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Single Market Review  

GUIDING PRINCIPLES FOR PRODUCT MARKET AND SECTOR MONITORING 

 

EXECUTIVE SUMMARY 
This report proposes an approach for the organisation of product market and sector 
monitoring within the European Union. It was prepared as a contribution to the Commission’s 
Single Market Review, based on the work of an inter-service working group.  

A better monitoring of markets is expected to improve our knowledge of how these markets 
function and to help define better targeted and more result-oriented Single Market policies. 
The approach proposed is flexible, because no single method of market monitoring can cover 
all possible situations. Moreover, improvements in market monitoring will be achieved 
through learning-by-doing. This implies that one needs to build on existing experience and 
test cases. The report therefore does not present a rigid format for market monitoring, but 
rather some guiding principles based on existing experience within the Commission and 
Member States. 

The report proposes a two-stage approach for product market and sector monitoring (see flow 
chart below). The first stage consists of a sectoral screening aimed at identifying the sectors 
offering the greatest potential benefits from market monitoring. In the second stage, the 
selected sectors are examined in more detail. This two-stage approach is necessary because 
experience shows that market monitoring is time and resource consuming. 

The first-stage screening should be relatively simple and based on a limited number of 
publicly available indicators. It aims to identify sectors that are important for the future 
growth and adjustment capacity of the EU economy. Moreover, the sectors selected should 
show signs of market malfunctioning in terms of economic efficiency or consumer and 
business dissatisfaction and offers scope for policy intervention. A first analysis of the causes 
of the market malfunctioning and of the relevant policy intervention will also be made at this 
first stage.  

The second-stage examination considers both economic and policy aspects. The objective of 
the economic analysis is to identify problems in market functioning. Depending on data 
availability, this analysis will combine elements of market structure, firms conduct and 
performances in terms of efficiency and consumer welfare. The objective of the policy 
analysis is to determine which (combination of) instruments can resolve the problems 
identified. 

The report concludes with a short discussion of a possible follow-up. It proposes going ahead 
with an initial sectoral screening, testing the proposed approach within the context of sectoral 
workshops to be organised in the first half of 2007 and implementing it within the 
Commission. On the one hand, the sectoral screening can contribute to better shape the Single 
Market policy agenda by identifying key goods and services sectors for the future growth and 
welfare of the EU and by selecting reform priorities in these key sectors. On the other hand, 
while a number of Commission services and Member States are involved in market 
monitoring and market analysis has been used to a certain extent as a basis for policy shaping 
and policy implementation, most are still far from using such methods in a systematic way. 
Therefore, there is a wide interest in developing mutual exchange and cooperation within the 
Commission and with the Member States in this area. These guiding principles could be the 
basis for organising this cooperation. 
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GUIDING PRINCIPLES FOR PRODUCT MARKET AND SECTOR MONITORING 
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1.  Introduction  
The world has evolved considerably since the mid 1980s when the Single Market Programme 
was conceived. It is no longer possible to consider the Single Market as an isolated element, 
without looking at what is happening in world markets. The EU itself has changed as well and 
today is much more diverse than it used to be. Unavoidably, the Single Market has to adapt to 
these new realities, which result from the development of new technologies, globalisation, EU 
enlargement and the spread of the use of the euro. This is why the Commission is currently 
carrying out a thorough review of the EU's Single Market policies. 

Within the context of this 'Single Market Review' the Commission aims at improving the 
governance of the Single Market by moving to a more impact-driven and result-oriented 
approach. The Single Market of the 21st century should serve the interests of consumers and 
citizens by ensuring lower prices, increased choice and greater product safety; it should create 
market conditions that stimulate innovation; it has to build on its internal strengths when 
exploiting the opportunities of the global economy; and it has to be accompanied by policies 
that help people adapt to and benefit from change.  

This implies that policies and instruments should become more flexible, more effective and 
based on a partnership between EU institutions and national authorities:  

 First, the policy and regulatory environment has to be flexible enough to respond to 
the changes in the environment.  

 Second, the effectiveness of Single Market Policies needs to be raised by concentrating 
on actions where they have most impact. This requires a better understanding of the 
functioning of markets, which in turn implies a greater emphasis on market 
monitoring.  

 And third, an increased partnership between Commission and Member States is 
essential to help improve the governance of the Single Market and increasing its 
national ownership. This could, for example, be achieved through the development of 
networks of national administrations or through a better coordination of national 
regulators.  

The purpose of this note is to define an integrated approach for the monitoring of the 
functioning of key goods and services markets. The European Economy Economic Paper on 
"The Internal Market in the 21st century" pointed to the need for a more economic approach 
to Single Market policies and the value added of agreeing on common principles to be used in 
market monitoring. A better understanding of markets resulting from their closer monitoring 
of product markets and sectors will contribute to designing policies that would create more 
open, competitive and innovative markets generating concrete benefits for citizens. A more 
integrated approach to market monitoring should allow addressing all the aspects of the 
functioning of key markets – their functioning in terms of the demands of citizens and society 
as well as their functioning in the economic sense. A proper understanding of market 
functioning can help to design better targeted and more pro-active policies, focusing on areas 
where interventions will have the greatest impact. It will also allow defining a more 
comprehensive strategy for the Single Market involving the use of various policy instruments 
simultaneously.  

Competitive and well functioning markets that respond to the demands of citizens and society 
are essential to improve the efficiency of the EU economy. First, competitive markets help 
correct distortions in the structure of production and thus raise productivity levels. Second, 
competition has a corrective effect on the behaviour of managers and workers, leading to a 
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greater efficiency in the organisation of work. Third, stronger competition provides an 
increased incentive for producers to innovate. Well functioning markets will allow passing on 
these efficiency gains to consumers in the form of lower prices, higher quality and increased 
variety. Flexible goods and services markets are also an essential component of the capacity 
of the EU economy to adjust to a changing global environment.  

The current report, which is based on inputs from several Commission services with 
experience in product market and sector monitoring, aims to build on existing practices and 
make a number of practical suggestions for improvement. As in-depth market monitoring is 
time and resource intensive, a two-stage approach is proposed: a screening stage and a more 
in depth sector/market analysis. During the screening stage a number of sectors are chosen for 
further analysis. A small set of key indicators is used to identify sectors (i) which are 
economically important from a static and dynamic perspective; (ii) which play a crucial role 
for the adjustment capacity of the European economy; and (iii) where there are signs of 
market malfunctioning from the perspective of businesses or consumers. A first analysis of 
the causes of the market malfunctioning and of the relevant policy intervention will also be 
made at this first stage. The second, analytical stage provides a more in-depth investigation of 
problems with market functioning from both an economic and policy perspective. For this 
second stage, the report also presents the main dimensions of the analysis to be considered 
and possible indicators to be used.  

As it is difficult to cover all possible applications of market monitoring, the objective of this 
report is to offer some guiding principles and not to propose a rigid format for market 
monitoring. Section 2 describes this objective in more detail. Section 3 suggests the guiding 
principles for the organisation of market monitoring within the European Union and defines 
the scope of the exercise. Section 4 describes the already existing expertise with product 
market and sector monitoring within the Commission and the EU Member States. Building on 
the existing processes, section 5 presents a two-stage top-down approach towards market and 
sector monitoring. The concluding section 6 makes a number of suggestions on how to make 
this approach operational within the context of the EU Single Market. 

2.  Objectives and outcome 
 
Objectives and Outcomes 
 
Objectives  

Improve our knowledge of market functioning 
Identify the existence of market malfunctioning within the Single Market 
Identify the causes of market malfunctioning and consider alternative instruments to 
tackle this malfunctioning  
 

Outcome 
Policy design  
Policy advocacy  
Policy communication 
Policy implementation  
Policy evaluation 

 
 

The aim of this report is to help improve the quality and consistency of product market and 
sector monitoring both at the EU and the national level. The idea is to develop an integrated 
approach which is fit for both cross-sectoral and sectoral monitoring of markets. This means 
that it could be possible to use this methodology both for monitoring sectors/markets one at a 
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time and for monitoring exercises covering several sectors/markets. With this approach we 
also aim at examining to what extent horizontal policies have a differentiated impact on 
specific sectors/markets. This would contribute to ensure the consistency of policies for a 
given market/sector. In order to achieve this broad objective, the report makes a number of 
suggestions on how to:  

1. Improve our knowledge of market functioning and performance in terms of efficiency, 
flexibility and consumer welfare and satisfaction. Such knowledge is important to be able 
to assess the extent to which market conditions are favourable to entry, business 
dynamism and innovation. Various indicators have been used by Commission services 
and national authorities to assess market performance. Analyses of market efficiency tend 
to focus on indicators of productivity (labour and total factor productivity), profitability 
(price-costs mark-ups) and innovation (R&D to sales ratio, patents). Measures of market 
flexibility include the frequency of price adjustments, low switching costs for consumers, 
market entry and exit rates and changes over time in market shares.  

2. Identify the existence of market malfunctioning within the Single Market. Market 
malfunctioning could be related to barriers to cross-border integration, effective 
competition, the development of new products and processes and the development of new 
areas of specialisation. Market inflexibility, which hampers the functioning of the Single 
Market and the transmission of its benefits to consumers, is often associated with a lack of 
effective competition and the existence of obstacles to cross-border activities as well.  

3. Identify the causes of market malfunctioning and consider appropriate instruments to 
tackle it. Market malfunctioning is sometimes the intended result of market strategies 
employed by producers. More often though, they can be associated with the regulatory 
environment or other market characteristics beyond the control of those active within the 
market. The information gathered within the context of a market or sector monitoring 
exercise should be the starting point for the identification of the causes of market 
malfunctioning and the selection of instruments to tackle these problems. These issues are 
considered in more detail in the report prepared by the companion interservice group on 
instruments. 

Effective product market and sector monitoring will enhance the quality of governance of the 
Single Market. More in particular it should help improve: 

 Policy design: A methodology allowing a better monitoring of markets would 
contribute to equip policymakers with a tool to assist (ex-ante and ex-post) the design 
of policy initiatives aimed at maximising the benefits of the Single Market, both to 
citizens and companies. The application of this new tool should lead to a more 
proactive and result oriented approach to policy making by Commission, national 
governments and other authorities with responsibilities for the well functioning of the 
Single Market.  

 Policy advocacy: A better monitoring of markets can help to convince market 
participants to desist from anti-competitive behaviour and market regulators to carry 
out the necessary reforms. 

 Policy communication: A better understanding of what is being done to improve the 
functioning of goods and services market for the benefit of consumers would help 
facilitate the communication of the benefits of the Single Market for citizens and 
companies. 



 9

 Policy implementation: A better policy design, advocacy and communication can help 
improve the implementation record of Single Market policies, which has been slow in 
the past. 

 Policy evaluation: Regular feedback on how markets are working can also inform the 
Commission and Member States of what impact their actions have. 

A wider adoption of best practices in product market and sector monitoring therefore offers 
concrete benefits for consumer and entrepreneurs, which will make it easier to convince 
citizens of the benefits of the Single Market. However, best practices will only be 
implemented if there is agreement of the basic principles of market and sector monitoring. 

3.  Main principles   
 
Main principles  

1. An integrated and comprehensive exercise.  
2. Building on existing work but avoiding overlap.  
3. Transparency and pluralism. 
4. Flexibility.  
5. Subsidiarity 

 
 
The following principles have to be taken into account when defining an integrated approach 
for the monitoring of the functioning of goods and services markets within the European 
Union. 

 An integrated and comprehensive exercise: The approach to be taken should aim to 
cover the full spectrum of determinants of market functioning including not only 
integration aspects but also competition, innovation, product and labour regulations 
(including those regarding environmental and health standards) etc, while taking into 
account the interactions between them. 

 Building on existing work: The idea is to build on existing experience and examples of 
good or best practice to define common principles contributing to improve current 
practice in market monitoring.  

 Transparency and pluralism: It is important to be transparent because the guiding 
principles to be adopted could be discussed not only within the Commission but also 
with national governments and other stakeholders. In the end, the agreed principles 
should reflect the interests of all, including businesses, consumers and citizens. 

 Flexibility: The methodology is to be designed as an instrument for horizontal 
evaluation of market functioning while being able to address the particular problems 
and characteristics of different markets and sectors.  

 Subsidiarity: This exercise should complement work already on-going at the level of 
the Member States and build on existing expertise at the national level. 

On the question of whether market monitoring should focus on "sectors" or "markets", we 
propose following a pragmatic approach enabling to carry out analyses at different levels, 
depending on the needs to be met and on data availability.  

The ideal method of monitoring would focus on markets. In specific situations it may indeed 
be possible to conduct such an analysis, particularly if the monitoring authority has 
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investigative powers, as is the case for the Commission or national service responsible for 
competition policy. In this particular situation, market monitoring may even lead to action 
under the competition rules by the Commission or national competition authorities. 

However, a full-blown market analysis, as it done in competition cases, may often prove 
difficult in practice. The definition and analysis of markets usually requires much information 
about company behaviour which is not available from official sources. The relevant non-
official information is often only available from individual firms, although some may be 
available from trade associations. Individual firms are likely to be reluctant to provide 
information for market monitoring. In the enforcement of competition law, this reluctance can 
be overcome by the threat that the Commission may use its powers to impose fines on firms 
that do not cooperate. For a Single Market monitoring exercise, on the other hand, the use of 
such powers would be disproportionate. This implies that in practice, market monitoring will 
have to rely to some extent on information that is only available at the sectoral level. The 
work carried out for the UK competition authority on "Empirical indicators for market 
investigations", for example, is mostly based on sectoral data. However market-related data 
should be used as far as possible to complete the sectoral analysis1. 

In spite of its limitations, a sectoral analysis can yield useful information about how well 
markets are functioning. Moreover, often it can be enriched with elements of market analysis, 
such as market access, the behaviour of main suppliers, and supply-side and demand-side 
linkages with other markets/sectors. It can also be a first step of what may become a full-
blown market analysis. 

4.  Existing expertise on product market and sector 
monitoring  

Both the Commission and national authorities already have a wide experience with market 
and sector monitoring. This section describes some of the main monitoring exercises (on-
going or still being planned), first within the Commission and then within the Member States. 
It should be stressed that this overview does not intend to be comprehensive. The idea is to 
focus on a selection of monitoring activities as a basis for the analytical approach to be 
developed in Section 5. 
 

4.1. Experience within the Commission  
Several services of the Commission carry out market and sector monitoring. An analysis of 
these exercises allows the identification of the following features:  

 A common thread of these exercises is the aim to protect the interests of European 
citizens, be it consumers or businesses.  

 A number of monitoring exercises are already well established, but others are still in a 
planning stage.  

 The objectives of the different monitoring activities are associated with the broad 
policy objectives of the Commission's services most closely involved. These include 
providing a sound basis for the enforcement of competition law; analysing the main 
drivers of sectoral growth and competitiveness; finding regulatory barriers hindering 

                                                 
1  There are some market datasets available, which can be acquired but their use requires some caution because 

their coverage is not extensive, consistent and complete.  
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the functioning of services markets; analysing the interests of consumers; assessing of 
the impact of changes in value added tax rates; investigating adjustment/restructuring 
processes at the sectoral level; monitoring the evolution of EU import and retail prices 
following trade liberalisation; monitoring the performance of liberalised industries 
(see, for example, box 1 on network industries). 

 Market monitoring exercises are carried out both at a vertical level (i.e. covering one 
sector at a time), and at a cross-sectoral level, reflecting the specific responsibilities of 
the responsible services. Some services attempt to monitor the activities of certain 
(services) markets using a combined vertical and horizontal approach. 

 Most of the exercises are only focused on market monitoring; relatively little attention 
is given to general stocktaking or screening, which is often done in ad-hoc way. 

 Finally, there is a great variety of monitoring methods and tools used. These include 
descriptive analyses of the available sectoral data, targeted surveys, modelling, 
surveillance of specific markets, etc. The service responsible for competition policy 
stands out by being able to use its investigative powers to gather relevant market 
information directly from market players. 

 

Box 1: Evaluation of the Performance of Network Industries Providing Services of General 
Economic Interest 

The Commission services produce an annual evaluation of the performance of network industries 
providing services of general economic interest. It generally covers regulatory developments in the 
different industries, market structure and performance, and the fulfilment of public service obligations. 
The forthcoming report, scheduled for early 2007, will also contain a chapter on barriers to market 
integration. The evaluation is produced according to a methodology set out in a Commission 
communication2 that is currently being re-evaluated. The output is an annual report, published as a 
working paper. 

The report aims at 1) assessing the evolution of competition in the sectors covered and, in particular, 
the influence of the market opening process on possible changes, 2) linking these structural changes to 
market performance and 3) analysing how consumers perceive these changes. 

The most important objectives of the report are policy advocacy and communication. Policy design 
is only touched in the wider sense, i.e. the report highlights the advantages of market opening in 
general in order to facilitate policy implementation, rather than proposing any concrete measures. 

The exercise's main principles are that it is (i) evolutionary in nature; (ii) comprehensive; (iii) 
transparent; (iv) pluralist; and it is (v) respecting the subsidiarity principles. 

The scope of the evaluations covers services of general economic interest. The sectors selected are 
network industries that are subject to liberalisation measures at EU level and have important public 
service characteristics. These sectors covered are currently: air transport; local and regional public 
transport; electricity; gas; postal services, railway transport and telecommunications.  

The level of analysis applies to EU-wide policies. Developments both at EU and Member State level 
are taken into account (depending on data availability). 

The dimensions covered are integration and openness, competition and contestability and impact on 

                                                 
2 Methodological Note for the horizontal evaluation of network industries providing services of general interest, 

(COM(2002) 331 Final), the document is available at the following website: http://europa.eu.int/eur-
lex/en/com/cnc/2002/com2002_0331en01.pdf  

http://europa.eu.int/eur-lex/en/com/cnc/2002/com2002_0331en01.pdf
http://europa.eu.int/eur-lex/en/com/cnc/2002/com2002_0331en01.pdf
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users/consumers. 

The method applies mainly descriptive analyses (interpreted against economic models) and consumer 
opinion surveys. Econometric analysis is also used. 

The investigated indicators of markets/sectors are:  

(i) performance (prices, productivity, employment, accessibility, affordability, quality);  

(ii) structure (number of players, market shares (of incumbents etc), entry/exit, competition, 
determinants of the development and diffusion of technologies, regulatory environment 
[ideally all these indicators would be used and presented over time) 

(iii) conduct (barriers to effective competition - barriers to entry and to integration) 

 
 

4.2. Experience within Member States 
The Commission has set up, with the Member States, a working group within the Internal 
Market Advisory Committee (IMAC) to acquire better factual knowledge about market 
monitoring, enforcement and problem-solving mechanisms in the Member States. Its aim was 
to collect, on the basis of a questionnaire, information which would help the Commission 
services to assess what market monitoring methods are used by Member States, on what 
sectors they focus on and in what way they carry out market monitoring. Box 2 illustrates the 
experience of Member States by presenting the market and sector screening tool of the UK 
Office of Fair Trading as an example. Two workshops have been held in order to enable 
Member States to exchange this type of information and learn from each other's experiences. 
The exercise may allow us to assess whether there is a need to increase cooperation between 
Member States and between Member States and the Commission on market monitoring. 

 
Box 2: Market and sector screening tool of the UK Office of Fair Trading 

The Office of Fair Trading (OFT) developed an empirical tool with the aim to screen available and 
relevant data across all markets or sectors and to identify problem markets. The definition of 
problem market encompasses any market with consumer detriment (including markets where 
complaints suggested that consumer protection was inadequate). 

The chosen approach is top-down, attempting to identify potentially problematic sectors based on 
cross-industry databases. The OFT identifies the following main limitations of this approach: (i) it is 
not capable in itself to produce a prima facie indication whether a real problem exists in the given 
market; (ii) it is only indicating sectors where competition seems not to work well, but it does not 
consider whether such problems can be resolved by policy instruments; (iii) beyond the size of the 
sector it is not able to differentiate regarding the economic and political importance of the identified 
markets and sectors.  

The applied basic classification of markets occurs according to the UK Standard Industrial 
Classification (UK SIC 2003) codes at 4-digit level. This has the following limitations: (i) given the 
relatively broad classification, even where an indicator suggests a sector to be worth further 
consideration, considerable "bottom up" analysis is still necessary; (ii) some SIC codes are eclectic or 
catch-all categories and or difficult to interpret; (iii) they include government activities and regulated 
industries; markets might be missed through aggregation and averaging problems within SIC codes; 
(iv) the indicators are constructed on a UK-wide basis, however, in practice the relevant geographic 
market may be narrower (regional or local) or wider (European or global). 
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The chosen data sources were the following: FAME company level database as the primary database 
and a number of secondary data sources such as AC Nielsen's study of international price 
comparisons, the DTI's report on switching costs and the information on consumer complaints from 
trading standards departments. 

The applied 32 empirical indicators were grouped into 9 categories:  

(1) Barriers to entry (churn, advertising to sales ration and the cost disadvantage ratio); 
(2) Productivity ( labour and total factor productivity); 
(3) Concentration (C3 and C5 ratios); 
(4) Profitability; 
(5) Prices; 
(6) Consumer complaints; 
(7) Innovation (R&D to sales ratio); 
(8) Switching costs; 
(9) Information; 
(10) Others (import penetration, market growth 1998-2002, market size). 
Two approaches for selecting problem markets are used: (i) taking the worst performing sectors on 
each of the key indicators; (ii) taking a weighted average of sector rankings across indicators. 

 

The scope of the fact-finding exercise covers both ex-ante (investigating markets that are 
apparently not functioning well, with the view to detecting where problems and barriers are) 
and ex-post market monitoring (conducting investigations to ensure that Single Market rules 
are applied effectively on the ground and deliver their intended effects). For this exercise, 
market surveillance and the supervision of financial services have been excluded from the 
definition of market monitoring. 

So far, only preliminary results are available:  

 In no Member State there appears to be a single institution responsible for systematic 
market monitoring. While no general methodology/framework for market monitoring 
has been developed, a distinction can be made between ex-ante and ex-post 
monitoring. Ex-ante monitoring is carried out mostly by competition agencies and 
sectoral regulators, in order to assess whether the market functions well. Ex-post 
monitoring to ensure that Single Market rules are applied effectively on the ground 
and deliver their intended effects, is carried out in some Member States. 

 The sectors monitored are mainly Services of General Economic Interest, i.e. network 
industries which have been liberalised during the last years (telecoms, postal services, 
energy, transport, etc.). There is also monitoring done in financial services 
(supervision and some analysis), health sector (including pharmaceuticals), retail 
goods (including alcohol), labour market, public procurement and aviation.  

 The institutions that carry out market monitoring are mostly competition authorities, 
and in a few cases also consumer protection authorities (sometimes combined in one 
authority), ministries, sectoral regulators and very rarely specific agencies. 

 Prices, competition indicators (i.e. contract terms, unfair advertising, market structure, 
barriers to entry), productivity, employment, quality of services, consumer satisfaction 
are the parameters which are monitored most. 
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 Member States do not use a general methodology or framework for market 
monitoring. Most monitoring activities are based on individual, ad hoc initiatives. 
They include consumer surveys, data collection, statistical analysis, targeted studies, 
dialogue or working groups with industry, etc. 

 Similarly there is no single set of objectives pursued by market monitoring. Policy 
advocacy and policy implementation were mentioned most frequently as the main 
objectives. For instance, a number of competition authorities have started using the 
results of market analysis to feed into dialogue and negotiations with industry or other 
government regulators on how to make certain markets more competitive. 

4.3 Lessons to be learned 
Some preliminary conclusions can be drawn from this survey amongst Commission services 
and Member States: 

 Firstly, while several Commission services and Member States have developed 
experience in market monitoring and market analysis as a basis for policy shaping and 
policy implementation, most are still far from using such methods systematically.  

 Second, the choice of sector(s) or market(s) to be monitored is largely determined by 
the specific policy instruments being managed by the institution or department 
involved.  

 Third, the methodologies applied often reflect the objectives of the institution but also 
the availability of appropriate data. As a result, there is quite a lot of diversity in terms 
of Commission and Member States' experience with market and sector monitoring. 
Some organisations focus on specific sectors or markets while others engage in a 
horizontal monitoring of multiple sectors. Some of the work is ex-ante, but a lot is ex-
post to evaluate the effectiveness of policy interventions.  

 Finally, both Commission services and Member States appear interested in developing 
further mutual exchanges and cooperation in this area. This is particularly important 
for increasing the 'ownership' of the Single Market. 

5.  Structure of the analysis 
 
A two-stage approach 

1. Screening at the sectoral level  
2. In-depth investigation of key sectors and markets including an economic and a

 policy dimension  
 

5.1. A two-stage approach 
A two-stage top-down analysis is proposed:  

1. Definition of a screening device that helps selecting sectors and markets which 
deserve special attention for further analysis given their economic and policy 
importance. 
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2. Agreement on guiding principles for evaluating the functioning of the selected 
markets and sectors and detecting barriers to their market functioning. The different 
dimensions of the analysis will be integration and openness, competition and 
contestability, innovation and effects on consumers.  

The proposed analysis builds on the main lessons from the experience in the Commission and 
the Member States regarding the practical implementation of the methodologies for market 
and sector monitoring. Experience has shown that sector and in particular market monitoring 
is time and resource consuming because of the need to collect and treat vast amounts of data 
and to build up the necessary analytical expertise.3 In this light, the two-stage approach should 
be seen as a pragmatic proposal that allows a better use of resources within the Commission. 
However, while we do not discuss this issue in this report, the resource implications of the full 
implementation of this approach need to be considered at some point in the future. 

5.2. Stage one: Screening 
 
Screening stage 
 
Three main criteria: 
1. Economic importance of the sector 
2. Importance of the sector for the adjustment capacity of the EU economy 
 Contribution of the sector to: 

- the supply of essential inputs to the rest of the economy 
- the adoption and diffusion of new technologies 
- the transmission of price shocks 

3. Signs of market malfunctioning from the perspective of business and consumers:  
- Economic efficiency 
- Consumers and businesses satisfaction 

 
The analysis and monitoring of markets/sectors are costly and time-consuming exercises. It is 
therefore important to select the subjects for evaluation with care in order to concentrate 
efforts on those areas of most interest. Time and effort devoted to defining good selection 
criteria will be rewarded by the greater efficiency of a well focused monitoring exercise. 

Moreover, to optimise the use of the limited resources available, this first layer of 
examination should be about sectors and not about individual markets. It is not efficient to 
carry out burdensome market definition exercises without first identifying the priority sectors 
that may warrant intervention. Nevertheless, if possible, the indicators typically used for 
market analysis should be applied. 

It is proposed to carry out the screening at the three-digit Nace level based on a limited 
number of indicators allowing the identification of sectors (i) which are economically 
important from a static and dynamic perspective; (ii) which play a crucial role for the 
adjustment capacity of the European economy and (iii) where there are signs of 
malfunctioning from the perspective of businesses or consumers. These three dimensions will 
be examined across all sectors using simple and objective criteria. However, some of these 
criteria may be relevant to address more than one dimension. This exercise should be based 
on publicly available data and should not involve a great deal of data gathering. See a list of 
proposed indicators in annex. 

The purpose of the screening is to select for in-depth monitoring a manageable number of key 
sectors. However, no sector should be automatically excluded from the selection on the basis 
                                                 
3  For example, around 25 man-years have been allocated to two sectoral enquiries conducted by the service 

responsible for competition policy.  
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of a single criterion. For example, a sector which is not economically important but which 
plays a crucial role for the adjustment capacity of the EU economy and where there are 
indications of market malfunctioning could be considered for further monitoring. Finally, the 
results of the screening should not only make it possible to draw up a short-list of sectors that 
merit further investigation but should also help to focus the subsequent monitoring by 
providing a first indication of the nature of the sectors' problems. 

5.2.1 Economic importance of the sector 
Given the limited resources for market monitoring, the analysis should be focused on those 
sectors that are important for the EU economy from a static and a dynamic perspective. 

- Static perspective: the aim is to identify the sectors whose economic weight is 
relatively more important using the relative share of the sector in total employment 
and value added. Sectors will be ranked according to their contribution to total EU 
employment and value added. Sectors above the median will be given priority for 
monitoring as policy intervention, if required, could have greater impact on the 
economy as a whole. Benchmarking with other jurisdictions may also be indicative of 
which sectors the EU is performing suboptimally. 

- Dynamic perspective: the focus will be put on the sectors that are important for the 
future growth of the EU economy. These will be identified as the sectors where world 
demand is growing fast.  

5.2.2 Importance of the sector for the adjustment capacity of the EU 
economy. 

A second criterion for selection rests on the identification of the sectors which contribute to 
improve in a significant manner the adjustment capacity of the EU economy. The rapid pace 
of technology change and globalisation as well as the creation of the EMU have given added 
importance to this issue. The competitiveness of the EU economy increasingly rests on 
reliable and competitive network industries, access to new technologies and on the ability of 
economic agents to rapidly reallocate factors in reaction to market signals. The identification 
of the sectors that play an important role is made on the basis of the contribution of the sector 
to (i) the supply of essential inputs to the rest of the economy; (ii) the adoption and diffusion 
of new technologies, and (iii) to the transmission of price shocks.  
(i) Contribution to the supply of essential inputs to the rest of the economy 
One can define essential inputs as those for which there are no easy substitutes and that are 
necessarily used in a large number of sectors in the economy. Among the candidates 
supplying essential inputs to the economy, one can find producers of intermediary goods and 
investment goods as well as network industries, such as telecommunications, electricity, gas, 
post, and rail, air and road transport and other sectors like financial services, business services 
and distribution, which are increasingly important as a source of intermediate inputs in the 
production process of other sectors of the economy. Input-output data will be used to check 
whether other sectors should be considered as well4.  

In principle, the larger the interlinkages of a given sector with the others, the greater the 
"knock on effect" of its performance (in terms of price/quality/variety of output) on the 
efficiency of the economy. In other words, the inefficiencies (high prices and low quality) of 
                                                 
4  Input coefficients can be derived from the OECD (harmonised) input-output tables that provide a snapshot 

view of the purchases and sales of intermediate inputs between different sectors of the economy in a given 
year, see Conway et al. (2006).  
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input providers propagate throughout the economy by increasing the production costs of firms 
in downstream sectors, ultimately hampering productivity gains5. For example, well 
functioning and efficient financial services markets make it easier and less costly to finance 
investment in all other sectors, allowing for a speedier adjustment to market conditions and 
improving the efficiency of economy. 
(ii) Contribution to the adoption and diffusion of new technologies 
The development, absorption and diffusion of new technologies throughout the economy is an 
important element of adjustment in a world of fast technological change. As globalisation 
intensifies competition from abroad, in an economy like the EU, competitiveness can only be 
sustained in the long-run if more resources are reallocated towards more research and skilled 
labour intensive activities allowing the firms to move up the value added chain.  

In this context, particular attention should be given to the ICT related sectors, given that ICT 
has become a “general purpose technology”, i.e. a technology that is increasingly used in all 
activities and all sectors of the economy. Its impact goes well beyond the ICT-producing 
sectors and is responsible for important spillover effects on market functioning and 
performance in other sectors, namely by allowing firms to improve their productive and 
managerial efficiency and their ability to response to changing market conditions. The rapid 
growth in the production of ICT-producing sectors and the speedy adoption of these 
technologies by other sectors has contributed to stimulate productivity growth in the US, 
leading to a growing productivity gap with the EU. This evidence supports investigating the 
market functioning of ICT-producers and ICT-intensive users6. The potential role of policy 
and institutional factors could also be analysed in order to promote the incentives to develop 
and adopt ICT. 
(iii)  Contribution to the transmission of price shocks. 
Price flexibility eases the reallocation of resources within the economy as the mechanism of 
price formation, if unrestricted, reflects the ongoing changes in demand and supply patterns. 
However, this channel for the transmission of adjustment can be hampered if prices are sticky 
at some point of the production and distribution chain. In the EU, and in the euro area in 
particular, there is evidence of high degree of price stickiness in some sectors, namely in 
services where price decreases are notably less frequent7. Such price rigidities can be 
associated with insufficient competition pressure but they may also result from the intrinsic 
characteristics of the sector and rigidities in the functioning of labour markets. For example, 
prices in labour-intensive sectors like services may be less flexible because they are more 
affected by rigidities in the labour market preventing the adjustment of wages to productivity 
developments. The resulting inflexible unit labour costs entail higher downward price 
rigidities. 

However, price analysis must be undertaken with caution. For example, in financial services, 
the complexity and heterogeneity of products and services and different pricing strategies of 
banks and insurers do not allow to base price analysis on statistically robust data. This raises a 
wider point for a future sector analysis: the need to construct clear, reliable and comparable 
EU-wide price indices. Where a sector includes highly differentiated goods or services, 
complex or opaque prices and consumption patterns differing widely across the Member 

                                                 
5  See Conway et al. (2006). 
6  Namely, ICT-producing manufacturing and services sectors (like "Electrical and electronic equipment and 

instruments", and "Communications ") and ICT-using manufacturing and services sectors like "Paper, printing 
and publishing", "Machinery", "Furniture and other miscellaneous manufacturing", "Wholesale trade", "Retail 
trade", "Financial intermediation", and "Business services", see classification in Inklaar et al. (2003). 

7  See "Inflation persistence and price-setting behaviour in the euro area: A summary of the IPN evidence", by F. 
Altissimo, et al. (2006). 
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States, price volume comparisons will always be difficult and will inevitably weaken the 
analytical power of the analysis. Such problems may well be most pronounced in the service 
sector. 

5.2.3 Signs of product market malfunctioning 
Problems in the functioning of markets may lead to inefficiencies which are translated into 
higher prices and a lower quality of goods and services. This will likely generate consumer 
dissatisfaction. Therefore, product market functioning is assessed here on the basis of (i) 
economic efficiency and (ii) consumer and businesses satisfaction. 
(i) Economic efficiency  
Efficient markets are competitive markets where resources are well allocated within and 
between firms and where companies have an incentive to innovate. Increased competition 
leads to productivity gains because: (i) an increased allocative efficiency ensures that higher 
productive firms increase their market share at the expense of less productive; (ii) an 
increased productive efficiency as competition places pressures on the managers and workers 
to reduce slack, trim fat and structure the workplace more efficiently, and (iii) an increased 
dynamic efficiency, which results from the greater incentives to invest in the adoption and 
development of product and process innovations. Hence, a low productivity growth may be 
indicative of inefficiencies in the functioning of the market.  

Productivity analysis can thus help to identify sectors of potential concern. A priori, total 
factor productivity (TFP) should be used as a measure of productivity because it is not 
influenced by the level of capital per worker capturing better the concept of economic 
efficiency8. However, where data limitations make TFP calculations uncertain, labour 
productivity can also be used in the analysis. Clearly, low TFP may simply reflect the 
characteristics of the sector. However, in some cases a relatively low TFP (labour 
productivity) growth rate may indicate market malfunctioning. This is the reason why TFP is 
used in conjunction with employment indicators.  

Employment performance is adopted as a complementary indicator to capture the efficiency 
of market functioning. Combined with TFP performance, the employment growth can provide 
an additional indication of product market flexibility.9 A priori, flexible product markets 
allow productivity gains to be translated into lower prices which would drive up demand. This 
would expand employment in the medium and long-run if there are no rigidities in the 
functioning of labour markets. Hence, sectors where productivity growth is positive while 
employment is stagnant or declining may be selected for further investigation to determine 
whether the employment evolution is the result of a structural adjustment in response to trade 
and technology developments or whether it corresponds to downwards price stickiness that 
hampers good market functioning. 

TFP and employment indicators are defined in terms of growth rates as analysing changes 
over time is generally more interesting than absolute levels, because the cross-country and 
cross-sectoral comparability of absolute data is not always assured and indicators in level are 
not always easy to interpret10. Benchmarks also have to be defined to be used to assess 
                                                 
8  TFP is measured as the difference between output growth and the growth of utilisation of all factors of 

production. Therefore, an increase in TFP implies more output can be produced for a given level of labour and 
capital inputs.  

9 See Chapter 3 of the 2004 EU Economy Review for a discussion between the potential trade off between 
productivity and employment.  

10 A fall in the level of productivity could suggest a serious problem but it may be due to cyclical rather than to 
sector-specific causes. By looking at growth rates over specific periods we are more likely to better capture the 
structural trend in a given sector determined by sector specific factors. 
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performance in terms TFP and employment. A priori, two benchmarks can be suggested: (i) 
the EU average growth across sectors, to identify the underperforming sectors in the EU 
economy; however, there is an important drawback to this analysis as it entails comparing 
different sectors with intrinsically different characteristics. Alternatively, (ii) the EU (or 
OECD) three to five best performers in each sector can be used to capture the distance to the 
efficiency frontier. 
(ii) Consumer and business satisfaction 
The degree of consumer and business satisfaction also provides information about market 
functioning. Well functioning markets are those that not only guarantee an efficient use of 
resources but also respond well to the needs of users (consumers and businesses), by allowing 
an informed identification and selection of the suppliers of the best goods and services at an 
affordable price. Therefore, sectors with high levels of consumer and business dissatisfaction 
should be selected for further monitoring. The degree of satisfaction could be measured using 
consumer/business complaints or the results of consumer satisfaction surveys. Commission 
services have started  to gather data allowing to assess consumer satisfaction in 11 sectors 
providing services of general interest. Alternatively, data about consumer complaints and 
problem cases could gathered from problem-solving tools such as SOLVIT or the ECC-net, 
and from other information-gathering tools (EICs and other), possibly even from 
infringements (national and European), and should be an obvious first source to detect 
possible distortions of the Single Market that affect consumers and firms.  

5.2.4 Causes of market malfunctioning and scope for policy intervention 
The above-mentioned criteria will be used to identify a group of sectors where a priori the 
most important problems are likely to be found and where the returns from policy intervention 
are arguably the highest. These are thus the sectors that deserve to be scrutinised in more 
detail. However, it is important to be aware that the cross-sectoral nature of the analysis 
carried out in this screening stage does not offer a guarantee that the sectors identified are in 
fact “problematic”. 

The limitations associated with the difficulty to analyse markets directly, the insufficient 
disaggregation of the sectoral data available, and the inherent problems of measuring 
productivity mean that the results of the screening have to be viewed with a certain degree of 
reservation. Moreover, this analysis does not offer much insight regarding the reasons for the 
observed indications of underperformance or consumer dissatisfaction. For example, while 
there is strong empirical evidence for the link between market functioning and performance, 
disappointing productivity and employment growth may not always be due to low 
competition pressure or problems in market functioning. In declining sectors the adjustment 
phase can be associated with prolonged spells of low/negative productivity and/or 
employment growth while there are no problems in market functioning. These indications of 
“poor performance” may in fact be the result of improving efficiency of markets. 

Therefore, before launching an in depth investigation of the sectors that were identified as 
“problematic”, a complementary preliminary analysis should be made of the possible causes 
for market malfunctioning in these sectors and of the scope for policy intervention. This 
would require a second screening exercise at the policy level, which would cover the main 
horizontal policy domains, such as Internal Market, trade, competition and innovation 
policies.  

The objective would be to identify the nature of the causes of the market malfunctioning 
(namely insufficient integration/openness, competition and innovation) and to match them 
with one or more policy areas. It would also give insights about what policy instruments 
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better address the particular needs of a given sector. The matching of the causes of poorly 
functioning markets with appropriate policy instruments is already done for example, in the 
regular Commission-led monitoring exercise of sectors of general economic interest where 
the reported problems of insufficient cross-border integration and lack of competition 
pressure are clearly linked to highlight the importance of the use of Internal Market and 
competition policy instruments. 

Therefore, this “light” policy screening of the factors explaining market malfunctioning will 
provide the starting point for the subsequent in depth investigation to be carried out. It would 
also allow a first evaluation of the results of the different horizontal Community policies and 
of the extent to which they respond to the needs of particular sectors. However, while the 
sensitivity of the "problematic sectors" to the Internal Market legislation is an important 
dimension to consider, this policy screening should be broader in scope, particularly as one of 
its main objectives of market monitoring is to identify sectors where policy interventions can 
be effective in resolving problems with market functioning. This is also a reason why it is 
important to further explore the geographic dimension of these problems, which may be either 
Community-wide or specific to a particular Member State, region or locality. 

Before proceeding to the monitoring phase the results of the screening could also be cross-
checked with the Member States to give them the opportunity to share their views regarding 
the sectors selected, to provide information regarding their own assessment of the situation of 
these sectors and to express their views regarding whether there are other sectors which they 
see as priority for monitoring. 

5.3. Stage two: Analysis of selected markets/sectors 
The second stage of the analysis, the monitoring, is based on a "priority" sector approach. The 
sectors that have been identified in the screening stage as priorities (i.e. sectors which are 
economically important, where problems of market functioning have been detected, which are 
essential for the adjustment of the EU economy and which are likely to benefit from policy 
intervention) will undergo a more in-depth examination from an economic and a policy 
standpoint. While presented separately, the conclusions of the two aspects of the analysis 
covered will be combined to draw policy recommendations. 
 
In-depth analysis of the selected sectors 
 
Economic analysis 
 
1. Sector analysis 

 Sector characteristics 
- Structure (number of players, 

characteristics of demand, nature of 
technology,…) 

-  Conduct (price formation, barriers to 
effective competition, barriers to 
technology diffusion,…) 

-   Performance (prices, productivity, 
employment,…) 

 Identification of market malfunctioning 
2. Market monitoring 

 Market definition 
 More in depth analysis of conduct 

 

 
 
Policy analysis 
 
1. Causes of market malfunctioning and 

government failures 
2. Identification of tools to improve market 

functioning 
3. Analysis of synergies between policy 

instruments: across domains and across 
different levels of governance 
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5.3.1. Economic analysis 
The aim of the economic analysis is to better understand what is behind the evidence pointing 
to market malfunctioning in the sectors that were selected in the screening phase. For this it is 
important to investigate in more depth the three elements that constitute the backbone of the 
organisation of sectors and markets: their industrial structure, the conduct of the firms and the 
performance in terms of efficiency and welfare. In light of the recent development of 
economic research in this field, this analysis should preferably be dynamic and aim at 
covering the multiple interactions among these elements. Similarly the interactions with 
labour and capital markets will also be taken into account.  

At this stage, the analysis should preferably be carried out at the level of the market. 
However, for practical reasons, namely related to the problems in gathering reliable data at 
the market level, particularly without investigation powers, it will be necessary in some cases 
to limit the analysis to the broader level of the sector. This analysis at the level of sector will 
be, as far as possible, complemented with the available elements of market analysis. 

Therefore, it is not straightforward to draw a clear cut line between what is a sectoral analysis 
and market analysis. In the rest of this section, market analysis is defined as the standard 
approach used for competition policy11. 

5.3.1.1. Sector monitoring  

In practice, in most cases, services will have to rely primarily on the analysis of sectors. In 
spite of its limitations, a sectoral analysis can yield useful information about how well 
markets are functioning. The general technical conditions in a sector are likely to be 
significant determinants of the functioning of all the markets it serves. Furthermore, sector-
level quantitative data on structure and performance can often provide good indicators of 
whether the related markets are generally functioning well. However, some market 
malfunctions may be masked by aggregation and, therefore if market data are available, they 
should be used to complement the analysis as far as possible. 

Once the sector has been selected for monitoring through the screening process, a more wide-
ranging and in-depth analysis of performance trends should be made in order to identify more 
precisely the nature of the sector's problems. To better understand how sectors function, the 
analysis should focus on their characteristics in terms of structure (number of players, rates of 
entry/exit, costs structure, characteristic of the production in terms of differentiation and 
technological content, characteristics of demand, nature of technology as well as other 
commercial characteristics, such as the share of advertising and marketing expenditure in 
turnover and the importance of brands to assess the size of barriers to entry…), conduct (price 
formation, non-regulatory barriers to effective competition like switching costs, non-
regulatory barriers to technology diffusion like strategic patenting, characteristic and intensity 
of innovation activity, asymmetric information ) and performance (prices, productivity, 
employment,…). Annex provides a more exhaustive list of indicators that can be used. 

Particular attention should be given to the regulatory and trade policy environment of the 
sector as they can be important determinants of the intensity of competition. Subsidies may 
also play a role in protecting domestic firms from competition. The analysis should therefore 
include an examination of sectoral data on state aid in the few sectors (e.g. shipbuilding, coal, 
steel) where such data are available. Information on public procurement may also give some 
indication of protectionist tendencies. Finally, the tariffs, quotas and anti-dumping actions 

                                                 
11 This applies mainly to mergers and antitrust cases, in state aid cases the market definition might be different. 
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relating to the sector's products have to be taken into account, since they can significantly 
affect the competitive pressure exerted by foreign firms. 

The object of the analysis at sectoral level is to identify likely causes of the sector's poor 
performance, which can be associated with problems in market functioning. On the basis of 
the available indicators, some hypotheses can be constructed concerning the situation in the 
sectors under examination. The causes for poor performance may lie for example in possible 
bottlenecks in the production process, such as scarce or insecure supplies of raw materials but 
they may also reflect market failures within the markets served by the sector. For example, 
inadequate investment in network infrastructure may be due to coordination problems in 
network industries, investment in R&D may be held back by the inability of firms to 
appropriate the results of their research etc. The market failure may also be a lack of effective 
competition: in the absence of competitive pressure, firms may have very weak incentives to 
improve their efficiency and to innovate. Government failure also has to be taken into 
consideration. For example, over-regulation may be stifling innovation or hindering the entry 
of new firms. Consumer welfare losses are another indication of market malfunctioning. Since 
the poor performance have a sector may have multiple causes, the sectoral analysis may in 
some cases have to be very wide-ranging. Furthermore, it may be necessary to take into 
account contributory factors outside the sector being monitored (e.g. infrastructure 
bottlenecks or financial market failures). 

The identification of market malfunctioning can be inspired by the techniques used in 
antitrust investigations of markets, although great caution is required when drawing 
conclusions from sectoral data. It is important to bear in mind that the technical, commercial 
and structural characteristics of individual markets within a sector may be quite 
heterogeneous. 
5.3.1.2  Market monitoring 
In some cases, it may be possible and advisable to undertake a true market analysis. This 
should start with the definition of the market/sector to scrutinise. The market definition could 
draw on the considerable experience of the Commission in competition policy and be based 
on the concept of “antitrust market12” that was devised for the practical assessment of 
competitive constraints that undertakings are facing. This process requires a large amount of 
detailed data, including notably on demand characteristics such as the importance of national 
or local preferences, current patterns of purchases of customers, switching costs and the 
importance of product differentiation and brands. Most of this information is not available 
from official sources but only from individual firms or trade associations. Because of such 
heavy data requirements, this approach to market definition can only be used in particular 
cases like for example when enforcing the competition provisions of the EC Treaty where the 
Commission can make use of investigation powers, as we have argued in section 3.2.2. 

In fact, even in case of market analysis specifically for competition policy, it may not be 
possible to define markets without individual case assessments. This is particularly so in a 
sector a) comprising many different products and services as well as b) characterised by 
uncertainty as to the geographic scope of the relevant markets with the likelihood of 
                                                 
12 The standard definition of an "antitrust market" is based on the identification of a combination of products and 

geographic areas within which a hypothetical sole supplier could profitably charge prices 5-10% above the 
competitive price. The methodology typically adopted starts from the products sold by a firm or group of firms 
under investigation and works outwards until no more substitutes are found. See European Commission 
(1997), "Commission Notice on the definition of the relevant market for the purposes of Community 
competition law", OJ C372. A similar approach is used in: Department of Justice and Federal Trade 
Commission (1992), "Horizontal Merger Guidelines, revised 1992", Washington, DC. A clear explanation of 
the basic methodology can be found in: Office of Fair Trading (2004) "Market definition: understanding 
competition law", December, London. 
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regional/local markets for the individual products and c) where there is hardly any case 
experience or case law at European or national level (e.g. retail banking activities). 

Market analysis, by allowing a better identification of firms' behaviour, leads to more robust 
conclusions about competition conditions than sectoral analysis. Hence, market monitoring 
focuses prominently on competition conditions and on firms' conduct. The aim is to determine 
whether effective competition in the market is, or is likely to be, impeded by entry barriers 
and/or firms' conduct either by the unilateral exercises of market power or by coordinated 
behaviour (tacit or explicit collusion). The effects of imperfect competition on consumer 
welfare should be considered as well. The analysis can only be done on the basis of 
information provided at a very disaggregated level, such as the structure of supply and 
demand, market entry, etc. This information will help understand whether the structure of the 
market and the conduct of firms may be conducive to restrictions of competition (a non-
exhaustive list of indicators that can be used for the analysis is given in annex). 

5.3.2  Policy analysis 
The policy analysis will consist of two main elements: an investigation of the origins of the 
identified market malfunctioning and government failures; and an analysis of the possible 
instruments to be used to remove them. Interactions and synergies between different policy 
actions will also be investigated to contribute to the definition of consistent policy strategies. 

5.3.2.1.   Causes of market malfunctioning and government failures  

On the basis of the economic analysis, which allowed to identify market malfunctioning and 
government failures it is necessary to investigate their causes in depth. At this stage, priority 
should be given to problems associated with a lack of market integration and openness (for 
example due to obstacles to cross-border activities arising from the existence of 27 different 
national tax systems or the administrative burden resulting from different tax formalities, 
insufficient interconnection capacity, etc); entry restrictions and other obstacles to 
competition (which are often related to the regulatory framework); subdued innovation 
activity (for example due to unexploited externalities); and other factors that reduce the ability 
of consumers to benefit from an informed choice of goods and services from a range of 
competitive suppliers (such as price stickiness, high switching costs, information asymmetry 
and the like) and that are the cause of consumer welfare losses. An important issue will be to 
determine in each situation whether these problems are structural in nature or whether there is 
scope for policy intervention to remedy them. 

5.3.2.2   Identification of the potential tools to improve market functioning 

This analysis will cover different possible instruments, such as regulatory interventions, 
enforcement action, and use of competition rules, advocacy, and recommendations (to 
Member States/civil organisations). These different options will be assessed in light of their 
appropriateness and feasibility. This issue is covered in more detail in the companion note 
prepared by the working group on instruments. 

5.3.2.3.   Analysis of linkages between policy instruments 

The problems affecting market functioning across the Single Market often have multiple 
origins that can only be tackled using more than one policy instrument requiring the 
intervention of more than one level of government. Therefore it is essential to analyse the 
potential interactions between different policy instruments. These interactions have two 
dimensions: between different policy domains and between different level of governance 
(Community, national, as well as regional and local). 
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Regarding the former, it is important to take into account not only the interactions between 
the different product market policies (for example the links between competition, consumer 
protection and Single Market policies which are highlighted in the instruments working group 
draft report) but also the interactions between product market and labour and financial market 
policies. The synergies between reforms in these three domains can be exploited to promote 
further their economic impact. For example, instruments aimed at developing financial 
markets and increasing the flexibility of employment regulations reduce the constraints faced 
by firms as they reallocate capital and labour in response to deregulation of product markets. 

Equally important is to take into account the interactions between the several levels of 
policymaking, i.e. the extent to which measures taken at the Community/ national level are 
counteracted or complemented by measures taken at the regional/local levels. This issue can 
be particular important for sectors where market entry/exit depends heavily on local/regional 
licensing requirements like for example in retail, pharmacies, electricity, telecommunications, 
transport, water, waste management. 

6.  Next steps 
In the next steps the broad guiding principles set out in this report have to be made 
operational. This can be done, first by testing the proposed approach, second by going ahead 
with an initial screening of key sectors and third by implementing the guiding principles 
within the Commission. It could also serve as an example for the Member States to follow if 
they so wish.  

First, a screening will be carried out to identify key sectors which are economically important, 
which play an essential role to facilitate adjustment and which can be identified as 
problematic, either because of economic inefficiencies or on the basis of consumer and 
business dissatisfaction. The sectors thus selected would be further investigated to check 
whether there is scope for policy intervention to improve the situation. The idea is to make a 
connection between the problems with market functioning observed in a certain number of 
sectors and policy tools at our disposal. This is particularly important since Single Market 
policy tools such as public procurement or rules guiding intellectual property rights are 
important for some sectors, but less important for others. Other horizontal policies (such as 
taxation, competition, R&D and innovation policies) as well have a differentiated impact by 
sector. Finally, the potential role of sector specific policies and regulations needs to be 
considered. 

Second, the main principles of the market monitoring methodology will be applied to selected 
sectors/markets, using information and experience already available to the Commission 
departments concerned. Workshops being organised by the Commission in the course of the 
first half of 2007 are being used to check if important dimensions of analysis have been 
overlooked. The workshop on the liberal profession held on 1 March 2007, for example, 
clearly illustrated that self-regulation or capture of the regulatory authorities by special 
interests may effectively restrict market entry to the detriment of consumers. Similar points 
may come up in future workshops on commerce and distribution, construction, e-commerce 
and logistics, health services, and software. 

It is proposed that the Commission reports back in September presenting an evaluation of the 
monitoring guidelines proposed and the outcome of the initial screening exercise. At this 
stage sectors with problems of market functioning will have been identified and suggestions 
will be made for policies that might help resolve such problems. The results of the screening 
could be cross-checked with the Member States to give them the opportunity to share their 
views regarding the sectors selected, to provide information regarding their own assessment 
of the situation and policy options in these sectors and to inform whether there are other 
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sectors which they see as priority for monitoring and policy intervention. Ultimately, the 
sectoral screening could contribute to better shape the autumn Single Market policy agenda 
by identifying key goods and services markets for the future growth and welfare of the EU 
and by helping to select reform priorities in these key sectors.  

As shown by this report, a number of Commission services and Member States are involved 
in market monitoring and market analysis has been used to a certain extent as a basis for 
policy shaping and policy implementation. However, most are still far from using such 
methods in a systematic way and there is a wide interest in developing mutual exchange and 
cooperation within the Commission and with the Member states in this area. These principles 
could be used to organise this cooperation. In order to encourage a cross-fertilisation of ideas 
the creation of task forces involving different services with responsibilities in market 
monitoring could be considered. Finally, the guidelines could also be useful for the Member 
States in order to refine their own market monitoring and make it more result-oriented. 
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Annex:  Indicators 
 
 
List of proposed indicators for the screening phase 
 
• Relative share of the sector in total employment and value added; 
• Sectors with fast demand growth; 
• Input-output analysis (derived from OECD harmonised input-output tables); 
• Investigation of market functioning of ICT-producers and ICT-intensive users; 
• unit labour costs; 
• Total factor productivity or – where data limitations prevail – labour productivity, and 

employment growth rates; 
• A set of pre-defined benchmarks to be used to assess performance of TFP and 

employment (the EU average growth across sectors and the EU or OECD three to five 
best performers in each sector to capture the distance to the efficiency frontier); 

• Consumer and business complaints (i.a. from problem-solving tools such as SOLVIT and 
the EEC net, information gathering tools like the EICs or national or European 
infringement cases); 

•  Consumer satisfaction surveys. 
 
 
List of indicators used in sectoral analysis  
 
This list is indicative and not exhaustive. The availability of data for the indicators varies 
greatly. 
 
Structure  
 
•  Technical characteristics of the sector: products, technologies used, importance of R&D 

and IPRs, main inputs. 
•  Description of commercial features of the sector: main customers (e.g. consumers, 

wholesalers, retailers, industrial users etc), advertising and marketing expenditure, 
importance of brands, typical forms of transactions (e.g. frequency and size of 
transactions, tendering, long-term contracts etc). 

•  Analysis of level of integration of the sector in terms of trade flows (intra /extra-EU, 
final/intermediary goods), inward and outward FDI flows and stocks, mergers and 
acquisitions. 

•  Assessment of the importance of tariffs, quotas and anti-dumping actions applicable to the 
sector's products. 

 
Conduct  
 
•  Analysis of available data on market structure, concentration ratios and mark ups. 
•  Analysis of available data on churn (instability of production shares of the top firms, 

frequency with which firms enter and leave the list of top firms) and of the characteristics 
of new entrants vs. incumbents. 

• Analysis of available data on price formation and flexibility. 
•  Analysis of any available data on subsidies to the sector. 
•  Assessment of the importance of public procurement. 
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•  Identification of any upstream or downstream bottlenecks (e.g. scarcity or monopolisation 
in an input market, restrictions on access to infrastructure, limited access to distribution 
outlets).  

•  Analysis of regulatory and non-regulatory barriers. 
•  Identification of regulations that are likely to affect competition in the markets served by 

the sector, including Single Market legislation. 
 
Performance 
 
• In-depth analysis of performance trends: value added, productivity, prices (levels in PPP, 

change in HICP index), employment, investment (e.g. GFCF as a percentage of value 
added), capacity utilisation. 

• Importance of the sector in the different MS (degree of specialisation of the MS, 
geographic localisation and concentration…). 

•  Innovation performance in terms of patents and R&D spending (e.g. as a percentage of 
value added).  

 
List of main indicators used in the market analysis 
 
This list presents the main indicators used in the analysis of merger cases. It is not exhaustive 
as other indicators may be added based on the case analysis. 
 
• Market shares, HHI, Number of players in the market. 
• Cross-price elasticity i.e. product differentiation.  
• Switching cost for consumers such as transport costs and long term contracts.  
• Production capacity on the market. 
• Size of the market and its growth potential such as sales forecast. 
• Scale economies, stocks of product. 
• Prices, availability of public information on price. 
• Size of clients, commercial weight of clients to the seller. 
• Entry and exit of firms, tariff barriers, sunk costs, role of reputation, number of IPR.  
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