lower average costs, because 
overheads such as research & development (R&D) and administration 
can be spread across a larger number of products ( economies of scale, 4) 
or across a wider product range ( economies of scope, 4). Greater effi -
ciency, specialization and economies of scale and scope could in turn 
lead to increased  productivity (5).

On the macro level, opening markets will normally result in more trade 
within the economic bloc (6:  trade creation). There may also be nega-
tive effects, however, because of the replacement of cheaper suppliers 
outside the bloc by more expensive ones inside the bloc – depending 
on the external tariffs of the trading bloc ( trade diversion: see section 
2.3). Generally, an open market implies that the barriers to foreign 
investment have also been removed and that foreign investors are 
treated in the same way as domestic investors. This will in principle 
lead to more ( foreign) direct investment (FDI, 7) in sales offi ces, pro-
duction units, etc. Some of these investments take place within the 
framework of consolidation of production: since the barriers to trade 
have been removed, it is no longer necessary to have a different pro-
duction facility in every single country. Is it better to concentrate the 
production in one or a few locations which have specifi c cost advan-
tages, and to serve the markets in the trading bloc from there. Gener-
ally, concentration may also offer more opportunities to realize econo-
mies of scale and scope. Other investments may be triggered by the 
need for product innovation in order to stay ahead of the competi-
tion.
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Better  allocation of factors of production (8) is a result of specialization and 
relocation: capital and labour will be employed in places where they 
give their highest return. For instance, (relatively) labour-intensive pro-
duction units (e.g. assembly lines for car manufacture) should be estab-
lished where labour is abundant and cheap (the eastern part of the EU) 
and R&D facilities in places where scientifi c knowledge is widely avail-
able (major cities in Western Europe).

More effi ciency, increased specialization, economies of scale and scope, 
increased productivity and lower infl ation will in turn increase the 
international  competitiveness (10) of the businesses in the integrated 
trading bloc. Businesses will be better equipped to compete on world 
markets and to export to countries outside the bloc. All these factors 
together should – on the macro level – result in higher economic 
growth and more jobs.

Although the single market is thought to have many positive effects, it 
can have a number of disadvantages as well. The most important is that 
opening up markets can lead to all kinds of (macroeconomic) imbal-
ances. Taking away barriers means that domestic producers can no 
longer be protected. More competition can lead to the bankruptcy of 
individual enterprises and even the disappearance of whole sectors of 
industry. If this is not compensated by new economic activities, it could 
result in the stagnation of countries or regions and also to high levels 
of unemployment. These regional disparities can become persistent. 
The single market is not just an opportunity; for individual companies 
and citizens it is a threat as well. They can never just sit back and watch. 
A good business today might be at risk tomorrow if the management 
does not anticipate changes in the European business environment. 
The whole idea of the single market is largely based on a  free market 
philosophy, with limited opportunities for national governments to 
intervene and protect domestic industries and employment. In a way, a 
free market is a kind of jungle: only the strongest will survive.

Opening up markets and stimulating cross-border trade is also facili-
tated by the use of a single currency. That is one of the main reasons 
why the  euro was introduced in 1999 (for bank transfers; euro notes 
and coins became legal tender in 2002), within the framework of (Euro-
pean)  Economic and Monetary Union (EMU). At the time of writing, 
the euro has been adopted as the sole legal tender in 16 EU countries: 
Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland, 
Italy, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia 
and Spain. Eight other countries will follow as soon as they have ful-
fi lled a number of strict entry criteria.

The main advantages of the euro for the realization of the internal mar-
ket are that it will lead to:
1 Elimination of transaction costs
2 Elimination of currency risks
3 Greater price and market transparency
4 Lower borrowing costs due to more effi cient fi nancial markets
5 Lower administration costs.
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Elimination of  transaction costs (no. 1) and lower administration costs (5) 
will reduce the cost of international trade. Elimination of  currency risks 
(2) will reduce the risk of cross-border operations. Lower cost and risk 
can be expected to stimulate international trade.
Greater price and  market transparency (3) will intensify competition. As 
discussed above, more competition is assumed to have positive effects 
on effi ciency, innovation, specialization, productivity and infl ation, 
and (indirectly) on economic growth and employment. Finally, lower-
ing borrowing costs (4) is supposed to reduce production costs and stimu-
late demand.

Altogether, EMU is assumed to contribute to a more competitive envi-
ronment in the internal market. Different currencies and exchange 
rates can be considered a form of hindrance to international trade – 
even more so if governments and/or central banks (monetary authori-
ties) manipulate exchange rates in order to stay competitive, as has 
frequently been done in the past by such countries as Italy and Spain 
(so-called ‘ competitive devaluations’). A single market cannot be com-
plete without removing this barrier to trade.

From a macroeconomic point of view, a single currency may have dis-
advantages as well (see section 2.3). Countries are no longer able to set 
their own monetary policies, and there are no longer any exchange 
rates, which can have a dampening effect on economic shocks (see sec-
tions 2.3 and 7.6).

1.3 The background to  European integration

European integration did not begin purely for economic reasons. Polit-
ical factors may have played an even more important role, not only at 
the start of the process, but also along the way. The European integra-
tion movement has it roots in the aftermath of the Second World War. 
It was most important to prevent new wars in Europe and also to avoid 
isolation and poverty in European countries, particularly Germany. 
Economic and political co-operation could make a strong contribution 
to a more stable, safer, democratic and prosperous Europe. This is why 
European integration more or less began with the placing of the French 
and German coal and steel industry, vital for warfare, under a common 
High Authority, by means of the  Treaty of Paris of 1952. Political and in 
particular economic co-operation was extended in 1958 with the estab-
lishment of the  European Economic Community (EEC) by the original 
six participating countries – France, Germany, Italy, the Netherlands, 
Belgium and Luxembourg – under the  Treaty of Rome. Integration in 
Europe has since not only deepened, but also widened: the number of 
Member States has increased from the original six in 1958 to 27 today.

Most enlargement rounds had not only economic but also clear politi-
cal motives. This was perhaps less true of the fi rst (the entry of the UK, 
Ireland and Denmark in 1973), but Greece (1981) and Spain and Portu-
gal (1986) were strongly welcomed after they had overthrown their dic-
tatorships. EU membership was supposed to guarantee that these coun-
tries would not return to undemocratic systems. Much the same applies 
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to the  enlargement rounds of 1995, 2004 and 2007. The 1995 round 
took place soon after the end of the Cold War in the early 1990s, which 
opened the way to membership for the former neutral countries 
Sweden, Finland and Austria. The last rounds to date took place in 2004 
and 2007, when many former socialist countries in Central and Eastern 
Europe (plus Cyprus and Malta) joined the Union. The EU was prepared 
to accept these countries for reasons of security and stability, even if a 
number of them were not quite ready at the time (e.g. Bulgaria and 
Romania). The discussions about the present candidates, Croatia and 
 Turkey, are also signifi cantly infl uenced by political factors, such as 
their degree of democracy, human rights, religion and the cultural 
identity of Europe.

Some developments in the EU, on the other hand, were largely driven 
by economic factors. Most important were the completion of the single 
market and the establishment of EMU. Taking the single market fi rst, it 
was felt during the severe economic recession of the early 1980s that 
the problems in Europe were intensifi ed by the fragmented European 
home market, which was still characterized by many internal barriers 
to trade. Businesses in Europe were losing ground to their main com-
petitors in the USA and Japan. The intended common market, as envis-
aged by the Treaty of Rome in 1958, had not really materialized. That is 
why the process of removing obstacles to the four freedoms was speed-
ed up by the adoption of the  Single European Act (SEA) of 1985, which 
was intended to pave the way for the completion of the  Single Euro-
pean Market (SEM) in 1992. The main aim of the SEM was to encourage 
a more competitive and dynamic economic environment. Achieve-
ment of this goal involved the establishment of EMU as well, requiring 
far-reaching co-ordination of monetary and economic policies among 
the Member States. By means of the  Treaty on European Union (TEU), 
adopted in 1992 and ratifi ed in 1993, it was decided to establish  EMU 
no later than 1999. This was realized according to plan, involving the 
setting up of a  European Central Bank (ECB), a common monetary pol-
icy and a common currency (the euro).

Have all the goals of the single market project now been reached? Defi -
nitely not. There still remain a large number of obstacles; some are 
quite obvious and others more or less hidden. They range from non-
implementation of Community legislation by Member States and 
delayed or non-acceptance of each other’s standards to administrative, 
linguistic and cultural barriers of all kinds. Realization of the single 
market will – in the words of Frans Alting of the Chamber of Commerce 
– be ‘an ongoing process’ and probably never fully completed. But is 
clear that the barriers have been signifi cantly reduced, leading to a 
huge increase in intra-Community trade.

Conclusions

European integration has been driven by political and economic 
motives. Economic and political co-operation should contribute to a 
more stable, safer, democratic and prosperous Europe. From a business 
point of view, the central element in economic integration is the single 
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market, with its four freedoms. The  single market is supposed to stimu-
late trade and international competition and to have positive effects on 
business effi ciency, economic growth and employment. European 
EMU, with its single currency, is considered to support the functioning 
of the single market.

The single market, for all its advantages; could also lead to severe imbal-
ances. Countries and businesses may not be able to cope with the 
increased international competition, leading to regional industrial 
decline and unemployment. On top of that, EMU, with its single cur-
rency and centralized monetary policy, will lead to a loss of sovereignty, 
loss of independent monetary policy and fewer opportunities for 
national governments to adjust to economic problems stemming from 
abroad.

For business, too, there will be many new opportunities but also threats 
in the increasingly competitive European business environment. In 
that sense, ‘Europe’ is a must: the vast majority of companies cannot sit 
and wait for foreign competitors to come and take over their markets, 
deriving their competitive advantage from optimal product locations 
elsewhere. A more proactive strategy is generally highly advisable. Such 
a strategy should be based on sound research and thorough knowledge 
of the changing European business environment.

Questions

 1.1     In practice it turned out to be more diffi cult to realize free movement of 
services than free movement of goods. What could be the reasons for 
this?

 1.2     Discuss which of the four freedoms of movement might have been rele-
vant for Wärtsilä when it set up the operations in the Netherlands men-
tioned in case study 1.1.

 1.3    Explain why getting involved in international business operations will 
probably increase the competitiveness of a business in the home market 
too.

 1.4     Explain why multiple currencies can be considered as a barrier to trade 
and an instrument for protection of the domestic economy.
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