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Preface
PREFACE
This study was commissioned by the European Commission’s Directorate-General Growth
(previously Directorate-General Enterprise and Industry) to look into the cost of the
cumulative effects of compliance with European Union (EU) legislation for small and mediumsized enterprises (SMEs). In particular, this involved developing an appropriate methodology
to assess the costs of cumulative effects of compliance with EU law, considering the situation
of European SMEs as regards compliance costs in five sectors, and assessing the effects of
compliance in five sectors and nine EU Member States.
To carry out the assignment the study team undertook a wide-ranging literature review and
interviewed 250 SMEs and 54 industry associations, industry regulators and European
Commission officials.
The report is structured as follows: after the Executive Summary, there is an introductory
section that sets out the objectives of the study, key definitions, the approach and the SME
policy context. The second section deals with methodological matters and presents the
recommended methodological framework for carrying out studies on cumulative costs.
Section three presents the results of the sector studies and the final section the overall
conclusions and recommendations. There are several appendices containing detailed
information pertaining to the literature review and design of the research, the selection of
countries and sectors, the relevant legislation, country and sector reports, as well as a list of
organisations interviewed.

This report was prepared with the financial assistance from the Commission of the European
Communities. The views expressed herein are those of the Consultant, and do not represent
any official view of the Commission.

The following organisations contributed to the study led by CSES: Panteia (Netherlands), The
Small Business Research Centre, University of Kingston (United Kingdom); Praxis Center for
Policy Studies (Estonia); Institut für Mittelstandsforschung (IfM) (Germany), VVA Europe
Valdani, Vicari & Associati (Italy), EIM University of Maribor (Slovenia), Oxford Research AB
(Sweden), VVMZ (Slovakia); and, Blomeyer & Sanz (Spain).
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Executive Summary
EXECUTIVE SUMMARY
Summarised below are the main findings, conclusions and recommendations from the
study, ‘Cost of the cumulative effects of compliance with EU law for small and mediumsized enterprises (SMEs),’ undertaken in 2014-15 for the European Commission.
The study concluded that there is no single universal methodology to assess the costs of the
cumulative effects of compliance with European Union (EU) law. While the Standard Cost
Model (SCM) and Cost driven Approach to Regulatory burden (CAR) provide the most reliable
results, research needs to be clearly limited and focused (in terms of numbers of pieces of
legislation). Even then, these can only partly answer the questions raised by cumulative cost
studies. The toolbox on page 25 of the study gives an overview to when and in what kind of
study one could use best the Standard Cost model, the CAR-methodology and other
instruments.
Sector research found that cumulative costs influence a range of enterprise operations by
for example, increasing costs for innovation, adoption of flexible employment practices,
and market entry and expansion. However, interviewees and survey respondents often
considered the cumulative costs of EU legislation to be acceptable, because EU laws’
requirements generally reflect and codify common sense or standard business practice. In
addition, Member State interpretation, implementation and enforcement-related practices
constitute an important source of cumulative costs and undermine the EU level playing field.
This summary first sets out the objectives, definitions and scope of the study. Then the
economic importance and policy context of SMEs in Europe is outlined. This is followed by a
description of the approach to the study. The last three sections set out findings as regards
the three objectives of the study.
1.

Study Objectives, Key Definitions and Scope

The objectives of this study were to:


Develop an appropriate methodology to assess the cost of the cumulative effects of
compliance with EU law for Small and Medium-sized Enterprises (SMEs);



Identify and analyse the status of SMEs in Europe regarding costs of compliance
with EU law and national implementation and application in five sectors;



Assess the cumulative effects of compliance with various types and scopes of
regulation on individual SMEs in specific economic sectors, and compare the cost in
different countries.

Sections four, five and six below provide a summary of findings as regards the three study
objectives.
Key terms used are defined as follows:
In this context, 'EU law' refers to EU Directives and Regulations. Directives must be
transposed into national law and require national implementation measures to be
developed. These can include measures taken to amend or modify regulatory obligations at
national and sub-national levels.

i
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In this study, the term ‘cumulative effects’ encompasses compliance with multiple pieces of
EU legislation, how this leads to cumulative effects and costs for enterprises (distinguished
from costs linked to complying with individual pieces of legislation) and how this affects SME
behaviour. Secondly, the definition considers how national and sub-national authorities
implement EU law, i.e. the extent to which legislation ’accumulates' at various legislative
levels. Finally, the definition of cumulative costs relates to the overall amount of (EU)
legislation and effects on SMEs over time.
The definition of SMEs used, in accordance with EU Recommendation 2003/61, is based on
the number of employees and either turnover or balance sheet total. In this study, the
number of employees determines whether an enterprise is an SME and whether it is a
micro-enterprise, a small, or a medium-sized enterprise.
2.

Context - SMEs in the European Economy

SMEs contribute majorly to growth and employment in the European Union (EU)1. In light of
their importance, they are at the heart of EU policy. Key policy instruments to support SMEs
relevant to this study include the Small Business Act of 2008 (SBA), the Europe 2020 Strategy,
and the Regulatory Fitness and Performance Programme (REFIT).
A key theme underlying these policies is the need to ensure that the regulatory environment
is supportive of SMEs and does not hinder their growth and development. This is enshrined in
the ‘Think Small First’ principle in the SBA, which seeks to ensure that legislators consider
effects on SMEs when designing legislation (the ‘SME test’). It is also central in the
combination of regulatory improvements with new orientations in major EU funding
programmes (SMART growth), and in ‘fitness checks’ under REFIT, aimed at making EU law
lighter, simpler, less burdensome and costly to implement, and generally fit for purpose.
3.

Study Approach

The study involved a combination of desk research (a review of literature is provided in
Appendix A), 54 interviews with industry associations, industry regulators and European
Commission officials, and an interview programme with 250 SMEs.
Costs were categorised according to the Standard Cost Model (SCM)2, i.e.:


Familiarisation costs (those incurred in the course of developing an understanding of
legislative requirements);



Adoption costs (costs of making required changes to comply with legislation);



Administrative costs (carrying out the administrative obligations required by the
legislation). A key task in the research was to distinguish between the costs that
would incur even without legislation, i.e. “business as usual costs,” and those only
incurred to meet legislative requirements, or “administrative burden.”

1

99.8% of non-financial enterprises in the EU are SMEs, and 66.9% of employment in the non-financial
business sector is by SMEs (Source: European Commission: A partial and fragile recovery, Annual
Report on European SMEs, 2013/2014, p.15.) See below section 1.4 for more detail.
2
SCM Network, International Standard Cost Manual; European Commission (2009), Impact
Assessment Guidelines, Annex III
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This study distinguished between legislation which is sector-specific (‘vertical‘) and that
which is applicable to firms in general (‘horizontal‘) such as business or employment law.
Appendix C summarises and describes the relevant general EU legislative frameworks and the
legislation for the sectors selected.
In order to obtain more insight into the effects of cumulative costs, the study looks at how
costs accumulate when businesses undertake specific business decisions (‘events’), and
what the impacts of cumulative costs are on those ‘events.’ The ‘events’ are: employment;
exporting to an EU Member State previously not exported to; new product development;
investment in new buildings, plants, machinery or equipment; and, ’other’, i.e. events that
respondents considered important.
In terms of scope, the study focused on nine EU Member States and five economic sectors.
The Member States are Estonia, Germany, Ireland, Italy, Poland, Slovakia, Slovenia, Spain and
Sweden. The sectors are bakeries (food manufacture), construction (residential and nonresidential), electrical equipment, information and communication technology (ICT) services
and retail (of bakery products). The rationale for the selection of these countries and sectors
is explained in Appendix B.
4.

Methodological Framework for Future Studies

As regards the first objective of the study, it was concluded that there is no ‘one-size-fitsall’ methodology for studies on the cost of the cumulative effects of EU legislation. Very
little work has been published regarding cumulative costs and effects. A review of literature
found that four different types of studies have been used to assess costs and effects arising
from legislation: business perception surveys, cross-country comparisons, compliance
cost/benefit studies, and qualitative studies.
The literature review concluded that the ‘Compliance Cost/Benefit Study’ study category is
the most suitable approach. It includes the Standard Cost Model (SCM) used by the
Commission and the recently developed Cost driven Approach to Regulatory burden (CAR).
Detailed quantitative information from the SME about the steps involved in compliance for
each piece of legislation is needed. This requires a very lengthy and detailed interview (or
more than one) with each firm. Many SMEs are not willing to devote the time to this type of
research.
In addition, previous research suggested that an in-depth interview approach offers a
better way of capturing some longer-term dynamic effects of legislation. This applies
especially to aspects of an SME’s activities such as market entry, productivity and
competitiveness, innovation, enterprise growth and development. It also affects those
associated with future regulatory requirements. Overall, a combination of compliance cost
and qualitative approaches would achieve the best results in future studies.
Based on the literature review and the findings of this research, the conclusion is that there
is no single, overall, one-size-fits-all methodology to deal with all the questions related to
the cost of cumulative effects. It is preferable to have an overall methodological
framework. Within it, different types of studies can be conducted depending on the nature
of the enquiry. Specifically, the design of a given methodology for a particular assignment will
depend on the type of study and research tools best suited to the topic (section 2.2.5
provides guidelines for a toolkit to use in this respect). Simultaneously, there should be
common elements so that findings from different studies can be compared.

iii
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The proposed methodological framework allows a flexible approach to deal with the
heterogeneity of SMEs and larger businesses. It proposes a combination of different study
types and research tools to deal with different kinds of costs of cumulative effects research.
The specific combination will depend on the questions asked.
The proposed methodological framework consists of 13 key steps with differing emphases
placed on the steps depending on the nature of the study being undertaken. In summary,
they are:
Key Steps – Methodological Framework
1.

Clearly Identify the subject matter and specific study scope, which could be a single
piece of legislation, legislation present in a specific sector or sub-sector(s), a type of
legislation (e.g. environmental), an activity (e.g. manufacturing), products or
services.

2.

Identify, list and map the legislation relevant to the specific study to identify the
obligations.

3.

Carry out a detailed sector or (sub-sector) analysis (as appropriate to the scope and
objectives of the study).

4.

Identify sources of additional costs arising from national/regional legislation.

5.

Identify relevant enforcement regimes, modes of enforcement and related costs.

6.

Select a sample of key ‘events,’ areas, activities or product groups, depending on the
nature and scope of the study, where there are significant amounts of legislation to
focus on.

7.

Analyse the potential effects of legislation in relation to each of the chosen focus
areas.

8.

Distinguish between direct financial costs, compliance costs (including substantive,
administrative and burden costs), and long-term structural costs.

9.

Distinguish between initial-impact costs – adjustments when the legislation is
introduced – and ongoing, routine costs.

10.

Estimate cumulative costs and identify where these costs have additive impacts,
diminishing marginal impact (DMI), and increasing marginal impact (IMI).

11.

Identify compliance cost reduction potential.

12.

If appropriate for the study, scale up the results as required.

13.

Validate the results of the study through consultation with experts.

In order to support the practical applicability of the recommended methodological
framework, a toolbox provided in section 2.2.5 (Table 2.4) gives guidance regarding the
specific types of studies, research methods for assessing types of cumulative costs, and
relevant research tools:


For assessing cumulative costs at enterprise level, enterprise-level interviews using
compliance cost studies (e.g. SCM or CAR) complemented by in-depth interviews with
firms and regulatory bodies and industry associations are more important.

iv
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For studies dealing with national implementation-related cumulative costs, the
emphasis should be on desk research and in-depth interviews with industry
regulators, associations and experts.



For studies looking at the effects of compliance costs over time, desk research and indepth interviews with experts and businesses might be most appropriate.

Key points
There are some points to stress about applying the overall methodological framework:
Firstly, there needs to be a clear definition of the term ‘cumulative effects’ as there are
different interpretations of the term among enterprises, industry associations and public
authorities. This is achieved in this study by defining the term as encompassing three key
dimensions: (i) the effects arising from the need to implement different pieces of legislation;
(ii) the effects than can be associated with multiple layers of government; and (iii) the
accumulation of effects over time (see section 1.2).
Secondly, given the complexity of the subject matter, a purely survey-based methodology
is unsuitable. There are several reasons for this. It is difficult to elicit a satisfactory response
from businesses, especially SMEs. Many questions associated with an investigation into the
costs of cumulative effects arising from EU laws cannot be easily researched without being
discussed in detail with the businesses. SMEs overall also do not have sufficient knowledge of
legislation and its origins to be able to distinguish between EU and national laws. This is
especially true in ‘grey’ areas where, alongside implementation of EU legislation, additional
national legislative elements may have been added. In addition, as the literature review
highlighted, many of the alternative approaches taken on their own also have shortcomings.
For these and other reasons, this study tested an approach that combined different types of
studies and research tools but put the emphasis on more in-depth research through an
interview programme with SMEs (see section 2.2.2).
Thirdly, generating enough SME contacts for an in-depth interview programme requires a
large-scale screening exercise. For this assignment, 16,000 SMEs had to be contacted to
generate 250 interviews. A screening exercise of this sort is necessary, especially if industry
associations cannot be relied on to help identify SMEs for the research (see section 2.1).
Fourthly, distinguishing between how firms of different sizes manage regulatory
compliance needs more emphasis. A distinction should be made between micro, small and
medium-sized enterprises, rather than treating SMEs homogenously in terms of the capacity
to familiarise themselves with regulatory requirements and comply with administrative and
legal obligations (see section 2.2.2).
Fifthly, it is important to examine a time horizon beyond the present to assess costs of the
cumulative effects of compliance. Additional costs and effects (positive and negative) that
may shape development of an enterprise or sector’s future, or parts of it, may emerge over
time that are not immediately apparent in a static cost study (see section 2.2.3).
Sixthly, dynamic elements should be added to SCM methodology to identify behavioural
responses to legislation (feedback loops), and ‘psychological’ costs should not be
neglected. Linked to the identification of dynamic elements, assessment of cumulative costs
cannot be completely independent of the assessment of effects. In time, effects can either
amplify negative aspects of cumulative costs (e.g. inhibit market development and growth) to
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be considered as a further cost, or they can contribute to development (e.g. by facilitating
exports), mitigating cumulative costs (see section 2.2.3).
Other considerations
Given the practical challenges involved with studies to assess the costs of cumulative
effects, the recommended methodological framework includes practical suggestions on
how studies should be conducted (see section 2.2.5). The most important among these is
the need to define the scope of such studies very clearly, so that they focus on specific issues
that can be researched in a way that provides meaningful results. As the scope expands and
more pieces of legislation are included, the robustness of the research findings is likely to
decrease (see also case study 2.1). There is a trade-off between the scope of study and
reliability of results due to increasingly complex interaction between pieces of legislation as
scope widens.
The proposed methodological framework has certain strengths. Those strengths include
detailed research that can reveal a great deal about how cumulative costs emerge, what
these costs are made up of, how they can affect firm behaviour and the development of the
industry overall. There is also scope for flexibility within the overall framework that allows
application of different types of studies using various research tools to help investigate the
wide range of questions to be asked about cumulative costs.
Regarding weaknesses, there is the issue of how robust and representative results based
on a relatively small number of in-depth interviews are. The SCM does not aim for statistical
representativeness. In some situations, it may be possible to validate findings with a larger
survey group. However, if the larger group being surveyed does not have a better
understanding of the subject matter than the smaller group, this follow-up survey may not
add anything more robust to findings based on a smaller sample. If a group of experts
validates findings, criticism of lack of representativeness remains.
The question of representativeness of results based on low sample numbers in large
populations is compounded by data collection problems. It can be very difficult to obtain
responses from SMEs, and researchers collecting data must be highly knowledgeable about
the legislation and SME business operations. This is particularly challenging given the wide
range of legislation affecting an enterprise (or other organisation). It is also likely that the
interviewee is not fully aware of all the legislation. To be thorough, field-based interviews
could be required that take anything from a few hours to a whole day per enterprise,
depending on the nature and the complexity of the organisation and topic being researched.
5.

SMEs in Europe and compliance costs arising from EU law and national
implementation and application in five sectors

In this section the findings as regards the second objective are summarised. We identify and
analyse how different kinds of cumulative costs arise for SMEs in Europe through
compliance with EU law and its national implantation in the sectors selected, and what the
sector–related factors are that influence cumulative costs.

vi

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Executive Summary
5.1

How different kinds of cumulative costs arise

The research indicates that cumulative effects associated with EU legislation arise in several
different ways:
Firstly, cumulative effects can arise from the need to comply with different pieces or types
of legislation. This includes sector-specific, product safety, employment, health and safety,
environmental, and business-related legislation. Cumulative effects arise because an
individual SME must comply with many separate pieces of legislation. In addition, there is a
need to comply with changes in legislation and in harmonised technical standards that,
though voluntary, are commonly used to achieve compliance with ‘essential requirements’
set out in EU law.
Secondly, cumulative effects also occur due to differing practices with regard to regulatory
implementation, monitoring and enforcement. Though there were only a few examples of
gold plating3 identified by the research, other types of compliance costs arise. Member States
introduce additional or divergent requirements into public procurement procedures (e.g.
affecting the ICT and construction sectors). Divergence between countries due to varying
interpretations of EU legal requirements arises in the transposition of European Directives
into national legislation (e.g. maximum or minimum harmonisation).
Additional burdens can also arise due to how the implementation of EU regulations is
monitored and enforced at the national level. SME and industry associations acknowledged
that progress has been made towards the goal of a fully harmonised legislative environment
in the Single Market (for instance, through the adoption of a common EU framework to
strengthen market surveillance in 20084 and 20135). Nevertheless, SMEs in some countries
are more likely to be subject to additional checks than in others, which undermines the
notion of a level playing field to some extent.
Thirdly, legislation accumulates over time, and the way legislation impacts enterprises can
change over time. Regulatory requirements can be introduced over time, but as an
enterprise adjusts to new circumstances, additional aspects of the legislation may become
relevant, creating new burdens. Conversely, routines are adapted and compliance is built into
everyday procedures, reducing perceived impact.
There are also sector-specific factors that influence the emergence of cumulative effects
and costs. These are the result of sector structure and integration, firm size and
predisposition to compliance. Individual country context also has an impact (see 5.3 below).
Quantifying the cost of the cumulative effects of EU law is difficult because it arises at the
EU level, but is implemented nationally at different levels of governance. Moreover, in
some Member States and sectors, despite cumulative effects leading to increased compliance
costs, this is seen in a positive light (e.g. in Germany the use of more demanding construction
3

In this study, “gold-plating” refers to situations in which national requirements differ from
requirements of EC directives, and refers to “cost-adding” gold-plating, as opposed to neutral or costreducing gold-plating (Bertelsmann Stiftung, 2006, International benchmark of administrative burdens
related to selected EC Directives in the Netherlands, Germany and Denmark, p.10).
4
Regulation (EC) No 765/2008 of the European Parliament and of the Council of 9 July 2008 setting out
the requirements for accreditation and market surveillance relating to the marketing of products.
5
Proposal for a Regulation on market surveillance of products (COM(2013)75).
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industry standards than that required under EU law). In other Member States, similar
cumulative effects are seen negatively (e.g. in the Spanish construction industry, the same EU
standards are seen in a negative light).
5.2

Cumulative costs at SME and sector level

This sub-section summarises the study’s findings concerning cumulative costs and effects
from a sector point of view. This is done in terms of the three types or dimensions of
cumulative effects and costs: those resulting from compliance with multiple pieces of
legislation; those resulting from the different ways in which national and sub-national
authorities implement EU law; and, those resulting from the building up of the overall
amount of EU legislation over time. These are discussed in turn.
5.2.1

First dimension - cumulative effects and costs of compliance

The paragraphs below summarise findings as regards compliance with multiple pieces of EU
legislation (distinguished from costs linked to complying with individual pieces of legislation),
how this leads to cumulative effects and costs for enterprises and the effects on SME
behaviour.
There are significant differences in the levels of compliance costs that SMEs incur, and in
how they respond to legislation. These costs are dependent on legislation in the sector, the
structure of the sector, the enterprise’s size and predisposition to compliance, and the
prevailing national enforcement regime. These interrelated factors generate a wide range of
behavioural outcomes ranging from very strict to very lax compliance.
At the sector level, the bakery, retail of bakery products, and ICT services sectors have little
awareness of or preoccupation with cumulative costs (except for enforcement-related
concerns in Spain). There is some awareness in electrical equipment and more awareness
in construction. Overall, enterprises and industry associations tend to identify other factors
(such as the supply of appropriate staff, availability of finance and tax levels) as being of
much greater relevance for business operations than cumulative costs arising from
legislation.
A wide range of SMEs experience positive effects of EU legislation. EU legislation is
considered to have raised standards across a broad swathe of SMEs, from building companies
in Slovakia to bakers in Ireland. It is also clear that, in some parts of every sector in this study
(electrical equipment, construction, ICT services and bakery sectors are prime examples),
market behaviour imposes higher and costlier compliance requirements than EU law. In
these instances, companies wishing to access a market in another EU Member State must
comply with industry standards that are over and above those specified in EU legislation.
A further factor is that many of the costs arising from EU law would be incurred by SMEs
anyway. The survey asked respondents, “How do you think the costs imposed by legislation
affect your business?” Most SMEs responding to the survey said that the various
requirements would have been undertaken anyway (33% agreed, ‘very strongly’, 28%,
‘strongly’). Differences between sectors exist in this respect. Survey findings suggest that a
substantial proportion of the costs, including those related to cumulative legislative effects,
are part of normal business expenditure.
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Many SMEs see compliance with EU laws as simply good business practice. For example, in
bakeries, ‘wearing a hair-net and gloves and keeping everything clean and hygienic,’ as one
respondent put it, is a sensible business practice the law also requires. Many small businesses
tend not to document all the steps taken to comply with EU laws unless inspected and
required to do so because they integrate these practices in their everyday business
processes. Many elements of product safety testing are ‘business as usual’ costs in the
electrical equipment sector because they are an integral part of quality assurance and
testing. Many enterprises would undertake them to manage reputational risk regardless of
whether EU law was in place or not.
5.2.2

Second dimension - EU/Member States

The second dimension of cumulative costs and effects considers how national and subnational authorities implement EU law, i.e. the extent to which legislation ’accumulates' at
various legislative levels.
Cumulative costs can arise from differences in the implementation of EU laws by national
authorities during national transposition. Costs vary because minimum or maximum
harmonisation approaches are implemented, which may undermine the level playing field in
the EU’s Internal Market. In the ICT sector, there are differences in national interpretations of
data protection legislation, which has implications for ICT firms in most of the countries
covered by the study. Different levels of government may have varying competencies for
specific aspects of legislation in different Member States. This means that costs of
compliance differ. National authorities may enforce legislation diversely, with testing and
inspection frequencies varying between Member States.
Member States, rather than the EU, are often a source of further regulatory burdens for
SMEs from EU legislation. This can occur through ‘gold-plating’ during national transposition
processes (e.g. the interpretation of legislation in an inflexible or unintended way, and
variations in standards, as in the case of construction products). Additional requirements are
written into national legislation in public procurement and further variations are
introduced during individual procurement procedures. Based on the research, this appears
to be particularly the case in the construction sector (although also found in electrical
equipment and ICT services). There are also other drivers generating costs from the
cumulative effects of legislation beyond the potential for ‘gold-plating’ during transposition
processes. This includes the possibility of further requirements being introduced in Member
States where legislation passes through multiple governance levels (e.g. due to the existence
of a regionalised national regulatory structure).
Different legislative instruments influence the extent of cumulative effects and costs. From
the EU perspective, there could be advantages in implementing more legislation through
Regulations rather than Directives. This could reduce the scope of divergence in national
implementation within and between countries. However, a change of this sort would not
fully eliminate differences in national implementation. Even with Regulations, differences can
arise in interpretation which must be resolved by the European Court of Justice (e.g. in the
case of the REACH Regulation and the definition of ‘articles’). Regulatory divergence not only
relates to ‘gold-plating,’ but can stem also from different interpretations of legislation.
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However, Regulations minimise SMEs’ administrative burdens since they reduce unnecessary
complications from different interpretations between Member States.
Imposition of onerous, overly frequent national testing and inspection to monitor
compliance with EU law sometimes exacerbates its cumulative effects and costs. In our
research, this problem was more burdensome than ‘gold-plating’ EU legislation during the
transposition process. Though legislation may be of EU origin, a challenge for EU
policymakers is that Member States are responsible for national in-service and inspection
regimes (e.g. monitoring and enforcement of employment, health and safety and product
safety law).
5.2.3

Third dimension - Cumulative effects of EU legislation over time

The third dimension of cumulative costs and effects relates to the overall amount of (EU)
legislation and effects on SMEs over time.
The costs of the cumulative effects of EU legislation can accumulate over time but evidence
is very mixed as to whether EU legislation compliance costs are incremental due to its
gradual accretion. Three important points emerge from this aspect of the research.
Firstly, a large percentage of SME respondents indicated they did not know if requirements
they must comply with have become more or less burdensome or more costly (or less) over
time. This is because either they do not know the legislation sufficiently well to comment, or
they have not been in the business long enough to have a view of developments over time.
Secondly, a relatively small proportion of SMEs consider EU legislation to have become less
burdensome and costly. Mentioned in the bakery sector were Hazard Analysis and Critical
Control Point (HACCP) systems that made compliance easier and reduced costs. Outside
employment law, there is balance between SMEs who consider EU legislation more
burdensome and costly, and those argue it has stayed the same. In the case of employment
law, the view is that it has become less burdensome and costly.
Thirdly, the costs of compliance with individual pieces of legislation tend to diminish as
SMEs become more familiar with requirements. EU Compliance costs tend to peak within
the first five years or so of legislation coming into effect. So, as more legislation becomes
applicable, cumulative effects are mitigated. Well-established legislation is generally easier
and less burdensome to comply with as SMEs gain familiarity with earlier legislation.6
5.3

Sector factors influencing cumulative costs

The sector analyses show that various sector-specific factors underlie the emergence, extent
and effects of cumulative costs. These are:
Firstly, the structure and nature of the industry, including the degree of integration –
vertical and horizontal – is an important factor influencing the extent of cumulative costs.
In industries with many micro-enterprises, for example, levels of inspection and compliance
tend to be lower (e.g. bakeries or retail of bakery products). On the other hand, in the
6

For example, monitoring working hours for the Working Time Directive was perceived as highly
burdensome when introduced, but many SMEs are familiar with the legislation and have electronic
time-keeping systems for internal management purposes. So the legislation has arguably become less
burdensome over time.
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electrical equipment sector, enterprises tend to be larger and there is greater visibility and
likelihood of inspection.
Secondly, a further factor influencing the extent and effect of cumulative costs is the
industry supply chains and their degree of integration. In the electrical equipment sector,
supply chains are relatively long and monitored by the integrator, who is responsible for
ensuring a fully compliant product. Similar forces are at work in some aspects of retail and
construction as well, so market forces are strong drivers of compliance, independent of
public sector intervention. By contrast, for a small local bakery in a country with many such
bakeries, it may be possible to maintain a low profile with respect to inspection and
enforcement. If the firm is part of a highly integrated supply chain, this cannot happen.
Thirdly, firm size influences compliance costs. Medium-sized enterprises have higher
visibility in the market and therefore tend to be inspected more regularly by authorities
than microenterprises or small enterprises. Larger SMEs are also generally more concerned
with regulatory compliance from a risk management and reputation management
perspective since non-compliance can lead to substantial losses. For example, they might
have to stop production or suffer damage to their reputation due to a negative inspection or
testing result. This could then have knock-on effects with customers and future sales.
Businesses develop and implement systems to ensure compliance with EU law. Examples
include preparing guidelines and risk management tools, developing monitoring processes,
ensuring compliance with the Working Time Directive, hygiene and health and safety
training, and record keeping. Additionally, larger firms tend to have more developed internal
systems. Business is conducted on a more impersonal and market-based basis than in micro
or small firms (often family businesses), where personal relationships developed over time
are often more important.
Micro and small firms generally have a less formalised predisposition to regulatory
compliance than their medium-sized or large counterparts do. Given the complexity of
familiarisation tasks and the need to maintain detailed records, complying with EU law ‘to the
letter’ is not considered a realistic option by many micro- or small firms. Instead, they either
try to do what is considered reasonable to achieve a minimum level of compliance or make
no effort to comply at all. However, this is harder to do in some sectors than others. SMEs we
interviewed commented that when they do comply, their compliance costs are comparatively
high. This is because they cannot spread specific compliance costs (e.g. product testing and
conformity assessment) across large unit volumes, as larger firms do. Therefore, compliance
costs per unit should be given greater attention in future cumulative cost studies.
In addition, specific-country contexts have a bearing on the extent of cumulative costs
incurred by SMEs. Relevant factors include country size (which affects the size and structure
of the industry, the size of the labour supply, and the size of the local and regional market),
how legislation is implemented (different levels of government), and enforcement (business
culture, assessment of risks). However, different drivers may be more relevant in determining
cumulative costs in a given country. For example, in the steel and aluminium sectors, the role
played by the energy trading system and electricity contracts is critical. Significant differences
in the costs of cumulative compliance effects with EU legislation between sectors and
countries in this study arise from the factors identified above
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6.

Cumulative effects of compliance with regulation on individual SMEs in specific
economic sectors and a comparison of costs in different countries.

This section summarises the findings as regards the third objective of the study: to assess the
cumulative effects of compliance with various types and scopes of regulation on individual
SMEs in specific economic sectors, and compare the cost in different countries. First the
cumulative effects of compliance are assessed, then sectors are compared and comments
made as regards country comparisons.
6.1

Cumulative effects – positive and negative impacts

Individual SMEs of a comparable size can be very differently affected by compliance costs,
as the case studies on the bakery sector make clear. However, as pointed out in 5.3 above,
there are sector-specific factors that limit the extent to which compliance costs can vary
between similar firms within a given sector.
There are not only negative, but also positive consequences of cumulative costs.
Where negative effects are concerned, in addition to the actual costs themselves and their
effect on cost levels in the sector (and potentially competitiveness), research found that
there are many instances where management time is taken up by compliance activities.
Activities like familiarisation (information searches), adaptation (training) and administration
(including burdensome actions such as record-keeping and public reporting) reduce the
amount of ‘productive’ time available to a business.
Cumulative costs can constrain SMEs from extending their markets, growing and
developing. Several examples were identified in the sector studies. These included: micro
bakeries in Ireland that want to grow; ICT services firms that want to extend their
employment to part-time, home-based work; bakeries wanting to set up their own retail
outlets; electrical equipment manufacturers that want to enter other EU markets; ICT
services companies bidding for public sector contracts in other EU countries; and engineering
companies that want to move into residential construction.
Cumulative costs can also add to product development costs in SMEs that want to respond
to short-term market trends but must carry out time-consuming and costly tests. Local
decisions regarding enforcement can also lead to higher compliance costs in some Member
States than others, or even in different parts of an individual Member State. These costs
constrain the flexibility of SMEs and restrict their ability to expand. The medium- and longterm consequences of such constraints can negatively affect development of the industries.
The most pervasive positive effects on SMEs of compliance with regulatory requirements are
improvement of working conditions, hygiene and standards, and consumer confidence in
products and services. The effect of costs varies between sectors (especially in terms of
short-term adjustments). However, 45% of enterprises across sectors indicated long-term
costs are negligible and incorporable into product design. Positive effects also arise from a
clearer regulatory environment and ready access to EU export markets for compliant firms.

xii

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Executive Summary
6.2

Sector comparisons

As regards comparing sectors, the table below sets out our assessment of how they rank in
terms of the costs of the cumulative effects of compliance with EU law (5 being the highest
and 1 the lowest).
Sector ranking - costs of the cumulative effects of compliance with EU law
Sector
Rank
Rationale
Electrical
5
Compliance costs can be high but are often one-off and stem
equipment
High
from EU legislation specific to electrical equipment (‘vertical‘),
such as mandated conformity assessment procedures in
product safety testing, Ecodesign requirements, etc. There is
not a great deal of scope for non-compliance, given the
integrated nature of the industry and the hazardous inputs
involved (electricity). Enterprises tend to be relatively large and
therefore attract more compliance and legislation, so the sector
tends to have the highest costs of cumulative effects of
compliance.
Construction
4
Compliance costs tend to stem from legislation of a ’horizontal
High
nature’ such as health and safety, waste disposal and transport
legislation. Costs also arise from ’vertical' legislation such as
construction product and building design laws (e.g. energy
efficiency). This combination creates a wide-ranging mix of
compliance costs that readily accumulate. There are differences
between Member States regarding implementation and
enforcement, which adds further effects. Public procurement
legislation and ’business' legislation related to payment terms
also increases cumulative costs.
Bakeries
3
Overall, compliance costs are moderate to low. There is not a
Moderate great deal of onerous sector-specific legislation (hygiene,
labelling). Costs mainly arise from meeting EU health, safety
and employment standards. HACCP, documented and fully
implemented, can impose significant costs, but it appears there
is scope for less than full compliance in the large number of
micro firms in the sector.
Retail
of
2
Costs generated by compliance in this sector are low. As with
bakery
Low
bakeries, the main types of legislation apply to firms in all
products
sectors and there is little sector-specific legislation. There is no
sector-specific legislation that is particularly onerous, other
than, possibly, fully documented HACCP systems.
ICT services
1
Compliance costs are low since there is no sector-specific
Low
legislation. Costs mainly arise from EU health, safety and
employment rules, most of which are applicable to firms in all
sectors. However, the Data Protection Directive (including safe
storage of data and secure transmission) imposes some costs
that could incur wider ranging adaptation costs. Micro and
small firms may not always be in compliance.
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6.3

Country comparisons

The study identified four factors that determine the level of costs of the cumulative effects
of compliance between Member States.


The first factor is cost levels within Member States themselves, reflected in price
levels in their product, service and factor markets. For example, country differences
exist in the price of hotel accommodation for employees undergoing training in food
hygiene as part of a four-day off-site workshop, or in the cost of an ICT services
consultant in Estonia (as compared to Sweden or Slovenia).



The second factor relates, at a country level, to the extent that national and subnational bodies are involved in the modification of EU-originated legislation. It is
possible to argue that countries with multiple levels of administration (such as Spain)
generate higher cumulative costs. However, the research has also found that even in
more centrally governed countries such as Ireland or Slovakia, there is evidence of
cumulative costs in areas such as public procurement. So while there is a
predisposition for larger Member States with multiple levels of administration to
generate more cumulative costs, this does not mean that smaller Member States
with less levels of administration will necessarily generate less.



In the third place, Member States have different approaches to enforcement, again
potentially an additional source of cumulative costs. Evidence from the research
reinforces the conclusion that the more levels of government are involved in
enforcement (e.g. in Spain – bakeries and electrical equipment sectors), the higher
the cumulative costs of legislation.



A further factor influencing levels of cumulative costs is industry structure in terms
of the breakdown of firms by size categories and integration in industry supply
chains. Compliance varies by firm size and sector, but integrated sectors with
relatively larger average firm sizes (in terms of employment) have higher levels of
compliance (e.g. electrical equipment). Higher compliance means higher costs and
cumulative costs.

Based on the above considerations, it is not possible to generalise regarding levels of
cumulative compliance costs between Member States except to say that those with larger
firms and more levels of government will tend to have higher costs. The sector findings in
section three of the report present inter-country comparisons at the sector level.
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INTRODUCTION

In this section, we set out the objectives of the study on the ‘Cost of the cumulative effects
of compliance with EU law for SMEs’ undertaken for the European Commission in 2014-15.
We provide definitions of key terms and explain why SMEs are so important to the
European Union’s economy. A summary of EU policies on SMEs is presented, followed by
an explanation of the report’s structure.
The second section of the report deals with methodological issues. The approach to the
study is set out, and a methodological framework for carrying out studies on the costs of
cumulative effects of compliance with legislation is described. On the basis of a review of the
types of study that have been use to assess costs of compliance (section 2.2.2) and the
findings of this study it is concluded that there is no single universal methodology for
cumulative compliance cost studies. The Standard Cost Model (SCM) and the Cost driven
Approach to Regulatory burden (CAR) provide the most reliable results for clearly limited
and scoped research (in terms of numbers of pieces of legislation). However, they can only
partly answer the questions raised. Hence, the use of a framework within which specific
methodologies for specific issues can be designed. A toolbox to help in the design of a
methodology for a particular type of study is also presented (section 2.2.5).
Section 3 presents empirical research findings carried out in five sectors in nine Member
States. Each sector study first sets out key data relating to the sector, identifies the main
legislation present and types of compliance costs incurred (in terms of the SCM categories of
familiarisation, adaptation and administrative costs). Cumulative costs and cross-country
comparisons are made and assessed in terms of business operations, industry structure, and
the enforcement regime. Selected case studies provide further illustration of the nature and
effects of cumulative costs. The research found that cumulative costs could act as a
disincentive to innovation, as costs can rapidly increase when new functionalities are added
that cannot be absorbed by economies of scale. An example of this is included in the
description of innovative bakeries (p.39 and p.99). Adoption of new flexible employment
solutions can be put-off by the presence of high cumulative costs (p. 87). Firms may put off
expansion in order not to become subject to additional legislation and inspection (p.46).
Entry into new related markets (e.g. from engineering to building construction) can also be
costly and put companies off from doing so (p.58). Interviewees and survey respondents,
however, often considered cumulative costs of EU legislation acceptable because EU
requirements generally reflect and codify common sense and standard business practice
(chart 3.2.1 and p.38, p.54 and chart 3.3.1). Furthermore, Member States’ practices related
to interpretation, implementation and enforcement have been found to constitute an
important source of cumulative costs that undermine the EU’s level playing field (p.55,
p.73, and p.83).
Section 4 makes conclusions and recommendations.

1
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Study Objectives

The objectives of this study were to:


Develop an appropriate methodology to assess the cost of the cumulative effects of
compliance with EU law for Small and Medium-sized Enterprises (SMEs);



Identify and analyse the status of SMEs in Europe regarding costs generated by
compliance with EU legislation and national implementation and application in five
sectors;



Assess the cumulative effects on SMEs of complying with various regulatory
requirements incumbent on individual companies in specific economic sectors, and
compare the cost in different countries.

The study focused on nine EU Member States and five economic sectors. A much larger study
was originally planned encompassing all EU Member States and more economic sectors.
However, the Commission decided that a more limited study should be carried out to test
methodologies that could subsequently provide the basis for a large-scale study. Therefore,
this assignment had many features of a pilot study.

1.2

Definitions

In order to ensure a common understanding of key terms, a number of definitions of used in
this study are provided below:
'EU law' refers in this context to EU Directives and Regulations. Directives must be
transposed into national law and require national implementation measures. These measures
may include actions at different levels of national and sub-national administrations,
particularly as sub-national administrations may amend or modify regulatory obligations.
For the purposes of this study, the term ‘cumulative effects’ encompasses compliance with
multiple pieces of EU law, how it leads to cumulative costs (and effects) for enterprises and
how it affects SME behaviour (as distinct from the costs linked to complying with individual
pieces of legislation). Secondly, the definition takes into account how EU legislation is
implemented by national and sub-national authorities, i.e. the extent to which legislation
’accumulates' as it passes through various levels of a legislature. Finally yet importantly, the
definition of cumulative effects encompasses the overall amount of (EU) legislation and its
effects on SMEs over time.
The definition of SMEs used is that provided in EU Recommendation 2003/61. According to
this definition, the main factors determining whether an enterprise can be categorised as an
SME are the number of employees and either turnover or balance sheet total as set out in
the table below.
Table 1.1 Definition of an SME
Company category

Employees

Turnover

or

Balance sheet total

Medium-sized

< 250

≤ € 50 m

≤ € 43 m

Small

< 50

≤ € 10 m

≤ € 10 m

Micro

< 10

≤€2m

≤€2m
2
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These ceilings apply to individual firms only. A firm that is part of a larger group may also
need to include employee/turnover/balance sheet data from that group.

1.3

Structure of the report

In the rest of this introductory section, we examine the role of Small and Medium-Sized
Enterprises (SMEs) in the European economy and review some key EU initiatives to help
reduce the burden of EU laws.


Section 2 sets out the approach adopted for this study and the proposed
methodology for future studies;



Section 3 provides sector assessments in the following order: bakeries, construction,
electrical equipment, ICT services and retail (bakery products);



Section 4 contains a summary of key findings alongside overall conclusions and
recommendations.

The report is supported by appendices including a literature review, reports for each sector
covered by the study and a series of country reports.

1.4

Background - The Importance of SMEs in the European Union’s Economy

As is well documented, SMEs make a major contribution to growth and employment in the
EU. For these and other reasons, they were at the heart of the Lisbon Strategy and are
central to the Europe 2020 strategy, and the Horizon 2020 Framework Programme. SMEs
have a crucial role in the economy and are a key source of economic growth, dynamism and
innovation. They adapt quickly to changing market supply and demand situations. SMEs also
make a very important contribution to creating employment, helping to diversify economic
activity, and contribute significantly to exports and trade.
Number of enterprises
In 2013, there were 21.6 million enterprises active in the EU's non-financial business
economy, of which the vast majority were SMEs.7 The typical European firm is a micro firm,
meaning that is has less than 10 employees (92.4%, see Table 1.2). Compared to 2012, the
number of SMEs decreased by 0.9% in 2013.8

7

Strictly, enterprises employing less than 250 persons. For lack of data relating to the other criteria in
the SME Definition, this study follows the usual practice of taking these figures to represent the SME
sector.
8
European Commission: A partial and fragile recovery, Annual Report on European SMEs, 2013/2014,
p.6
3
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Table 1.2 Main indicators on SME in the non-financial business economy, EU28 (2013)

Enterprises

Employment

Value
added at
factor cost

Micro

Small

Number of
enterprises

19,969,338

1,378,374

Percentage

92.4%

6.4%

Number of
employees

38,629,012

Percentage

29.1%

20.6%

17.2%

1,362,336

1,147,885

1,156,558

21.6%

18.2%

18.3%

Value €
Percentage

MediumSMEs
sized
223,648 21,571,360

Large

Total

43,517

21,614,908

0.2%

100%

27,353,660 22,860,792 88,843,464 44,053,576

132,897,040

1%

99.8%

66.9%

33.1%

100%

3,666,779 92,643,795

6,310,557

58.1%

41.9%

100%

Source: European Commission: A partial and fragile recovery, Annual Report on European SMEs,
2013/2014, p.15.

Employment
SMEs provide approximately 66.9% of total employment (88,843,464 jobs in 2013) in the
non-financial business sector. More precisely, micro-enterprises account for 29.1% of all
jobs, small enterprises for 20.6%, and medium-sized enterprises for 17.2%.
There is a consensus on the direct link between job creation and SME growth, but there is
some disagreement concerning what type of SMEs are responsible for the creation of most
jobs. Partly based on observations in industrialized countries, including those in Europe, key
arguments are that SMEs create most new jobs and have the highest employment growth
rates. Other important reasons to justify measures to promote SMEs are that SMEs play an
important role in training young people, act as a seedbed for developing entrepreneurial
talent, and enhance competition. Thus, they generate external benefits with regard to
economy-wide efficiency, innovation and aggregate growth.
Value added
In 2013, SMEs in the European Union generated €3,666 trillion in value added (58.1%).
More precisely, micro enterprises generated 21.6% of value added at factor cost, small
enterprises another 18.2%, and medium-sized enterprises 18.3%. Compared to 2012, the
level of value added generated by these SMEs increased overall by 1.1%.
Sector of activity
The majority of SMEs are active in the following sectors: manufacturing, construction,
professional, scientific and technical activities, hospitality and food, wholesale and retail
trade, and the repair of motor vehicles. These sectors account for roughly 71% of the value
added created by SMEs and for 79% of total EU28 SME employment.9
Innovation
There are differences between SMEs and larger enterprises with respect to their role in
promoting innovation. SMEs traditionally have more limited resources for conducting R&D.
9

European Commission: A partial and fragile recovery, Annual Report on European SMEs, 2013/2014,
p.15.
4
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In addition, innovation is often less formalised in smaller enterprises. For many small firms,
product innovations are not the result of a structured process or formal strategy. On the
other hand, SMEs are more flexible than larger firms, which enable them to respond more
quickly to changes in the market than larger ones. For this reason, SMEs are often more
successful in developing new product-market combinations and in adapting products to the
demands of niche markets or individual customers.
Internationalisation
Innovative SMEs generally have higher employment growth rates and achieve a greater
degree of internationalisation than other firms. The report on ’Internationalisation of
European SMEs‘10, which investigated the relationship between internationalisation,
innovation and employment, confirms this. The study showed that internationally active
SMEs are more innovative and achieve higher employment growth rates than other firms.
Whether active in internationalisation or having concrete plans to become active, such SMEs
achieve employment growth of 7% versus only 1% for SMEs without any plans for
international activities.11
The international activity of SMEs is of increased importance in a globalised economy.
Traditionally, research on internationalisation of enterprises focused on large multinational
enterprises. However, there is currently more attention paid to SME internationalisation
because SMEs are increasingly involved in international markets. Due to increased
globalisation and economic cooperation, SMEs will increasingly have to deal with
international competition, even if a firm itself is only active in its domestic market.
SMEs and large firms
SMEs play a very important role in supporting large firms through innovation and supply
chains. SMEs need to remain competitive. Otherwise, European multinationals will
increasingly shift their supply chains to countries outside Europe with negative consequences
and knock-on effects for SMEs and larger firms.

1.5

Review of EU Policy on SMEs

The objective of the Lisbon strategy launched in 2000 was to make the European Union the
most competitive and dynamic knowledge-based economy in the world, capable of
sustainable economic growth, creating more and better jobs and developing greater social
cohesion.
Due to their critical importance to the EU’s economy, SMEs have been the subject of
increasing policy attention in recent years. The European Commission Action Programme for
Reducing Administrative Burdens in the European Union (2007-2012) reduced
administrative burdens, defined as information obligations, in 13 selected priority areas by
25% by 2012. EU policy-makers seek to achieve further reductions in regulatory burdens,
particularly for SMEs and micro-entities. The measures listed below demonstrate how this is
to be achieved.

10

Available at website: http://ec.europa.eu/enterprise/policies/sme/marketaccess/files/internationalisation_of_european_smes_final_en.pdf.
11

Ibid. p.55.
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The Small Business Act 12 (SBA) was adopted in 2008. The SBA set out ten principles to
underpin policies at the EU and national levels that are designed to promote SMEs. The
Member States endorsed the SBA at the Competitiveness Council on 1 December 2008 and
committed to the implementation of an Action Plan. It was aimed at addressing challenges
linked to the financial and economic crisis in three key areas: improving access to finance,
creating a regulatory environment supportive of SMEs, and enhancing SME access to
markets. Between 2008 and 2010, the Commission and Member States took measures to
ease the administrative burden on small businesses, facilitated SMEs’ access to funding, and
supported their access to global markets.
One of the 10 principles of the SBA is the ’Think Small First' principle. Regulation affects
SMEs disproportionately because of resource-based constraints and their vulnerability to
external shock. The ‘Think Small First’ principle encourages regulators to consider effects on
SMEs in drawing up regulations. Exemption or lighter legislative regimes for SMEs are to be
considered. The ’Think Small First' principle can, for example, involve the ‘only once’
principle, or promoting the use of tools such as e-government and ‘one-stop-shop’ solutions.
The SBA was reviewed in 201113. The review set out new actions to respond to challenges
resulting from the economic crisis in the following areas:


Making smart regulation a reality for European SMEs;



Paying specific attention to SMEs’ financing needs;



Taking a broad-based approach to enhancing market access for SMEs;



Helping SMEs contribute to a resource-efficient economy;



Promoting entrepreneurship, job creation and inclusive growth.

In the SBA review, the Commission and the Member States agreed to strengthen the
application of the ‘SME test’ in its Impact Assessment procedure. The test ensures the impact
on SMEs is analysed and taken into consideration in designing and implementing new
legislation and policies. In carrying out proposal ‘competitiveness proofing,’ the Commission
analyses the ability of SMEs to compete in the EU and third markets. When applying the test,
differences related to the size of enterprises are taken into account and, if appropriate,
specific measures such as reduced fees or simplified reporting obligations are applied. This
also applies where measures are implemented by Member States. In addition, the review
stated that Member States should avoid ‘gold plating’ when transposing Directives into
national law.
The Commission applies ‘fitness checks’ to legislation to ensure that the regulatory
framework is fit for purpose, and to identify the cumulative effects of legislation. These
checks identify inconsistencies and obsolete or ineffective measures and appropriate action
is taken to help ensure a reduction of the burden on SMEs.

12

COM(2008) 394 final COMMUNICATION FROM THE COMMISSION TO THE COUNCIL, THE EUROPEAN
PARLIAMENT, THE EUROPEAN ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE
REGIONS “Think Small First” A “Small Business Act” for Europe {SEC(2008) 2101} {SEC(2008) 2102}
13
Brussels, 23.2.2011 COM(2011) 78 final COMMUNICATION FROM THE COMMISSION TO THE
EUROPEAN PARLIAMENT, THE COUNCIL, ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE
OF THE REGIONS Review of the "Small Business Act" for Europe.
6
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A crucial element of the SBA is encouragement of stakeholder involvement in development
of legislative and policy proposals. The consultation period has been extended to give
stakeholders more time to consult their members and to develop their position on SMErelated initiatives. Through the Enterprise Europe Network’s revised SME Panels, feedback is
collected from established representative SME bodies at the national and EU levels.
Initiatives to make public administrations more responsive to the needs of SMEs using egovernment methods were announced in the SBA Review. The e-Government Action Plan
includes actions which help SMEs spend less time on administrative procedures, e.g. through
promoting cross-border e-procurement. The Commission is also working with Member States
to develop "Points of Single Contact” as user-friendly e-Government portals allowing
electronic completion of all administrative requirements.
Specifically, the SBA review stipulated that the Commission would:


Ensure SMEs provide input when assessing the impact of new proposals on SMEs,
taking differences in the size of enterprises into account;



Promote the application of the "only once" principle across the EU, whereby public
authorities and administrative bodies refrain from requesting information, data,
documents or certificates already made available to them in other procedures;



Simplify the EU accounting framework by revising basic requirements for limited
liability companies’ annual and consolidated accounts (4th and 7th Directive);



In line with Smart Regulation Communication, explore reducing "gold plating" by
Member States;



Carry out “fitness checks” to assess whether the regulatory framework for a policy
area is fit for purpose and, if not, what should be improved;



Carry out Single Market “performance checks” to identify and, as appropriate,
remedy difficulties pertaining to interactions between simultaneously applicable
pieces of EU legislation in the service sector.

The Member States were invited to:


Systematically assess the impact of legislation on SMEs using an ‘SME test’ while
taking differences in the size of enterprises into account;



Present each year a forward planning of business-related legislation that will enter
into force over the next budgetary period;



Apply the “Think Small First” principle not only to legislation but also administrative
procedures affecting SMEs (e.g. by introducing a single interlocutor and reduced
reporting obligations)

SMEs vary in terms of characteristics that shape their capacity to manage regulation and its
effects. Larger SMEs often employ staff with dedicated responsibility for dealing with
regulations. Industries and sectors vary in their exposure to regulation due to variations in
the riskiness of their activities (e.g. handling hazardous materials). Companies and
unincorporated firms have different regulatory obligations, for instance, with regard to
publishing annual accounts.
7
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Building on the Lisbon Strategy, the Commission launched the Europe 2020 Strategy for
Smart, Sustainable and Inclusive Growth on 3 March 2010. Europe 2020 is the EU's growth
strategy for the current decade, providing a framework for the EU to become a smart,
sustainable and inclusive economy with high levels of employment, productivity and social
cohesion. Further measures are contained in a number of flagship initiatives that in most
cases combine proposals for regulatory improvements with new orientations for major EU
funding programmes and other actions. SMEs are at the heart of the Europe 2020 strategy.
The Regulatory Fitness and Performance Programme (REFIT)14 launched in December 2012.
It aims to make EU law lighter, simpler and less costly to citizens and businesses and create
conditions for growth and jobs. REFIT combines various initiatives into a programme aimed at
eliminating unnecessary regulatory costs and ensuring that EU law remains fit for purpose.
In the REFIT programme, the Commission regularly screens the entire stock of EU legislation
for burdens, inconsistencies and ineffective measures, and identifies corrective action. The
objective is to ensure attainment of policy objectives and EU legislation benefits at the
lowest cost and a minimum of administrative burden.
On 2 October 2013, the Commission set out an agenda with over 100 individual actions,
including 46 legislative actions, to simplify and reduce the regulatory burden, seven initiatives
to repeal regulation and nine initiatives to withdraw proposals for new regulation. The
Commission also committed to carrying-out 47 Fitness Checks and evaluations under REFIT to
assess the efficiency and effectiveness of EU regulations and prepare future initiatives for
simplification and regulatory burden reduction. The Commission also identified areas where
foreseen initiatives would not be taken forward.
With the publication of an annual scoreboard in June 2014, the Commission committed
itself to monitoring REFIT initiatives through the legislative process and at the level of
Member State implementation. The purpose of the Scoreboard, published as part of a Staff
Working Document15 is to track progress in REFIT implementation, providing information on
the results and effect on the ground. It allows results to be measured against initial
objectives and expectations, contributing to transparency throughout the regulatory cycle.
Another initiative relevant to this study is the Programme for the Competitiveness of
Enterprises and Small and Medium-sized Enterprises (COSME). COSME, which runs from
2014 to 2020, has a planned budget of €2.5bn. Its principal objectives are to:


Facilitate access to finance for SMEs;



Create an environment favourable to business creation and growth;



Encourage an entrepreneurial culture in Europe;



Increase the sustainable competitiveness of EU companies;



Help small businesses operate outside their home countries and improve their access
to markets.

14

http://ec.europa.eu/smart-regulation/refit/index_en.htm
Brussels, 18.6.2014 COM(2014) 368 final COMMUNICATION FROM THE COMMISSION TO THE
EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN ECONOMIC AND SOCIAL COMMITTEE AND
THE COMMITTEE OF THE REGIONS Regulatory Fitness and Performance Programme (REFIT): State of
Play and Outlook {SWD(2014) 192 final}
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With the objective of creating an environment favourable to business creation and growth,
COSME supports actions to improve conditions in which enterprises operate (in particular
SMEs) by reducing unnecessary administrative and regulatory burdens. Actions may include
measuring the impact of relevant Union law on SMEs, developing smart and business friendly
regulation for them and reinforcing the use of the “Think Small First” principle for policymaking at national and regional levels. Underlying the evolution of EU policy has been the
theme of progression from evaluation of programmes to evaluation of specific legislation,
from fitness checking sets of related legislation to the assessment of cumulative effects.

9
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2.

METHODOLOGICAL FRAMEWORK

In this section, we first set out the study approach. We then present the methodological
framework we recommend be used to carry out future studies examining the cost of the
cumulative effects of compliance with EU law.
In this section it is argued that there is no ‘one-size-fits-all’ methodological framework for
studies on the cost of the cumulative effects of EU legislation. A methodological framework
based on the Standard Cost Model (SCM) provides an appropriate overall framework for
carrying out future studies examining the cost of the cumulative effects of legislation. But
the SCM needs to be modified and supported by additional research methods such as indepth qualitative interviews with SMEs and surveys. Beyond this, different methodological
tools are needed for different types of studies.

2.1

Overview - The Study Approach

The terms of reference for this study suggested that a key element of the methodology
should be a large-scale survey of a representative sample of SMEs. Sixty interviews with
SMEs in each of five sectors in nine Member States, (a total of 2,700), was indicated as the
target number of interviews. The terms of reference also specified that cost-related issues
should be approached from the point of view of the Standard Cost Model (SCM).
The proposal submitted to the Commission set out a suggested approach for such a study.
However, it also indicated that a decision on the exact approach should depend on the
findings of a literature review focused on earlier research and a workshop attended by
experts to review the suggested approach. The study approach, as agreed with the
Commission Steering Group, consisted of the following main elements:


A literature review examined methodological approaches to measure costs of the
cumulative effects of legislation and to identify strengths and weaknesses in different
approaches. Based on the review, we developed an approach for this study that
combined different research tools: an analysis of EU legislation, an interview
programme and a survey.



Sectors the study focused on were selected to provide a good representation of the
European economy and the way different sectors are affected by various EU laws (see
Appendix C (p.164). The sectors selected were bakeries, the retail of bakery products,
construction of residential buildings, electrical equipment, and information and
communication technology (ICT) services. The rationale for their selection is set out in
Appendix B (p.147).



To identify pertinent EU law and distinguish it from national or sub-national
implementation measures, contact was made with relevant EU industry associations,
national associations and national regulatory bodies. EU legislation was categorised in
two groups: ’vertical’, (sector-specific), and ’horizontal‘, (laws affecting all enterprises).



A number of key ‘events’ were identified to provide a focus for the research and
capture behavioural impacts in SMEs. These were recruitment of new employees; new
product development; investment in new plant, machinery or equipment
(expansion); and entering a new EU market. The category ’other’ is for events that
respondents considered of importance to them but did not fit into the other
categories.

10
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Nine Member States were selected to provide broad EU geographical coverage and a
mix of characteristics in terms of size and centralised or decentralised systems of
government. The mix of Member States also reflects an appropriate combination of
Northern/Southern European countries, and countries that were affected by the post2007 financial crisis. The countries were Germany, Estonia, Spain, Ireland, Italy,
Poland, Slovenia, Slovakia and Sweden.



The framework used in assessing compliance costs was based on the Standard Cost
Model (SCM), as set out in the International Standard Cost Manual and the EU’s Impact
Assessment Guidelines16. In accordance with the overall SCM approach, the focus of
the study was on the identification and quantification of compliance costs and
administrative burdens. These costs arise in the course of: (i) familiarisation with EU
legislation; (ii) adapting to and complying with legislation; and (iii) administrative
compliance with legislative requirements.

Once the proposed study approach was developed, a workshop was held in Brussels to
discuss the approach with the Commission and external experts. This workshop debated
various methodological options and approved the study approach. Following the workshop,
the Commission’s Steering Group validated the final design of the study approach.
The main research activity was an SME interview programme carried out to obtain detailed
information on the costs of the cumulative effects of compliance with EU law.
As part of a pre-screening exercise, over 16,000 SMEs were contacted by a Computer Aided
Telephone Interviewing (CATI) company. This generated interviews with 250 SMEs. The
large difference between the number contacted and realised interviews was due to a number
of factors. There is a well-known SME aversion to participation in interviews. Nevertheless,
there was also a requirement to identify SMEs in very specific business sectors. The
complexity of the subject matter and the detailed information that SMEs were requested to
provide were obstacles. The latter was sometimes not available from one person but instead
required the collection of information from different sources.
The table below sets out the number of SMEs and other relevant organisations interviewed:
Table 2.1 Breakdown of the Interview Programme
Interviewees
European Commission
EU Industry Associations
National Industry Associations
National Regulatory Organisations
SMEs
Total

2.2

Total
11
4
34
5
250
304

Proposed Methodological Framework for Future Studies

Based on conducting this study using the approach outlined above, we set out the
recommended methodological framework for future research on the costs of the
cumulative effects of compliance with EU law below. First, we lay out some guiding
16

SCM Network, International Standard Cost Manual; European Commission (2009), Impact
Assessment Guidelines, Annex III
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principles for designing the proposed methodological framework, then the advantages and
disadvantages of different study types. Afterward, key features of the recommended
methodological framework are set out, followed by a list of practical issues.
The experience of conducting this study indicates there is no ‘one-size-fits-all’ methodology
for studies examining the costs of cumulative effects of compliance with EU laws.
In what follows, ’methodological framework’ refers to the overall process set out below and
in Table 2.2., while ’methodology’ refers to a methodology developed for a specific study.
We propose the use of a ‘toolbox’ of different study types and research methods.
2.2.1

Guiding principles

Certain principles are important in defining an appropriate methodological framework:


There needs to be a clear definition of the types of cumulative costs that are to be
analysed. This could involve different pieces and types of legislation, implementation
by different tiers of administration, and cumulative effects that arise over time;



It is important to account for both the costs and the benefits of legislation to assess
cumulative effects, to recognise these effects often become evident over different
time periods and that they are not equally discernible;



Assessment should not merely examine direct effects of EU legislation but also
additional effects arising from how legislation is implemented at a national level;



Where possible, the methodological framework should build on established practice,
in particular those of the international Standard Cost Model (SCM).

Though not formally part of the terms of reference, it was agreed with the Steering Group
that in addition to the costs of the cumulative effects of EU laws, account should be taken of
the benefits so a ‘net’ position could be arrived at. In the study, whilst the costs could be
quantified to some extent, this was not possible with most of the benefits. A ‘net’ cost of
cumulative effects arising from EU laws was not quantitatively estimable.
Application of the above-mentioned principles has certain implications for the conduct of
future studies. In particular, there is a risk of over-emphasising immediate costs and effects
to SMEs. These impacts are the most directly perceived by enterprises, whereas medium and
long-term impacts might also be present (although not readily ascertained) that may
ultimately be of greater importance. To ensure a balanced assessment, reference should be
made to longer-term costs and effects.
2.2.2

Advantages and Disadvantages of Different Types of Studies

The literature review presented in Appendix A did not identify well-established, universally
accepted methods for assessing cumulative costs and effects. The review highlighted four
types of studies used to examine aspects of the subject matter. These are:


Business perception surveys;



Compliance cost/ benefit studies;



Cross-national surveys;



Qualitative studies.

Each of these has advantages and disadvantages, as summarised in Table 2.2 below.
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Table 2.2 Types of studies
1) Business perception surveys
Business perception surveys typically present quantitative data on business owners’ perceptions, or rankings, of regulation as a business burden/barrier/challenge.
Regular surveys permit tracking changes in perceptions or rankings over time. A more sophisticated variant of this study type comprises surveys examining effects of
regulation (or specific regulations) on compliance activity and wider business practices (e.g. keeping up to date with regulations, length of time to comply, finding
information about which regulations apply, etc.) in slightly more detail.
Advantages
Disadvantages
 This type of study reaches a large number of respondents with well-  Typically does not reveal what SMEs do about legislation (neglects agency or
stratified sampling methods.
dynamic effects).
 This kind of study is suitable for producing general statements on the  Does not say if SMEs are aware of or understand obligations, nor if they comply.
perceived cumulative effects of EU regulation.
 Negative effects tend to be overstated.
 The surveys cannot specify, test or validate mechanisms involved (limited insight into
effects).
 Alternative research designs are needed for deeper, more detailed understanding of
regulatory processes and effects.
Typical examples: Stratus 2008, 2009, 2010; Peck, F., Mulvey, G., Jackson, K. and Jackson, J. (2012)
2) Compliance cost/benefit studies
These studies typically quantify the costs and benefits of SME compliance with regulation using quantitative survey methods. Compliance costs might be defined
broadly as all costs arising from negative effects SMEs experience in discovering, interpreting and complying with regulations, advice-seeking, record-keeping and
providing information to government and third parties. Studies differ in terms of regulations they include within their scope (e.g. economic and social regulation, or subcategories within these types). A distinction is commonly made between substantive, administrative and psychological compliance costs.
The Standard Cost Model (SCM) seeks to capture the cost of regulation in terms of direct financial costs, compliance costs and long-term structural costs. Within the
category of compliance, costs are indirect financial and administrative costs, the latter of which are calculated on a ‘business as usual’ basis. Costs that would be incurred
without regulation are subtracted from estimates of administrative cost (Standard Cost Model Network). The SCM has been a key instrument in the EU Programme for
17
Reducing Administrative Burdens. The costs are often calculated by examining detailed cost implications of regulations for ‘representative’ businesses. After assuming
that these businesses represent average costs incurred, the costs are multiplied by the number of firms in the industry. Studies based on the SCM have recently been
used to assess cumulative costs in the aluminium and steel industries (CEPS and Economisti Associati 2013a, b).
The Cost driven Approach to Regulatory burden (CAR) starts by looking at all actual regulatory costs incurred by businesses. Then, looking at the various cost centres and
using financial statements, it works back from the obligations carried out and identifies the origins of those costs (in categories similar to the SCM). Using that
information, it then works through to the legislation involved. The costs are assessed and a cost reduction plan is developed. The basis for the business analysis (the
17

http://ec.europa.eu/dgs/secretariat_general/admin_burden/index_en.htm
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“typical” firm) is a financially healthy, compliant business.
The SCM and CAR can be expensive to implement. In many ways, CAR is similar to the SCM. But rather than starting from the legislation, and working through to the
business, it starts from the business and works to the legislation. Many challenges in terms of identifying actual sources of legislation remain. There are also questions
about how one arrives at a “typical” enterprise, given that the SME population consists of micro, small and medium sized firms, which usually have various degrees of
robustness of financial data and levels of compliance.
Advantages
Disadvantages
 Compliance cost/benefit studies offer more than business perception  The extent to which ‘representative’ firms truly reflect the average situation across a
surveys in terms of highlighting time, monetary and opportunity
sector is questionable.
compliance costs.
 The possible partial neglect of agency and dynamic effects because benefits accrue
 They can provide detailed, in-depth understanding of various costs, cost
over time and may be unknown to SMEs themselves. Static studies therefore
drivers, effects, and compliance costs.
arguably emphasise the negative effects of regulation.
 Relatively robust data can be developed for firms and (sub) sectors.
 Studies often focus solely on costs and do not take into account benefits (although
this is not necessarily a drawback if the study focus is only on costs).
 Estimating cumulative costs of EU regulation requires identifying a comprehensive
list of EU regulations that affect SMEs in particular sectors and countries that might
be very difficult and costly to compile because of national and sectorial diversity.
 It might be unwieldy to obtain SME responses during the fieldwork stage.
 Due to the detailed in-depth knowledge required, it is costly to deal with large
numbers of firms, which may raise questions of representativeness.
Typical examples: Rambøll Management (2005); Halcrow, 2010; CEPS Economisti Associati (2013a,b)
3) Cross-National Surveys
These types of research are quantitative studies using multi-country samples to explore whether regulation, or particular types of regulation (for instance, product
market or labour market regulation), influence various macro-level indicators of business activity and performance (e.g. entry rates, investment, productivity, GDP). The
purpose of cross-national surveys is to compare national regulatory regimes rather than explore micro-level regulation effects.
Advantages
Disadvantages
 At a macro level, these can provide insights and information comparing  Surveys take the country rather than the SME as the unit of analysis, focusing on
regulatory regimes across countries.
macro- rather than industry or micro-level effects.
 Cross-national surveys can suggest a number of possible mechanisms of  Indices of regulation used as variables in cross-national surveys are crude and do not
regulatory influence.
properly capture the diverse influences of regulation on SMEs.
4) Qualitative studies
Qualitative studies are often better able to investigate the dynamic effects of regulation, exploring how and why small business owners comply with or adapt to
regulation, and how such adaptations shape business performance (and, consequently, costs). Qualitative studies may enable a better assessment of the content of
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specific EU regulations and the nature and differences between types of requirements, SMEs’ awareness of regulation, attitudes towards compliance and noncompliance, owner/employer business objectives, resource constraints, modes of adaptation, relations with stakeholders and wider contexts that influence compliance.
SME awareness of regulation and motivation to comply/adapt varies and SMEs often over-estimate regulatory burdens, finding them less onerous than they initially
envisaged. The effects of regulation depend on how SMEs and their stakeholders adapt to it and so are variable.
Advantages
Disadvantages
 Qualitative studies provide dynamic and multidimensional insights into  Such studies do not lend themselves to assessing cumulative costs because they
behaviour of SMEs vis à vis regulation.
recognise diverse mechanisms through which regulation generates micro-level
effects rather than attempt to reduce those effects to a single metric.
 They allow probing and checking responses to regulation and the
situation “on the ground” in the firm.
 The summing of individual ‘findings’ to produce an aggregate list of ‘effects’ neglects
the very different activities and contexts that have produced them.
 Such studies offer powerful insights into how and why EU regulation
produces the effects it does through the dialogic nature of qualitative  Qualitative studies tend to use data from small samples and the representativeness
data collection, which facilitates probing SME responses and clarification
of research findings can be questioned.
of SME queries or response errors.
 The SCM approach can integrate some of these elements in the course
of lengthy high quality interviews, preferably face-to-face.
Typical example: SBRC 2008
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The review of literature concluded that the ‘Compliance Cost/Benefit Study’ category,
which includes the SCM, is most suited to addressing cumulative cost issues. However, a
major proviso is that with most of the applications of these studies, there has been a focus in
applying SCM to a single piece of legislation (or, at most, a set of inter-related regulatory
acts). For the analysis of the cost of cumulative effects, the scope of the relevant legislation
can go much wider.
Applying the SCM in a situation where SMEs are subject to a very large number of different
pieces of legislation is problematic. This is because detailed quantitative information is
needed from the SMEs about steps involved in compliance with each separate piece of
legislation. To obtain this information requires a very lengthy interview, or more than one
interview, with each firm. This was found previously in the Evaluation of Internal Market
Legislation for Industrial Products for DG ENTR (CSES, 2013), which examined the interaction
between 25 different Directives and Regulations and the cumulative compliance implications
for firms.
In addition, previous research suggests the in-depth interview approach offers better ways
of capturing some of the long-term dynamic effects of legislation. These include market
entry, productivity and competitiveness, innovation, enterprise growth and development,
and effects such as those associated with future regulatory requirements. Overall, a
combination of compliance and qualitative studies will therefore achieve the best results.
This could be complemented by appropriate findings from wider-ranging business surveys.
Based on the literature review and the findings of this research, the conclusion is that there
is no single, one-size-fits-all methodology to deal with all questions related to cumulative
costs. However, it is possible to adopt an overall methodological framework within which the
different kinds of research into cumulative costs can be conducted. However, the design of a
specific methodology for a particular assignment will depend on the type of study and
research tools best suited to the topic (Section 2.2.5 provides guidelines in this respect – a
‘toolkit’).
2.2.3

Key Advantages of the Proposed Methodological Framework

As noted earlier, the term ’methodological framework’ refers to the overall process set out
below and in Table 2.2. The term ’methodology’ refers to a methodology developed for a
specific study.
Key advantages of the proposed methodological framework:
First, the framework presents a way to deal with complexity that arises when moving from
looking at the impact of a single piece of legislation to assessing the interaction of many
different pieces of legislation. The approach recognises that it is not possible to examine all
interactions and what is needed is to arrive at a representative view. The value of this type of
research lies more in understanding mechanisms that lead to costs than the precise extent of
costs themselves.
Secondly, the proposed methodological framework allows for flexibility and the
heterogeneity of SMEs and larger businesses. Thus, when assessing the different types of
cumulative effects in Section 1.2 above, a ‘toolbox’ comprising the following main
approaches can be adopted:


The assessment of cumulative costs and effects at enterprise level is best approached
by a series of in-depth compliance cost and qualitative interviews, preferably on-
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site, by interviewers with a good understanding of business processes and relevant
legislation. Surveys can complement the findings of such interviews, providing a
broader perspective than is possible through a smaller number of in-depth
interviews.


To identify and assess cumulative costs and effects arising from how legislation is
implemented by national authorities, a combination of desk research (e.g. a review
of legislation to identify administrative and information obligations), stakeholder
interviews (for example, with industry associations and national regulatory bodies)
and in-depth firm interviews (to identify and quantify costs) is appropriate.



Assessing the overall amount of EU legislation and its effects over time either
requires the existence and comparison of relevant data points, or in-depth qualitative
interviews with knowledgeable individuals.

Another aspect of heterogeneity when dealing with SMEs as a group is that it is not
appropriate to focus on a single ‘representative’ company. At the very least,
‘representativeness’ should include ‘typical’ micro, small and medium-sized enterprises. In
the case of larger enterprises, some variation should be also allowed for. A 2014 study for DG
ENTR, an Assessment of Cumulative Cost Impact for the Steel and Aluminium Industry, found
consideration of more than one ‘typical’ enterprise is needed when dealing with those
industries. It was necessary to use data collection tools (a survey) that went beyond a handful
of in-depth firm interviews to include more firms in the sample.
The recommended methodological framework can take into account the interaction
between costs and benefits and the time lag that may occur before the full extent of effects
becomes evident. Moreover, if there are benefits associated with the cumulative effects of
regulation, then these should be considered as they could include factors that reduce net
costs. For example, in the case of costs, legislation may discourage market entry or expansion
but that will only become apparent over time. In the case of benefits, the effects of improved
working conditions, better health and safety and fewer accidents may also take years to
become evident but nevertheless help SMEs reduce their costs and become more productive.
Moving from examining single pieces of legislation or a restricted number of inter-related
pieces of legislation to a general overview of the interacting effects of all legislation can
raise unrealistic expectations. The potential interactions of the many different pieces of
legislation could be infinite in number, especially when effects on various kinds of enterprise
in many countries are taken into account. There therefore must be a pragmatic decision on
how to provide insights into the overall body of EU legislation by restricting the research to a
sample of legislation. As pointed out below (Section 2.2.4), there is a trade-off between how
detailed research findings can be from a study and the number of different pieces of
legislation that can be assessed in research with a given study budget. Even if more
legislation and enterprises are included in a study, the scope for interaction between
legislation and enterprises will almost certainly expand exponentially. Those who commission
research need to shape their expectations accordingly.
The methodological framework developed combines aspects of ‘Qualitative Studies’ as set
out in Table 2.2, with their better characterisation of behavioural impacts and longer-term
effects (positive and negative), some survey elements, and SCM compliance-cost type
studies. Furthermore, to provide a balanced account of the costs of the cumulative effects of
compliance with legislation, the methodological framework seeks to capture not only the
cumulative costs of legislation but also examines some benefits and long-term consequences.
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The proposed methodological framework also allows for assessment of the different ways
in which cumulative effects can interact. Additional legislation can simply add to the costs
of legislation. Alternatively, there may be an interaction between new and past legislation,
so that there is a diminishing marginal impact (DMI). For instance, a new law may not
necessarily mean taking on extra personnel, or standing procedures can be used to comply
with the new legislation. Alternatively, there is the possibility that legislation can have an
increasing marginal impact (IMI) by causing compliance with previous legislation to become
more complex and costly. Tracing impacts and developing variants based on these factors is
an important element in any assessment of cumulative costs and effects. These categories
can be used to look at the interaction between current pieces of legislation, as well as for ex
ante assessments of new legislation.
The role that implementation mechanisms play at national, regional and local levels in EU
Member States is also a significant consideration addressed by the proposed methodological
framework. Directives are transposed taking account of the institutional framework of
particular Member States. Often, there is scope in the legislation for different
implementation and enforcement practices by public authorities that which leads to variance
in enterprises’ compliance costs across the EU’s Internal Market. This is especially so when
alternative methods are proposed or Member States are responsible for undertaking actions
such as enforcement, but the precise processes are unspecified. Thus, there can be
legitimate reasons for differences between countries in cumulative costs to business arising
from implementing EU legislation. These arise before consideration of misinterpretations,
continuing procedures established under earlier national legislation, or translation issues are
taken into account.
In assessing the costs of the cumulative effects for SMEs arising from EU laws, it is necessary
to distinguish between short- and long-term effects. Long-term effects include:


Effects on the labour force and consumers with regard to factors such as working
conditions, morale, consumer confidence;



Effects on the operation of the market such as incentives to innovate, expanding
market share and developing a level playing field between competitors;



Operational results such effects on cost levels, sales, productivity and profitability;



Effects on the business environment such as greater regulatory certainty, or greater
coherence in the regulatory framework.

From a research perspective, long-term effects are generally more difficult to assess. For
example, if there are changes in the level of productivity in a firm, these changes could take
time to become apparent and be associated with a multitude of factors (of which regulation
is only one). This contrasts with short-term effects like time spent dealing with inspections or
the need for additional personnel to help implement a new law, where the costs can be more
easily identified and quantified.
2.2.4

Potential complications and mitigation measures

There are a number of potential complications in undertaking a study using the proposed
methodological framework.
Firstly, SMEs are often not aware of the detailed legal requirements affecting them and will
often be unable to distinguish between national and EU legislation except when, for
example, new legislation is coming into force. This means that researchers carrying out
interviews must be very well informed regarding legislation and the obligations. They also
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need to have a good understanding of businesses so that they can prompt SME
representatives to identify compliance activities and costs arising from the legislation. This is
likely to be particularly the case in micro- and small enterprises, which are less likely to be
aware of legislation’s effects on their businesses and operating costs. In medium-sized and
large enterprises, it is more likely that there will be specialists with a reasonable
understanding of legislation and how it affects their businesses.
Potential complications are also due to time constraints and limitations on information
that small and micro firms are willing or able to provide. Small and micro firms are not
usually prepared to participate in lengthy, time-consuming interviews. In addition, they often
do not record cost data in a way that is required for compliance cost studies.
The sources of cumulative costs and effects for SMEs vary, as do the ways of identifying
them. There are multiple sources of information, depending on the types of costs. In the
case of identifying cumulative effects emerging from the way in which authorities implement
EU legislation, the sources of information are likely to be mainly industry bodies and
regulatory agencies. However, SMEs can rarely, if ever, provide a complete exposition of the
situation regarding the emergence of cumulative costs and effects. Few industry bodies have
been prepared to collaborate with the research team in this study as they have other
priorities. If a highly detailed analysis is required, this will have to be done through additional
desk research. In some instances, enterprises have been able to provide inputs, but these are
rare. In the case of effects emerging from firms’ compliance with multiple pieces of EU law,
the main sources, once the legislation has been mapped by the research team, are the SMEs
being interviewed, and to a lesser extent, industry associations. Regarding the overall
amount of EU legislation and its effects over time, for an accurate estimate, at least two
points in time must be compared. However, without such data, interviews with
knowledgeable individual experts would be required.
The Cost-driven Approach to Regulatory Burden (CAR) (see Table 2.2. above) starts at a
point different from that of SCM-based studies. The SCM first identifies relevant legislation
and associated required actions and information obligations, and then moves to the
enterprise level to identify compliance costs. CAR starts by looking at the accumulated sum of
all compliance costs identified in financial statements. Then, working through financial
statements to the relevant cost centres within a firm, the cost centres from which costs
originate are identified. Next, the specific compliance obligations and their sources are
identified (e.g. local, regional, national and EU). CAR is useful to understand and estimate the
compliance costs incurred by an SME. However, as soon as it becomes necessary to
distinguish between the costs incurred in some detail (e.g. between those originating from
local, regional, national, in-country sources and EU sources), the same challenges regarding
identification of sources of legislation and costs emerge as in the SCM approach.
A major practical issue is that the scope of a study on cumulative costs can rapidly expand
as more pieces of legislation are included. The risk is that the robustness of the research
decreases as the scope expands. For each piece of EU legislation added to the scope of the
study, in order to assess cumulative costs, there is a need to verify the following before the
cumulative costs linked to interactions between legislation can be assessed:


Determine the scope of the legislation (i.e. applicability to sector and product group);



Identify and quantify administrative and information obligations (AOs and IOs) and
substantive compliance costs (the latter only where applicable);
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Identify in the case of Directives how EU legislation has been implemented through
national (and potentially regional) transposition processes. Identify differences
between legal texts at EU level and national requirements;



Clarify the approach adopted to monitoring and enforcement at the national level.

In order to demonstrate how quickly complexity increases as scope expands, case study 2.1
illustrates a hypothetical situation where a cumulative costs study is undertaken in the
electrical equipment sector. The case study looks at what is required to assess one piece of
legislation (the Low Voltage Directive 2006/95/EC), then an additional three pieces of
legislation (the Machinery Directive 2006/42/EC; the EMC Directive 2004/108/EC, and the
REACH Regulation 1907/2006). Next, a sector or sub-sector is added, and then another
country is added. As complexity increases, the ability to produce robust quantitative
estimates of costs decreases.
To guard against unrealistic expectations of what can be achieved from a study of
cumulative costs, it is important that the scope of such studies be well defined. The key to
this is to define very precise research aims and methods. The responsibility for this lies
primarily with those commissioning the research. The research team then needs to test and
validate the terms of reference of the proposed study. If more data is required than can
realistically be collected, the scope of the study should be reduced or it should be accepted
that the accuracy of the results would be compromised. As a rule, to better assess costs of
cumulative effects, micro-level studies should be undertaken starting from individual pieces
of legislation, or groups of legislation (e.g. ‘business legislation’).
Even then, it would still be challenging to form a conclusion as to the cumulative effects of
legislation (e.g. gold-plating, other types of additional burdens). This is because
transposition may be used as an opportunity for national and regional authorities to review a
range of related national regulations that would not be linked to the presence of the EU
legislation but may still be implemented with it. In such a situation, it would be difficult to
distinguish between EU legislation that is being ’gold plated’ and national legislation that is
being reviewed. Use of national standards may also continue even if they are not formally
required under EU law. EU and national legal frameworks may sometimes be in
contradiction, for instance where new EU laws are adopted without national regulations
linked to former EU legislation having been repealed. In these situations, it is not always
possible to determine precisely which effects qualify as cumulative effects and which do not.
Any research should ideally not just look at absolute levels of cumulative costs (in the sense
of adding them up), but also where reducing such costs would potentially have the greatest
impact on the businesses subject to the legislation (e.g. from the perspective of
competitiveness). So, if a sector is affected by cumulative costs, but the factor of overriding
importance to the sector is labour shortages, and cumulative costs are not considered an
issue by those working in the sector, there may be other sectors to prioritise for research.
There may also be country-specific differences in this respect that can influence the focus of
any research.
Regarding obtaining useful detailed information from a sufficient number of respondents
to produce a statistically robust sample, the study team subscribes to the Commission’s
view of SCM methodology:
“The purpose of the SCM methodology is to produce estimates that allow an order of
magnitude of the burdens in different regulatory areas to be identified. Considering the level
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of detail and the number of parameters, it is not cost-efficient to seek statistically valid results
18
rather than more general estimates.”

However, when producing ‘estimates for an order of magnitude’, the representative
enterprise(s) should include firms from the different SME categories (i.e. micro, small and
medium-sized firms), and, when appropriate, a large firm. Generalising from a financially
healthy medium-sized compliant enterprise that represents a very small share of the firms in
the sector can produce misleading results and conclusions. In reality, a substantial proportion
of micro-firms might be only partially compliant or not compliant at all.
With regard to costs related to surveillance and enforcement, enterprises do not always
have an accurate assessment of the actual inspection costs for the firm in terms of what is
involved (e.g. time spent during, and preparing for, inspections). They also do not always
have an accurate record of the number of visits. If these are random visits, or visits selected
on some other basis than a prescribed number per year, the actual number may also vary.
The nature and magnitude of cumulative costs and effects vary within and between
sectors, even where the same or a broadly similar legislation set is applicable. Therefore,
the sector dimension needs incorporation in the proposed methodological framework, with
more than one sector or sub-sector selected, to allow for comparisons and contrasts.
Taking all these considerations into account, a toolbox of different research methods is
proposed for future studies. The key elements and research tools used within the proposed
methodological framework for future studies are set out in Table 2.3 below. The framework
accommodates the different types of study set out in Table 2.2 (except for cross-country
studies, for reasons provided in the table). Depending on the topic under investigation, a
different mix of study types and research tools is appropriate (see Table 2.4). Not all steps set
out must be carried out to the same extent in all studies, nor must all the research tools be
used to the same extent in all instances. The precise mix of study types and research tools
will depend on the subject and scope of the study.

18

http://ec.europa.eu/smart-regulation/refit/admin_burden/scm_en.htm, accessed 02/12/2014
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Table 2. 3 A methodological framework for assessing the cost of the cumulative effects of compliance with EU law
Steps
Comments
Research tools, sources
1

Clearly identify the subject matter
and scope of the study. This could
be, for example, a specified piece of
legislation present in a specific
sector or sub-sector(s), a type of
legislation (e.g. “environmental”) or
an activity (e.g. manufacturing), or
products and services.

2

Identify, list and map legislation
relevant to the specific study.

3

Carry out a detailed sector or (subsector) analysis within the scope
and objectives of the study.

4

Identify sources of additional costs
arising from national/regional
implementation:
Gold plating
Minimum/maximum
harmonisation
Additional provisions of
national legislation that apply in

The legislation of interest and the study objectives will
determine which sectors or subsectors, products or types of
legislation are to be considered. For instance, a study to assess
the cumulative effects of internal market legislation for
industrial products may require the selection of a
representative sample of industrial product groups.
Guidance regarding development of a methodology
appropriate for a specific research project, in terms of types of
study and research tools and their mix, is provided in Table 2.4.
Mapping aims to establish thorough understanding of
potentially relevant legislation and compliance. This should
clarify the scope of the study (see case study 2.1).
Identify the context in which the legislation operates: relevant
cost drivers, potential effects, industry structure (segments,
products and services, firm size distribution), and links to other
sectors / sub-sectors.
The aim of this exercise is to help identify enterprises affected
by the legislation, how they can be affected and what a
“typical” (“representative”) firm might look like (e.g. in terms
of compliance levels). There could be more than one “typical”
firm, depending on the scope of the study, in terms of micro,
small, medium-sized or large enterprises in a sector.
Three aspects must be considered: the costs to firms of
complying with different regulations, the accumulation of costs
over time, and costs associated with the implementation of
legislation at a national level. The latter includes unwarranted
local interpretations, multiple inspection/reporting
requirements, and requirements that remain from previous
national regulatory regimes (unless there has been a concerted
process of follow-up to repeal national legislation superseded
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Eurostat data to identify relevant PRODCOM and
NACE codes, European Commission websites.

Background research (EU websites, reports, etc.),
interviews with sector/industry associations,
enterprises in particular sectors and regulators.
Primary (e.g. Eurostat data, reports) and secondary
research: interviews with industry associations,
firms, regulators, etc.

Interviews with industry associations, regulators,
and knowledgeable, accessible firms (possibly
introduced through industry associations).
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the same area as EU legislation
Additional costs arising from
misinterpretation of EU and
national legislation.
Identify relevant enforcement
regimes, and identify what their
modes of enforcement and related
costs are.

2

by EU law.

-

5

6

7

8

9

10

Select key ‘events’, areas, activities
or product groups, depending on
the nature and scope of the study,
where there are significant amounts
of legislation for the study to focus
on in depth and detail.
Identify and analyse potential
effects of legislation in relation to
each of the focus areas.
Distinguish between
direct financial costs,
compliance costs (substantive and
administrative), and long-term
structural costs.
Distinguish between initial impact
costs – adjustments when
legislation is introduced – and ongoing routine costs.
Estimate cumulative costs and
identify where these costs have:
Additive impacts
Diminishing marginal impact
(DMI)

Identify which surveillance/ enforcement bodies are relevant;
their inspection regimes; the stringency of enforcement,
frequency of inspections and extent of coordination between
enforcement agencies (since this can lead to much greater
administrative burdens in some countries than in others).
These should provide good coverage of different aspects of
relevant activities, defined by the study. The aim is to
concentrate research resources on areas of relevance to
provide more accurate and meaningful results in the key areas
of interest for the study

EU and national legislation; industry associations;
relevant enforcement/inspection organisations;
enterprises.

The effects will often be difficult for businesses to identify and
may require information from different sources in a firm.

This cell refers to steps 7-11.
It is at this stage that the support of the relevant
industry association(s) to help identify firms that
will be willing to collaborate is likely to be critical. If
companies that are willing to participate in the indepth interviews cannot be identified through
industry association networks, carry out a
telephone survey to identify and screen businesses
for an interview programme.

In line with the SCM (see Table 2.2), the aim of the research at
this stage is to identify costs of familiarisation with and
adapting to legislation, and complying with the administrative
obligations imposed by it.
The initial impact cost is often much greater than when the
processes have been routinized.
However, if the process is often repeated over a long period,
routine costs may become significant.
Additive: where each regulatory act generates additional and
separately identifiable costs
DMI: additional costs are mitigated by some economies – for
instance, where a modification of equipment can address more
than one regulation or the same information can be used or

23

The exact sources of this information depend on
the focus of the study. However, industry
association interviews and national regulatory
bodies will probably be useful.

In the case of micro and small firms, it may be
necessary to convince business advisors to input
into the interview programme. Enterprises
themselves are not always fully aware of what the
relevant compliance actions and costs are.
In-depth interview(s) are carried out with a sample
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Increasing marginal impact (IMI)

submitted using one form.
IMI: the costs of the combined regulations are more than the
sum of the costs associated with each of them separately

2
of businesses and sector/industry representatives
using a structured questionnaire sent to them in
advance of the interview.
In-depth, on-site interviews with the target
organisations are carried out to see what actual
costs are involved in fulfilling obligations (costs,
number of times: one-off or repetitive). In the case
of a micro firm (and its advisor), such an interview
might take a few hours to half a day. For a large
enterprise, it could extend over a day and involve
several meetings with different people.
It may be appropriate, depending on the type of
study, to obtain wider-ranging responses through a
well-targeted perception survey to complement
stakeholder and firm interview findings.

11

Identify compliance cost reduction
potential.

In the course of the interview programme and desk research,
potential areas are identified which can be assessed for
simplification in terms of cost reduction, feasibility and impact.

12

If appropriate for the study, scale up
the results.

Moving from results obtained in the course of the study to an
industry/ national level and making inter-country comparisons
is a process that has to be carried out making many
assumptions. These include allowance for different compliance
levels and industry structures. It would not be appropriate, for
example, to use the same “typical” firm to cover the whole
category of SMEs.

For this stage, industry data from Eurostat and
other research relating to compliance levels is
used.

13

Validation of study results.

It is necessary to check, with an expert group, whether the
research findings match what experts in the area consider to
reflect the reality of the situation.

An expert group would be composed of a selection
of industry association representatives, enterprises
and professional advisors. If there are concerns
expressed about the validity of findings, the data
can be reviewed and if appropriate different
conclusions drawn. Even if the data are not found
wanting, this is a valuable external check.
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The Toolbox - Moving from the methodological framework to specific study
methodologies

As made clear in the preceding paragraphs, the methodological framework as set out in
Table 2.3 should be supported by a ‘toolbox’ for research projects. The toolkit consists of
different study types and methods set out and assessed in Table 2.2. Depending on the
cumulative costs to be assessed and the nature of topics addressed, different combinations
of studies and research tools can be integrated into appropriate methodologies.
Table 2.4 provides guidance on the types of studies (summarised in Table 2.2 and set out in
detail in Appendix A (p.114) appropriate for assessing types of cumulative costs and suitable
research tools (surveys, interviews, etc.).19
Table 2.4 Guidance on the design of an appropriate methodology for a specific cumulative cost
study
Type of
Type of study
Research tools
cumulative
costs to be
assessed
Cumulative
 Compliance cost
 Desk research: previous research reports, review of
costs arising at
study (e.g. SCM,
relevant legislation.
the enterprise
CAR)
 In-depth
interviews
with
regulatory
and
level
enforcement bodies, industry associations.
 Qualitative study (indepth interviews)
 In-depth interviews with selected firms.
 On-line of computer aided telephony (CATI) survey
 Business perception
to understand attitudes and perceptions, to
survey (large scale)
complement findings from in-depth interviews and
desk research.
 In a study such as this the main effort will go into
collecting enterprise-level data.
Cumulative
 Qualitative study (in-  Desk research: previous research reports, review of
costs arising
depth interviews)
relevant legislation.
from how
 Compliance cost
 In-depth
interviews
with
regulatory
and
legislation is
study (e.g. SCM,
enforcement bodies, industry associations.
implemented
CAR)
 In-depth interviews with selected firms.
by national
 The main effort for a study such as this will go into
authorities
determining how implementation occurred, rather
than in collecting empirical data.
The volume and  Qualitative studies
 Desk research (to identify if previous studies can be
cost of EU
(in-depth interviews)
used as a base line)
legislation over  Compliance cost
 In-depth interviews with knowledgeable individuals
time
at the enterprise or other stakeholder level.
studies (e.g. SCM
and CAR)
 Surveys to identify perception of the change in the
amount of legislation and the costs involved.
 Business perception
surveys

Regarding cumulative cost research at the enterprise level, the key factor is to map out
accurately where legislation affects the enterprise, what the applicable information and
administration obligations are, and if substantive costs are involved. The level of costs and
19

Additional detailed guidance on how to carry out a study can be found in the European
Commission’s Impact Assessment Guidelines Annex III, section 10, p.46.
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how frequently they are incurred is determined through the interview programme. The
relevant enforcement bodies and their inspection regimes should be identified at this stage.
The interview programme will define what enforcement means in terms of preparation time
(if relevant), inspection time and inspection frequency. A key aspect of the enterprise
interview is the behavioural element: How does the enterprise respond? What is the level of
compliance? What other behaviours result from the legislation?
The focus of cumulative cost research regarding national implementation of legislation will be
on desk research, in-depth interviews with regulatory organisations and knowledgeable
individuals, and the review of legislative texts and comparison with other Member States if
appropriate. Interviews with enterprises will act as a complement to this core research to
determine cost levels and frequency of occurrence.
Studies to assess the evolution of the volume and cost of legislation over time will require
comparison with earlier studies. But if they do not exist, estimates based on legal texts and
interviews must be developed. Interviews with knowledgeable individuals (in enterprises or
regulatory offices, for example) would also be useful. In-depth enterprise interviews to
understand the interaction between business growth and evolution and the costs and effects
of legislation over time will also provide useful results. Perception surveys can complement
such information in understanding how people feel about the evolution of legislation.
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Case study 2.1: How expanding the scope of a cumulative costs study can reduce quantitative
robustness.

This case study demonstrates how quickly the scope of a study on cumulative costs can
expand as more pieces of legislation are included. The result is that the quantitative
robustness of a study decreases as its scope expands. The example relates to a hypothetical
cumulative costs study in the electrical equipment sector (unspecified product group).
Example - electrical equipment
(1) Adding a single piece of regulation : Low Voltage Directive (LVD) 2006/95/EC)
For this piece of legislation, the following needs to be taken into account:


Scope – check the Directive’s scope, e.g. which sectors and sub-sectors (product
groups) the Directive covers. The guidance on the LVD will be relevant (36 pages)
http://ec.europa.eu/enterprise/sectors/electrical/files/lvdgen_en.pdf.

Administrative obligations – map out administrative obligations (AOs) for economic
operators e.g. carry out risk assessment of electrical safety, carry out appropriate
conformity procedures to ensure product safety, produce technical documentation to
enable market surveillance authorities to assess whether equipment complies with
the Directive’s requirements, CE marking requirements, etc.

Information obligations – map out AOs e.g. produce a Declaration of Conformity
attesting to conformity. Ensure this is regularly updated.

Harmonised European Standards - check which European standards the manufacturer
has applied to demonstrate that the essential requirements have been met under the
Directive (as this may influence the magnitude of costs).

Identify and analyse national legal texts setting out EU implementing regulations –
determine how these differ from EU requirements and if there are supplementary
requirements (scope for gold plating).

Identify and analyse the extent of differences in approach to national monitoring and
enforcement.
(2) Adding 3 new pieces of regulation
As in the example provided for the LVD, a similar set of information on how firms comply and
the nature and extent of costs (AOs, IOs), is required. Therefore, for each additional piece of
regulation, since data and information on a wide range of variables will must be examined
and analysed, the overall effect would be to increase the complexity of the analysis. When
multiple pieces of legislation are within scope, in the context of a study on cumulative costs,
there is a need to:


Identify the nature and extent of cumulative costs at EU level due to interactions
between the specific pieces of legislation. In order to quantify cumulative costs, the
relationship between the piece of legislation concerned and other legislation will
need assessment. For instance, if a product complies with the LVD but also other
harmonised Directives, it only needs to be CE marked once. However, most
Information Obligations and AOs will still apply.

Analyse the nature and extent of EU-level cumulative costs due to interactions
between the specified pieces of legislation.
The nature and extent of cumulative costs will vary depending on:


How long it was since each piece of legislation was adopted - evidence suggests that
compliance costs vary depending on the time since legislation was adopted, with
established legislation incurring lower costs than newer legislation.
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Whether there are synergies or duplication in administrative requirements between
different pieces of legislation - economic operators may be required to fulfil sets of
requirements even if they are duplicative. Alternatively, requirements in linked
legislation may be purposely mutually exclusive to avoid duplication and reduce
administrative costs. For instance, the Lift Directive (Directive 95/16/EC) states that
the requirements relating to electrical safety must be followed if the LVD has already
been followed. The Radio and Telecommunications Terminal Equipment Directive
(R&TTE Directive) is unusual because it allows manufacturers of radio equipment
either to comply with the R&TTE Directive alone (but taking into account the relevant
Articles relating to electrical safety and electro-magnetic compatibility) or comply
with the LVD, the EMC and the R&TTE Directive separately.
Machinery Directive (2006/42/EC): the Directive is more complex than the LVD, reflected in
the fact that guidance on the Machinery Directive includes rules specific to different
categories of machinery20. The guidance document alone is 404 pages and the legislation is
65 pages, demonstrating the complexity involved. There are also inter-relationships with
different Directives such as the LVD, where a mutual exclusivity clause states manufacturers
can comply with the LVD or with the electrical safety aspects within the Machinery Directive,
but do not need to do both.
EMC Directive: the Electromagnetic Compatibility Directive 2004/108/EC applies to all types
of electrical equipment. There are a large number of harmonised technical standards21 to
comply with the Directive. Unlike for the LVD, in conformity assessment, there is a
requirement for third-party intervention, as the manufacturer undertakes the conformity
assessment. There are however "Notified Bodies" which may be used to provide reports in
response to a challenge by a national authority as to conformity of equipment.
The REACH Regulation (Regulation (EC) No 1907/2006): is arguably one of the most complex
parts of EU law. It is mentioned because it is applicable to the electrical equipment sector but
also because it is incremental. When chemical substances are tested in the course of the
registration process under REACH, there is the possibility that fuller knowledge of the
chemicals gained in the process will trigger additional compliance requirements under other
legislation. In particular this applies to: worker health and safety regulations (e.g. the
Carcinogens and Mutagens Directive 2004/37/EC (CMD), Directive 98/24/EC on the
protection of the health and safety of workers from the risks related to chemical agents at
work (CAD), the Pregnant and Breastfeeding Workers Directive 92/85/EEC, and Directive
94/33/EC on Young Workers); product safety regulation (e.g. Directive 2001/95/EC on
General Product Safety); and other product safety regulation (e.g. Regulation No 305/2011
for the Marketing of Construction Products and the Toys Directive 2009/48/EC); and waste
legislation (Directive 2008/98/EC).
These three pieces of legislation demonstrate that adding just a few pieces of legislation
raises complex issues with regard to how legislation is inter-related, whether requirements
are neutral, incremental or have been simplified. Verifying these issues and taking into
account multi-level complexity in the nature of cumulative costs (at EU, national and regional
levels) significantly adds to the level of complexity in any analysis.

20

The Guide to the application of the Machinery Directive (2006/42/EC) is 404 pages.
http://ec.europa.eu/enterprise/sectors/mechanical/files/machinery/guide-appl-2006-42-ec-2nd201006_en.pdf
21
http://ec.europa.eu/enterprise/policies/european-standards/harmonisedstandards/electromagnetic-compatibility/index_en.htm
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(3) Adding a sector or sub-sector
The overall volume of legislation applicable in a given sector/sub-sector and product/subproduct group may vary considerably. Adding additional sectors and product groups
significantly increases the number of variables. Adding a new sector may add complexity
because:


Several new pieces of regulation may then fall within scope, since different legislation
may be applicable to different sectors, sub-sectors and product groups.

Given technological changes in some sectors and for some product groups, there are
ambiguities as to whether sub-product groups fall within the scope of EU regulations
(especially the case for parts and components).

Conformity assessment procedures and harmonised technical standards followed
vary between sectors/ product groups and the compliance costs – and the cumulative
costs of compliance – are likely to vary.
(4) Adding another country
For every additional EU country added to the scope, there is an increase in the number of
variables, and understanding its national context is needed in order to carry out the analysis,
interpret the data and explain differences between countries. Examples:



Differences between Member States in the transposition of EU laws
A higher number of applicable laws in absolute terms, e.g. national implementing
legislation needs to be consulted in order to ascertain how much gold plating has
taken place

Even where legislation is directly applicable (e.g. EU Regulations), Member States still
need to develop national implementations.

Variations in monitoring and enforcement – the frequency of inspections and the
likelihood of being subject to an enforcement check varies. Likewise, the number of
market surveillance, health and safety and other types of agencies responsible for
overseeing the implementation of EU legislation varies.

Differences in perceptions as to the type and magnitude of cumulative effects (based
on a combination of all the above factors)

Non-regulatory factors may add to the complexity of the analysis
The more pieces of EU law that are defined as being within scope, the greater the risk that
differences in perceptions between Member States on the level of cumulative costs and
burdens is influenced by national-specific circumstances, interpretation of legal requirements
and firm perceptions. In a study more limited in terms of the number and types of legislation
within focus, there is better scope for the research team to investigate to what degree the
perceived cumulative costs and burdens identified by SMEs stem solely from EU legislation.
Thus, it is easier to separate them from those due to national differences in the
interpretation of EU legal requirements, including market expectations as to whether
national (non-mandatory) standards must be met.
The more focused CAR method is better suited to identify and calculate cumulative costs of regulation
than a methodology that has a broader scope.

29

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments
3.

3

SECTOR ASSESSMENTS

This section contains individual sector assessments (detailed sector reports are provided in
the Appendices). The individual sector assessments are presented in the following order:
bakeries, construction (residential and non-residential buildings), electrical equipment, ICT
services and retail (bakery products).

3.1

Overview of the Sector Assessments

The sectors selected for analysis in this study are set out in the table below. The rationale for
this selection is provided in detail in Appendix B (p.114)
Table 3.1.1 Sectors
Sector name
Bakeries (manufacture)

Construction
Electrical equipment
ICT Services/ Computer
programming
Retail of bakery products

NACE code
C 10.71 Manufacture of bread; manufacture of fresh pastry goods and
cakes
C 10.72 Manufacture of rusks and biscuits; manufacture of preserved
pastry goods and cakes
F 41.2 Construction of residential and non-residential buildings
C 27.1 Manufacture of electric motors, generators, transformers and
electricity distribution and control apparatus
J 62.01 Computer programming activities
J 62.02 Computer consultancy activities
G 47.1 Retail sale in non-specialised stores
G 47.2 Retail sale of food, beverages and tobacco in specialised stores

Below we summarise the approach adopted to each of the sector analyses:


We provide an introduction to the sector, which provides some context for the
analysis that follows.



The main legislation and types of compliance actions and costs are set out. The
main legislation that influences the sector is summarised (details are available in the
sector studies in Appendix B and Appendix E). Types of compliance actions and costs
incurred by SMEs in the various sectors are also summarised. The categories of costs
are differentiated according to SCM distinctions between familiarisation, adaptation
and administration costs. A summary statement on the effects of business costs
imposed by legislation is provided.



An assessment of cumulative costs follows. This examines how cumulative costs
emerge in terms of key business ‘events’ (investment in buildings, plants and
machinery (equipment); new product development; employment of new staff; and
exporting to new EU markets). The reason for selecting these events was explained in
Section 2.1. The relationship between cumulative costs and industry structure is
considered, followed by comments on the effects of the enforcement regime on
cumulative costs. The differences in cumulative cost levels between Member States
are discussed.



Finally, the cumulative effects on SMEs of complying with regulatory requirements
is set out (for more detail see the relevant sector reports) in terms of three
categories. Effects on employees and customers are detailed (staff morale,
satisfacion and improved standards, working conditions and hygiene). Effects on the
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firm’s markets are summarized (increased consumer confidence and brand strength,
opportunities and incentives to innovate, expand market share and prevent
competition based on lower standards). Lastly, effects on firm operations are
discussed (cost reductions, increases in revenues, productivity and profitability).


At the end of each sector assessment, we present a number of case studies. Their
aim is to illustrate specific points highlighted in the course of the assessments.
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Bakeries

Key messages
Business perceptions of the level of cumulative costs
Among the larger “plant” bakery production units, there is more awareness of cumulative costs, as
those operations usually must comply with more legislation than the smaller craft bakeries. However,
overall there was little awareness of cumulative costs and the attention of industry and industry
associations tended to focus on individual pieces of legislation, rather than the cumulative costs
thereof, or other more critical matters for the industry.

The perception of the consultant
Levels of compliance and strictness of enforcement vary which allows flexibility in incurring
compliance costs for micro and small firms. When enterprises wish to grow significantly (from micro or
small to medium or large), cumulative costs can become more of an issue (see below). Many
compliance costs have just codified ‘business as usual’ practices.

The level of total cumulative costs
The level of cumulative cost in the bakery sector is not substantial or disproportionate to the relatively
low level of hazard and risks involved in baking. Overall levels are low. For larger bakeries, there are
market forces that often require higher levels of compliance than those required by government
legislation. The widespread use of Regulations rather than Directives acts as a limiting factor on
additional costs arising at a national level.

Proportions between the three categories: familiarisation, adaptation and administration
The proportion between types of costs can vary over time depending on whether new legislation is
coming into force or updates to legislation are being carried out, or if the enterprise is in a dynamic
transition stage or a steady, stable state of operation. In the case of new legislation emerging or
legislation being updated, and companies being in transition to expansion, familiarisation costs rise, as
may adaptation costs. In the “steady state” situation, the company will be familiar with legislation and
adapted, so those costs are low and administration burden will continue to incur over time.

Main conclusions from the analysis of business events in the sector
When bakeries consider undertaking initiatives that involve new product development, expansion,
investment and employment, cumulative costs increase to such an extent that it can discourage
smaller firms from carrying them out. For larger firms and those that are already fully compliant, with
all systems installed and operating, the events discussed do not incur major cumulative costs,
especially in the case of exporting to another Member State.

Main conclusions from the cross-country analysis
Differences in cumulative cost levels between countries are largely the result of different industry
structures (share of production between plant and craft bakeries, industry integration and product
distribution, and firm size: larger firms incur higher cumulative costs).

3.2.1

Introduction

The table below provides data on the number of firms and the distribution of firm sizes in the
Member States covered by this study. Some key characteristics of the industry are also
summarised (see Appendix E.2 p.178 for more detail).
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Table 3.2.1 Distribution of firms by firm size, bakeries (NACE C 10.71, C 10.72)
Member
State

Total
number

Germany

14,766

From 10 to 19

From 0 to 9

From 20 to 49

From 50 to 249

250 or more

Number

%

Number

%

Number

%

Number

%

Number

%

7,435

50.4

4,915

33.3

1,109

7.5

1,073

7.3

235

1.6

Estonia

108

64

59.3

13

12.0

17

15.7

11

10.2

3

2.8

Ireland

175

74

42.3

42

24.0

35

20.0

21

12.0

3

1.7

7.9

485

4.7

160

1.5

22

0.2

5.9

542

1.5

143

0.4

15

0.0

5.2

30

0.5

2.6

2

0.4

Spain

10,429

8,939

85.7

822

Italy

35,664

32,851

92.1

2,113

6,292

4,175

66.4

940

14.9

821

13.0

326

455

84.9

48

9.0

17

3.2

14

Poland
Slovenia

536

Slovakia

1,381

1,045

75.7

204

14.8

85

6.2

:

Sweden

1,448

1,164

80.4

161

11.1

90

6.2

26

1.8

7

0.5

70,799

56,202

79.4

9258

13.1

3201

4.5

1774

2.5

317

0.4

Total

:

Source: Eurostat, Structural Business Statistics, 2012

The table indicates there is wide variation in the number and distribution of firms, in terms of
number of employees, between Member States, even allowing for differences in economic
sizes of the Member States. Germany has, on average, the largest firms. As a percentage of
the total number of bakeries, Estonia and Ireland have a higher share of large bakeries than
Germany. Italy has the most bakeries, and the highest percentage of micro bakeries.
The key characteristics of the bakery sector are summarised below. 22


The main products of the sector are bread (80%), Viennoiserie (8%) patisserie (10%)
and savoury (2%). However, there are quite wide variations between the shares of
these products between Member States (e.g. 55% bread in Cyprus, 90% bread in
Poland and Latvia).



There are two main types of production unit in the sector: craft (artisanal) and
industrial (plant) bakeries. The former are generally micro and small businesses, and
often family-owned. The latter are medium-sized or large firms. The share of total
production accounted for by the two modes varies between Member States from 5%
produced by craft bakeries in Estonia to 55% in Poland and 70% in Greece.



The distribution channels used for selling bread also differ between Member States
(more about that is provided in the Retail - Bakery Products sector case study). In the
EU as a whole, 25% is sold through craft/artisanal suppliers, 45% through modern
retailers (large regional, national or international retail chains), and the remainder
going through catering, bakery chains and other retail. The distribution channel
growing fastest is modern retailers, but there are differences between Member States
regarding rates of growth in different distribution channels.

These factors drive the competitive dynamics of the sector in each Member State’s industry
and have an important impact on the cumulative costs and effects of legislation, as will be
explained below (for example, how distribution channels can influence cumulative costs).

22

All data from Gira (2013); The Gira European Bakery Panorama, Mini Market Report 2013, p.5.
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Relevant legislation is set out in detail in Appendix C (p.163) and E.2 (p.178) - Food
Manufacture – bakeries). Key areas are:


General principles and requirements of Food Law as set out in Regulation 178/2002.



Food Labelling: Directive 2000/13/EC (until December 2014, when Regulation
1169/2011 comes into operation)



Nutrition and health claims: Regulation 1924/2006, Regulation 907/2013 (generic
descriptors), and Regulation (EU) 1047/ 2012 (nutrition)



Nutrition labelling: the following are relevant – 90/496/EEC, 2003/120/EEC and
2008/100/EEC.



Food hygiene: Regulation (EC) 852/2004; Regulation (EC) 853/2004 (food of animal
origin), Regulation 854 (2004 (official controls on products of animal origin), and
Directive 2004/41/EC (repealing other directives)



Product packaging: Regulation 1935/2004

The primary sector-specific provisions of the legislation regarding bakeries in the EU are
those relating to food safety and employee health and safety. However, packaging and
labelling legislation is also applicable, with a new Regulation (1169/2011) that came into
force in December 2014. A range of additional legislation is relevant (e.g. business legislation,
which is common to all firms - see Appendix C for details) and, depending on the nature of
the business (complexity of product range, employees, markets and distribution) and the
actions (events) undertaken, further legislation might become applicable (e.g. expansion,
building new premises, etc.). This means that two businesses that appear very similar in
terms of turnover may face very different legislative environments and compliance cost
obligations. The well-known heterogeneity of SMEs extends both vertically (firms of different
sizes) and horizontally (same size firms) and has implications for compliance costs.
3.2.2.2

Nature of the implementation of the legislation

Sector-specific EU legislation relevant to the bakery industry is mainly in the form of
regulations rather than directives. According to industry representatives and enterprises
interviewed, this means that there is little scope for gold plating to occur in the bakery
sector23. Regulation 853/ 2004 allows Member States additional national rules for companies
with limited supply but not all choose to make use of the opportunity. Ireland, for example,
has not adopted this route because it can be regarded as an impediment to trade. The only
flexibility is in the interpretation of the legislation by the inspectors on the ground. It is in this
area (see below) that some cumulative costs do arise. There is also scope for differences in
interpretation due to language differences. In addition, some Member States implement
relevant legislation at sub-national levels of government, as in Spain, where this can lead to
anomalies, with different Autonomous Communities specifying different requirements for
enterprises in their areas.
23

In this study the term “gold-plating” is used to capture situations where the national requirements
differ from the requirements of the EC directives, and in particular refers to “cost-adding” gold-plating,
as opposed to neutral or cost-reducing gold-plating (Bertelsmann Stiftung, 2006, International
benchmark of administrative burdens related to selected EC Directives in the Netherlands, Germany
and Denmark, p.10).
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Types of costs

The research indicates that the main regulatory costs incurred by bakeries are those related
to food safety law (Regulation 178/2002) and the health and safety of employees. In
addition, in the run up to December 2014 when new legislation on labelling came into force
(Regulation 169/ 2011), there was increased cost related to this requirement.
Using the categories of costs defined by the SCM (familiarisation, adaptation and
administrative costs) the main regulatory costs within these categories identified by the
primary research are set out in the table. The distribution of weights between them can vary
significantly over time, depending on an enterprise’s situation.
(a) Familiarisation
The table below sets out the number of times that specific familiarisation actions were
mentioned. The text that follows provides further details about the costs and activities
involved.
Table 3.2.2 Familiarisation actions
Bakeries
Providing information or training for staff regarding the legislation
Using external consultants to provide information, advice/guidance

Number of
times
mentioned
35
23

%

Employing staff responsible for familiarisation

20

37.6
24.7
21.5

Purchasing information
Total
Source: CSES survey and interview programme

15
93

16.1
100.0

Sending staff and managers on a course to learn about new developments in law (e.g.
labelling legislation) is the most frequently mentioned specific familiarisation activity. The
cost for this varies across EU Member States from €400 to €800 per day, but courses may
take more than one day, involving travel and overnight stays and lost production time as
well. Companies also use external advisors to keep them updated on developments. This
involves monthly costs or one-off payments. Costs ranging from €3,000 to €10,000 per year
were identified, although it was pointed out that this was not always just for legislative
updates. The cost of the supply of other business information (e.g. market intelligence) was
also sometimes included in these payments.
Regarding the employment of staff responsible for familiarisation, most SMEs do not have a
person dedicated to this function full-time. Typically an employee’s other duties relate to
accounting, administration or human resources. Many business owner-managers take on
responsibility for familiarisation themselves (e.g. with health and safety and employment
legislation).
(b) Adaptation
The table below sets out the number of times that specific adaptation actions were
mentioned. The points that follow provide further details about the costs and activities
involved.

35

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments - Bakeries

3

Table 3.2.3 Adaptation actions
Bakeries
Training staff in skills/ roles

Number of
times
mentioned
34

%

20.2
17.9

Labelling or providing other information for consumers

30

Working with suppliers

25

(Re-)designing products to comply with the legislation

21

(Re-)designing production processes to comply with the legislation

16

Working with customers
Adapting premises

15
11

Changed recruitment or employment practices

8

6.5
4.8

8
168

4.8
100.0

Providing after-sales support or services
Total

14.9
12.5
9.5
8.9

Source: CSES survey and interview programme

Training (food health and safety) for employees is an important element in ongoing
compliance costs for all firms in the sector. Training usually involves a one-day training and
revision course to check that employees are up to date and compliant with the applicable
legislation. Costs incurred are usually similar to those for familiarisation courses (€400-800
per day). One Irish company with 28 employees for example has estimated this cost at
€13,000 per year.
In order to comply with new labelling legislation, some firms have had to invest in new
machinery and equipment. However, the cost depends on how large and complex the
product line is. For example, one medium-sized firm with 150 employees indicated that they
spent €30,000 on a labelling machine and the additional cost of time and other ancillary
expenses meant that overall €80,000 was spent. By contrast, the owner of a micro firm that
produces fresh bread sold locally advised that regarding adapting to the labelling
requirements, they already had a little desktop labelling machine and all that was necessary
was to reprogram it, which took half an hour.
As part of the farm-to-fork traceability initiative and the need to label and ensure that all
ingredients are identified and compliant, bakeries are working more closely with their
suppliers and organisations that provide support related to ingredients. Thus, one industry
association has provided a database that can track product sources and lists ingredients. A
bakery that is a member of the association can then input, for a fee, their ingredients for
each recipe they have and the programme checks if they are compliant. They can then use
the information for labelling. Fees are in the region of €100 per month, depending on usage.
Some companies have hundreds of recipes to put through the process.
Larger companies, or those that transport products further afield than the local market and
use large transport vehicles, need to ensure that their vehicles are compliant in terms of the
ambience of the goods transported and the travel regimes of the lorry drivers (for example,
regarding tachometer compliance and rest stops). Some redesign of products is occurring
due to the need to package differently and impending regulation regarding allergens.
Adapting premises typically occurs when new investments in buildings are undertaken (or
old ones are modified) and may need additional expenditure to comply with higher
environmental standards or Directives (e.g. Ecodesign). Alternatively, if for example a coffee
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shop is added to the front of the building, this may require building new walls or doors, but
this is usually controlled by local building regulations.
Employment practices can be affected by EU legislation, especially in large employers that
have a visible presence in the market and have major contracts with large buyers. For
example, one medium-sized firm had to install a new optical-based working time recording
system (€10,000 one off cost, plus €3,000 annual costs). This was done to ensure that
employees were taking the prescribed number and duration of rest periods and not doing
too much overtime, as the company would be liable for accidents related to fatigue. This
applies even if the accident was due to the employee abusing the system (e.g. by using a
colleague’s time card).
After-sales support and working with customers is increasingly important, (e.g. to ensure
that packaging and labelling are appropriate so customers such as large retailers do not face
unnecessary risks and product withdrawals). It is difficult to put a time and cost down for
such adaptation actions.
(c) Administration
Administrative actions mentioned and their frequency of mention is set out in the table
below.
Table 3.2.4 Administration actions
Bakeries
Internal testing, inspection or monitoring
Risk analysis
Compiling and storing information
External reporting to authorities
External testing or inspection
Conformity assessment, Declaration of Conformity and CE
marking
Total
Source: CSES survey and interview programme

Number of times
mentioned
41
34
33
32
25
16
181

%
22.7
18.8
18.2
17.7
13.8
8.8
100.0

As indicated in Table 3.2.4, internal testing, inspection and monitoring are the administrative
actions most often mentioned. Bakeries need to keep track, for production purposes, of the
temperature of their ovens and the composition of their mixes to ensure hygienic conditions.
They test new products and ways of making them. Much of this is routine business practice.
All bakeries need to carry out risk analysis. The cost of this can vary from a few hundred
euros for an internal or external assessment for a micro-firm, to several thousand euros
where a large plant bakery with hundreds of employees is involved. This must be recorded
for reporting purposes, documented, updated and changes made as required.
When compiling information and storing it with a view to external reporting (e.g. for
inspections or VAT) companies argue that there are administrative burdens involved as they
would do much of the work anyway without having to write it all down (which is what
generates the administrative burden). In addition, between countries, and even within
different regions of the same country, these requirements may differ. An example is Spain,
where Autonomous Communities can specify different requirements. Some requirements,
such as those regarding recording oven temperatures, differ between countries such as
Germany and Spain due to how legislation has been implemented.
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For micro and smaller enterprises, the main burdens are documentary requirements. One
often-mentioned requirement is the need to write up the HACCP plan.24 For larger small
enterprises and medium-sized firms, this is a burden. However, it can also be very useful for
operations management and help reduce waste and accident insurance costs. Other
examples are certificates of hygiene that must be up to date and ready for presentation on
inspection, as are the weekly analyses and reports. External testing requirements (for
example of ingredients, or mixes) can be expensive (e.g. over €1,000 per test). In the case of
innovative bakeries there can be frequent tests for the many new products being developed.
SMEs were asked what the effects of the costs were on their businesses. The responses are
set out in Chart 3.1 below.
Chart 3.2.1: How do you think the costs imposed by legislation affect your business?



Half indicated that long-term costs of adapting products, processes and employment
conditions are negligible, as legislative requirements can be incorporated in the design
of products.



Nearly two-thirds agreed that short-term costs of adapting could be high (e.g.
labelling).



Nearly half indicated administrative requirements could be easily incorporated into
daily operations.



Most respondents (76%) said they would carry out most of the testing, health and
safety inspections, quality control and employment related requirements even
without legislation.

In reality, there is a wide variation in levels of compliance between enterprises. Full
compliance with legislation among micro and small enterprises can be lower than in larger
firms (Stratus, 2008). Thus, the attitude expressed by a micro-sized bakery in Italy is quite
typical, namely that ”all that is required to comply is to be clean, keep the premises clean and
24

Hazard analysis and critical control points (HACCP) is aimed at systematically preventing risks to food
safety from chemical, biological and physical factors and designs measures to reduce risks and tracks
performance of the system.
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tidy, wear a hairnet and plastic gloves, all of which is common sense, and leave the rest to
the accountant.” Case Study 3.3 (below) also presents a less than fully compliant firm
situation. Larger small firms and medium-sized firms, often those with supply contracts with
regional or national companies, with more of a regional profile, may be subject to more
public sector inspections and inspections from their private sector customers.
3.2.3

Assessment of cumulative costs

To gain insight into how cumulative costs emerge and what their effects are, they are looked
at from the following points of view: compliance costs related to specific business decisions
(“events”); the role of industry structure; the enforcement regime; and from the point of
view of cross-country comparisons. Long-term effects of compliance are then considered.
3.2.3.1

Business Events

Appendix E.2 (p.178) provides a summary of the type of legal requirements that are
associated with the specific business events identified. Sector-specific legislation that applies
to a situation where an SME is investing in new buildings, whether for growth or relocation
of activity, includes: HACCP requirements regarding walls, floors and ceilings (which adds to
the cost of building materials); requirements regarding construction of paths, footways;
requirements regarding Ecodesign for construction; energy use; and in addition there are
local building regulations. A risk assessment must also be carried out and documented.
When installing machinery and equipment, which may be in addition to the building
mentioned in the previous paragraph, or in a building, there are also regulatory requirements
to be met. While the responsibility is on the supplier to provide machinery that complies (a
wide range of legislation exists regarding machinery), this increases the costs of the
machinery and equipment. Ovens, extraction and other equipment needs to meet HACCP
and other EU requirements for electrical machinery and equipment. When machinery is
installed, an external inspector must test it and this must be documented. Before operators
can use machinery, they must train to use it, and this also must be documented.
Regarding recruitment and employment, a wide range of compliance actions is also required
(see also case study 3.1 below). Employees need to have an up-to-date hygiene certificate
(renewed yearly) which must be available for inspection. Health and safety records must be
available and accessible. To comply with the Working Time Directive and other employment
related legislation (parental leave, holidays, rest periods, etc.) staff hours must be correctly
recorded. Personal data must be obtained, checked (difficult sometimes when foreign
workers are involved) and stored. Staff must be registered at employment offices and tax
authorities. Employment records must be kept up to date and available for inspection.
Personal data storage requirements must be satisfied. Employment contracts must be drawn
up, which can be complex in a business that has a high degree of seasonality and need for
part time or temporary work, (and often makes use of foreign nationals). Some industry
associations provide a special service in this respect to support their members. In some
instances, consultation may be required with co-workers.
New product development requires development of process documents (HACCP), internal
testing (with records), external testing (with records), a list of ingredient sources
(traceability), packaging and labelling requirements and nutritional ingredients (impending
legislation). All this increases costs, testing costs, and time to market, none of which is
supportive of new product development and commercialisation. In addition, for the purposes
of hygiene, when a new production line is installed, it may have to be separated in case of
cross-contamination (e.g. presence of nuts).
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While the above list of legislation already presents quite a substantial body of law to
comply with, it is clear that if an enterprise wishes to undertake an expansion that
includes, simultaneously, new buildings, machinery, equipment, and recruitment of labour,
a significant volume and complexity of regulations is involved. At the same time, regarding
the business events above, there is still, in addition, the usual business legislation relating to
taxes, company law, etc. The assessment of compliance with administrative actions by
external bodies is also an area where cumulative effects became clear in the course of the
research. This is due, for example, to multiple organisations being involved (or different
interpretations of law).
Thus, while there are cumulative costs that add up in the course of carrying out these
business events due to the presence of individual pieces of legislation, as soon as multiple
events are identified, there is an additional cumulative cost.
By contrast, exporting to new markets in EU Member States involves no additional
familiarisation and adaptation cost, and little administrative cost other than completing
VAT and export data filings. One Irish company that wanted to export had anticipated that
significant compliance costs would be required to enter the UK market and found to its
surprise after carrying out research that there were none (other than VAT and export data
filings). A Swedish firm that exports throughout the EU using a Dutch distributor also
confirmed that once a firm is compliant in one EU Member State (in the sector ) the other
Member States are readily accessible (from a regulatory point of view), especially if the firm
is also BRC (British Retail Consortium) compliant.
3.2.3.2

The structure of the industry

Research indicates that micro and small firms are less likely to comply fully with legislation
than medium to large firms. There are various reasons for this and there are exceptions, as
in the case of case study 3.2. Reasons for this include the fact that SMEs are often less likely
to be inspected. They tend to have a lower profile and do not attract much attention. Micro
firms can operate successfully over long periods of time (e.g. family businesses) in local factor
and product markets without attracting a great deal of attention from enforcement
organisations.
On the other hand, medium-sized and larger small firms often have a higher profile in local
business communities. They are more visible and more is at stake if there are lapses in
compliance that lead to problems related to hygiene or inappropriate packaging, both for
the wider community and for the firms themselves and their customers. They tend to be
inspected more thoroughly and regularly. In addition, they are often quite highly integrated
in their customers’ supply chains, and will be inspected by those customers or third parties
working for them (often to a higher standard than required by legislation, such as the British
Retail Consortium or “BRC” standards) so that once they comply they can export world-wide.
In addition, the product range and distribution system can have implications for compliance
costs. Simple bread is a low-hazard, low-risk food consisting mainly of flour and water.
However, as soon as additional vegetable or animal matter is added to the product mix (e.g.
cream cakes), potential hazards increase (e.g. if cream curdles and causes food poisoning).
When such products are packaged and stored this is even more the case. Therefore, the
larger and more complex a firm becomes, the more regulation.
These factors have implications for costs generated by compliance in a particular Member
State, as they have different shares of firms in different size categories, as Table 3.2.1
demonstrates.
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The enforcement regime

Bread is a low-hazard, low-risk product and tends not to be highly prioritised for inspection
and enforcement initiatives (compared to, for example, chemicals, or an abattoir).
Nevertheless, firm size can mean that the business appears on the radar of the enforcement
authorities for reasons related to social welfare, employment regulation, or taxes. However,
there are differences in the stringency with which legislation is enforced and sanctions are
applied. While there was not sufficient evidence to identify particular Member States in this
respect, the enforcing organisation in Ireland mentioned that while an SME is in an expansion
phase and trying to grow, but is not yet fully compliant, the authorities will be supportive.
Feedback from other Member States indicates that a supportive approach is not always
forthcoming.
In addition, there may be different bodies involved at local or regional levels that enforce
regulations in different ways, particularly when there are autonomous regional
governments. However, even in smaller Member States without several layers of
government creating the potential for differences in interpretation of laws, due to matters
inherent in the legislation, differences in interpretation do occur (e.g. legal and linguistic
interpretations).
3.2.3.4

Cross Country Comparisons

From the point of view of making cross-country comparisons regarding the cost of the
cumulative effects of compliance with EU law, the main drivers of costs in individual
countries are:


Cost levels in the country concerned (e.g. comparative salary and wage levels of
employees, consultants and trainers);



The distribution of firm sizes - the more large firms, the higher the costs;



The robustness of the inspection regime;



The way in which EU law is implemented (e.g. the role of sub-national organisations,
maximum or minimum harmonisation).

Cost levels are determined by local conditions and reflected in local and national pricing
levels. Thus, for example, familiarisation training costs range from €400-800 per day, largely
depending on the Member State. We did not find evidence among interviewees that there
are different cost levels within countries.
The interaction of the above-mentioned cost drivers means that a good deal of variation
exists between the Member States regarding the costs generated by compliance with the
EU legislation and its national implementation, because there are different combinations of
the factors present in the Member States’ bakery sectors. Thus, referring back to Table 3.2.1,
even though Germany has fewer bakeries than Italy overall, it has a substantially more large
companies. Therefore, the total level of compliance costs incurred is not reflected in
proportion to the number of firms. Compliance costs in Germany may well be equal to or
greater than those in Italy on a national level, because larger firms tend to be inspected more
thoroughly (and tend to have higher compliance levels).
Estonia, with the smallest economy of the EU Member States covered by the study, also has
a relatively low share of micro firms (59.3%) and exports a large share of its output. This
suggests relatively high compliance expenditure. The companies would incur compliance
costs on a wide range of activities such as packaging and transport, and would have to be
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fully compliant to be able to supply export markets. A large share of the market is supplied by
less than five larger enterprises. Also, a low share of bread is sold fresh locally a (10%) which
means that domestically-sold bread incurs higher compliance costs than in other Member
States, where more bread is sold fresh.
Ireland has the lowest share of micro firms (42.3%) among the countries covered by the
study, and a low share of fresh bread sales (20%), both of which suggests a relatively higher
cost of compliance. The interview programme indicates that a benign and supportive
inspection regime exists (although bakeries that cannot comply are shut down).
Italy has by far the largest number bakeries, some 35,664 compared to Spain’s 10,429 and
Germany’s 14,766. Italy also has the highest share of micro enterprises in the bakery sector.
Some 85% of bread is sold fresh. Among these micro-firms, a respondent expressed the view
that ‘compliance really consists of keeping clean, wearing a hairnet and plastic gloves, and
leaving the rest to the accountant.’ The consensus was that regulation is enforced in a
flexible way unless serious shortcomings are identified.
Poland’s bakeries tend on average to employ more people than those in Italy, but 94.3% of
them employ less than 50 people. Some 80% of bread is sold fresh but approximately 60% is
produced in industrial bakeries that usually have higher compliance levels due to their higher
employment levels. The inspection and enforcement regime is considered stringent.
In Slovakia, 75.7% of bakeries are micro enterprises and another 21% are in the less-than-50employee category. It was widely claimed by interviewees that the inspection regime is quite
robust, (70% of bread is sold fresh). Interviewees also said that the legislation implemented is
not always very clear and inspectors can have differing interpretations about compliance,
suggesting higher cumulative costs. The increasing presence of large retailers (who demand
high compliance) is encouraging higher levels of compliance due to increasingly integrated
supply chains as more products are sold through them.
Slovenia has a high share of micro firms (84.9%), and 2.6% of firms are in the 50-249
employees category that requires relatively high levels of compliance. Some 80% of bread is
sold fresh. According to the interviewees, enforcement is often rigid and legislation is
influenced by national considerations.
In Spain, 85.7% of the bakeries are micro enterprises. Nearly all Spanish bakeries (98.3%)
employ less than 50 people. Due to the high share of bakery products that are sold fresh and
probably locally (rather than transported over to regional or national markets), and a lesser
presence of long retail supply chains (few large retailers), these firms are also subject to less
sector-specific legislation. However, countering this is the fact that there are often more
‘psychological costs’ in such enterprises, as they are uncertain about exactly what compliance
involves. In addition, the inspection regime at local and Autonomous Region levels are often
not transparent to enterprises, a further ‘psychological cost.’
In Sweden, 80.4% of bakeries are micro enterprises but craft bakeries only supply some 10%
of the bread sold. Less than 30% of bread is sold fresh and the interviewees suggested high
levels of enforcement. Overall, this suggests relatively high levels of compliance and
cumulative costs.
3.2.3.5

Cumulative effects

Regarding the cumulative effects of the legislation (see the sector reports and 3.1) there
were ten questions grouped into three categories: staff, standards and consumers; markets;
and operations. While the number of responses by individual country was not sufficiently
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large to be statistically reliable, the following qualitative feedback for the sector as a whole
was obtained:



Legislation was seen as positive in terms of helping improve working standards,
conditions and hygiene, as well as consumer confidence and brand strength, but this did
not apply to staff morale.
Effects were seen as negative regarding the other categories: markets (opportunities and
incentives to expand market share, innovate and prevent undercutting based on lower
standards), and enterprise operations (reduced costs, increased sales, increased
productivity and profitability).

In addition to these cumulative effects (positive and negative), other effects on individual
companies included ready access to other EU markets for compliant firms (positive) and the
existence of regulatory challenges for micro firms that want to expand (negative).
There is a great deal of variation in individual firm responses to legislation (compare case
studies 3.2. and 3.3 below) but, in general, the larger a firm is, the greater will be the
pressure on it to comply. However, a larger firm also has a greater capability to comply
compared with smaller firms.
3.2.4

Case studies

Three case studies below illustrate the costs and effects of cumulative effects of compliance
with EU law.
Case study 3.1 - A medium-sized bakery – compliance with employment legislation
Summary
Turnover: €16 million
Headcount: 145 Full time equivalents (FTE), 5 part-time
The event : employment
Cumulative cost: one-off of €10,000 plus annual costs of €67,000 of which 50% is a businessas-usual cost, approximately 0.2% of turnover
The view of the business on the level of cumulative costs: low
Assessment as to the level of cumulative cost: low
This company has 145 full-time and five part-time employees. In previous years turnover was
around €8million per year. In the latest year, turnover has doubled due to accessing new
export markets in the Americas. Employment is a strategic issue for them. When the firm
recruits a new employee, there are several points to consider from a legislative point of view:
this includes considerations like age (there are specific requirements for under 18’s) and
working conditions. Some 10% of the workers are non-nationals from elsewhere in the EU, so
they must be checked for work permits. Overall, there is a good deal of administrative work
involved.
Most costs of the legislation relate to implementation of the Working Time Directive and
health and safety requirements. The firm is aware of other employment legislation, such as
that related to gender discrimination, but these aspects of the regulatory environment are
not prominent in their operations.
The firm has to manage shifts so that employees do not work illegally, taking into
consideration the rest breaks required, the time between shifts and numbers of hours
worked. The management have had to cut the hours of some employees who want to work
longer. They send staff for health and safety training and updates, including the forklift truck
drivers, who need regular re-training and re-testing. A great deal of time is taken up by the
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firm’s management trying to answer questions and check legislation related to compliance
(e.g. holiday pay). Two members of staff are engaged in employment and health and safety
related activities. This has to be spread over the total employment of 150 personnel (i.e.
about 0.4 FTE person per year in the case of the €35,000 per year salary for the health and
safety manager, and 0.4 FTE of €25,000 for the payroll administration person goes towards
compliance costs).
The company has had to invest in new timekeeping equipment to provide a record of
employees’ working hours based on a finger print recognition system that cannot be abused
by staff. The firm needs to keep traceable records to prove to inspectors that requirements
regarding working time and health and safety have been followed. The company has
estimated that labelling changes to comply with EU law cost about €80,000, but that it should
be less in the following years on a recurring basis.
Regarding familiarisation, the firm needs to stay updated with legislative developments as
customers require that they are regularly audited by external companies to ensure they are
comply with all relevant legislation. They must be BRC (British Retail Consortium) compliant
for export-related activities, and must stay up-to-date to comply with local government
requirements
The company must comply with Waste and Data Protection regulations and meet reporting
requirements related to EU VAT, tariff codes on imports, recording of raw materials and their
sources, and sales/ export data.
The company has doubled its turnover in the past 18 months from about €8 million to €16
million. While it calculates that it spends about €100,000 per year on compliance (except
one-off expenses, such as the €80,000 cost for labelling), according to the finance manager
interviewed, a large share of this is business-as-usual cost (in the region of 60%). With
turnover doubling, the share of compliance costs will probably not rise proportionately,
because the business is large enough to absorb additional costs. The interviewee argued that
their industry has generally benefited from the EU-level legislation that came into force in
recent decades.
Conclusions
This case study makes clear how compliance costs can accumulate regarding employment,
and how such costs can add up when linked to the other compliance costs incurred by the
business. It also demonstrates that, for a company of this size in this sector, these costs can
be quite readily absorbed. The point is made that as turnover rises, it leads to a reduced
cumulative cost per unit of output. Finally, full compliance regularly monitored (by external
companies) ensures access to export markets at no significant additional compliance costs.
Case study 3.2 - Building a new bakery
Summary
Turnover: €0.5-1.0 million
Headcount: 11 FTEs
The event: building a new bakery €880,000
Cumulative cost: familiarisation costs (management time not recorded plus consultant €200);
one-off adaptation costs (HACCP, buildings, equipment and training >€28,100), recurrent
administration costs €4170 per year.
The view of the business on the level of cumulative costs: the owners do not think that the
legislation adds value and that it is unnecessary.
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Assessment as to the level of cumulative cost: Overall, these are not large sums compared
to the investment.
This company was established in 1999 with 11 full-time employees and has a turnover of
between half a million and a million Euros per annum. It is a well-established bakery
supplying products to local and national markets, including through its own shop at the
current location. The company is building a new bakery plant in an industrial park, having
obtained EU Structural Funds aid for the construction of new premises. Production will be
moved to the new bakery while the retail shop will be kept at the present location. At the
time of the interview, all the plans and designs had been prepared, the building permit has
been obtained, and construction was due to start very soon.
According to the owners, the greatest compliance cost has been associated with the HACCP
system. The cost of compliance with the HACCP requirements is estimated at €9,600 (a new
system for new premises, as HACCP is associated with premises and equipment). Due to
increasingly stringent EU legal requirements, the costs of architectural design and
requirements related to premises and equipment have increased by approximately 10-15%
(for example, due to special materials required for walls). Total cost related to modification
of the premises is estimated at €17,000. Environmental requirements also must be complied
with in the design of the project.
To comply, management collected information regarding HACCP (EU legislation) and
minimum requirements for a food plant and forwarded it to their employees. The company
hired an external expert to update the HACCP system and to familiarise staff with the HACCP
requirements.
The company will have to work with its employees during the construction of the new plant
and before moving production equipment and starting production at the new premises, e.g.
use of new equipment, treatment of waste, noise protection. A large part of the cost related
to compliance has been included in the cost of constructing the premises, i.e. compliance
with minimum requirements for food processing plants (e.g. adequate distribution of rooms
to comply with clean routes, the architect and construction supervision, fire rules, grease
traps, etc.).
Additional investment costs related to ensuring compliance of the new equipment with
HACCP requirements amount to approximately one third of the cost of new equipment. The
company will move some of its current equipment to the new premises. It also foresees
additional costs related to moving production and equipment to the new premises (for
inspection of ovens and measurement of exhaust gases, noise, and ventilation). The total
additional cost resulting from these requirements is estimated at €11,500 (€10,000 for new
equipment, consisting of one third of total cost related to equipment, and €1,500 for new
measurements on equipment).
Conclusions
This case study demonstrates how readily regulatory costs can accumulate when complying
with just one element of an expansion project, i.e. fixed assets (buildings and equipment).
Investment in new buildings and equipment requires a new HACCP system (€9,600), use of
more costly materials and building designs (10-15% more than would have been the case if
no legislation was present). It also requires use of external advisors and trainers, training of
employees, certification, recalibration and purchase of new and more costly equipment (to
comply with legislation), continuous maintenance cost, and environmental requirements
related to waste collection and disposal. The owners of the business do not think that the
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cost of compliance with EU legislation significantly affects the operations of the company.
Case study 3.3 - A family-owned micro bakery
Summary
Turnover: €0.5m
Headcount: 6 FTE, 2 part-time
The event: Overview of legislative costs
Cumulative cost: not material
The view of the business on the level of cumulative costs: the company is not aware of
cumulative costs of any material significance
Assessment as to the level of cumulative cost: very low
This micro business employs eight people, six full-time and two part-time. The product line is
simple, plain bread. The firm has not moved into vegetable (e.g. olive bread) dairy (e.g.
creams), or meat products as this would lead to increased compliance costs.
The firm is a family business and has been in operation for nearly a hundred years, with a
well-established network of long-term local customers. The business has a very stable work
force with a very low rate of staff turnover. The firm does not employ under-18s, as this
would result in additional costs. There is no heavy lifting involved, so there are no gender
issues. The vans the firm uses to deliver products are not Heavy Goods Vehicles so drivers do
not need special licensing, testing or recording equipment. The business is not affected by
part-time employment legislation, the minimum wage or other employment legislation. From
a working-time point of view, the firm does not have complex shift patterns or driver delivery
timetables.
Nor is the new labelling legislation considered an issue. It is a small company that has a
desktop labelling machine. The owner-manager estimates that it will take him about half an
hour to an hour to do the one-off changes required to comply. Further changes involve filling
in a few forms about raw materials for traceability purposes, and the owner-manager takes a
few minutes, maybe 15 minutes a week, to complete them.
Regarding familiarisation, adaptation and administration, the firm’s bookkeeper does all the
accounting and data recording and keeps the company updated regarding any changes.
Regarding inspections, the Health Officer who visits the firm 3-4 times a year is getting
increasingly strict. The water has to be tested, as it is their own water supply. Nevertheless,
HACCP compliance is not enforced strictly and “to the letter.” Bread is a relatively inert, safe
product in the sense that it does not usually involve a significant health risk, unlike meat,
vegetables or dairy products. The company does not comply fully with legislation ’to the
letter'.
The owner-manager interviewed is not able to differentiate between national and EU
legislation but is of the view that there is little gold plating. The firm considers EU legislation
to have increased and encouraged higher standards in the industry and, more specifically,
has made a positive contribution to the development of the bakery industry in Ireland.
Conclusions
This case study illustrates two important aspects about the costs of the cumulative effects of
compliance with EU law. In the first place, there are different degrees of compliance, and
businesses take conscious positions in this respect. Businesses can operate and prosper over
long periods while not complying fully with the letter of the law.
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In the second place, some firms choose not to expand and grow because this would lead to
a significant increase of regulation. One industry association (in Ireland) was of the view that
some 25% of businesses hold back expansion due to effects of cumulative costs of legislation.
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Construction

Key messages
Business perceptions of the level of cumulative costs
Both at the enterprise and enterprise association levels, there is a high level of awareness of
cumulative costs and the view is that cumulative costs are high and negatively affect the sector.

The perception of the consultant
Due to the extent of both vertical and horizontal legislation, which affects the whole industry value
chain, cumulative costs in this sector are considered high.

The level of total cumulative costs
The level of cumulative costs in the sector is high, including significant “increasing marginal impact”
cumulative costs. A high level of legislation and compliance is appropriate given the nature of the
hazards and risks involved in the sector, but cumulative costs are unnecessarily high due to national
implementations of the many Directives involved.

Proportions between the three categories: familiarisation, adaptation and administration
Due to the large number of pieces of legislation in force and their continuous updating, familiarisation
is more of an issue than in a sector such as bakeries. Implementation of measures also absorbs
resources, although part of this is carried out in the course of professional training.

Main conclusions from the analysis of business events in the sector
Compliance with legislation has a significant impact on events: it raises operation and construction,
product development, and new market entry costs – both domestically and elsewhere in the EU.

Main conclusions from the cross-country analysis
While sector structures and enforcement have an important bearing on cumulative cost levels in
different EU Member States, national implementation measures create differences in cumulative costs
between them.

3.3.1

Introduction

Construction is a major employer and essential to the development of infrastructure and thus
to wider economic development. It is highly sensitive to the economic cycle. Given the risks
inherent in construction activity, the sector is subject to a wide range of EU legislation,
including regulations relating to health and safety, such as Construction Products Regulation
(EU) No 305/2011 (CPR). According to the Commission, such legislation is intended to ‘ensure
reliable information on construction products in relation to their performance.’
The construction sector encompasses the development of building projects, construction of
residential and non-residential buildings, civil engineering, demolition and site preparation,
test drilling and boring, electrical, plumbing, other construction installation activities, building
completion, finishing and roofing activities.
This study focused on “Construction of residential and non-residential buildings” (NACE code
41.2). The sub-sector is well represented in all the countries covered by the research, as
demonstrated below. In six of the nine countries covered by the research, more than 92% of
firms employ fewer than ten people. The exceptions are Slovenia (84.6%), Estonia (88.9%)
and Germany (63.6%), where one-third of firms employ 10 or more people. Despite having
the largest economy in Europe, Germany has fewer building companies than Italy, Spain,
Poland and Sweden because the average German firm is much larger than firms in those
countries are.
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Table 3.3.1 Distribution of firms by number of employees - NACE F 41.2 - Construction of residential and nonresidential buildings.
MS

Total

0 to 9 employed

Number

Number

18,831

11,982

63.6

4,294

Estonia

2,819

2,505

88.9

Ireland

6,053

5,805

Spain

130,702

Italy

250 or more
employed

Number

%

Number

22.8

1,815

9.6

690

3.7

50

0.3

204

7.2

80

2.8

27

1.0

3

0.1

95.9

221

3.7

n/a

27

0.4

n/a

122,183

93.5

5,643

4.3

2,322

525

0.4

29

146,514

139,718

95.4

6,307

4.3

n/a

489

0.3

n/a

51,648

48,076

93.1

1,688

3.3

1,189

2.3

641

1.2

54

0.1

Slovenia

2,886

2,442

84.6

290

10.0

106

3.7

46

1.6

2

0.1

Slovakia

9,764

9,519

97.5

n/a

158

1.6

87

0.9

n/a

Sweden

19,841

18,658

94.0

657

3.3

379

1.9

136

0.7

11

0.1

92.8

19,304

5.0

6,049

1.6

2,668

0.7

149

0.0

Total

389,058

360,888

%

50 to 249
employed
%

Poland

Number

20 to 49
employed
Number

Germany

%

10 to 19
employed

1.8

0.0

Source: Eurostat, Structural Business Statistics, 2012

3.3.2

Legislation and types of costs

A wide range of legislation applies to the construction sector, reflecting the range of activities
undertaken, hazards and risks, and the large number of people that may be affected. There is
no single overarching piece of legislation affecting all operators.
3.3.2.1

Relevant legislation

Depending on the nature of the activity, an SME may have to comply with several pieces of
legislation (Appendices C, p.163 and E.3, p.195) provide more details about the legislation
that is relevant to this sector). The main areas of legislation likely to apply are:


Health and safety standards: at least eight Directives require employers to take steps
to address risks related to temporary and mobile work sites, working at heights,
manual handling, explosives, noise, asbestos and machinery.



Environmental sustainability: in certain instances, operators need to take measures
including the establishment of energy efficiency schemes, compliance with product
requirements and compliance with procedural requirements for waste disposal.



Technical standards: Construction Products Regulation 305 (2011) establishes a
‘common technical language’ offering uniform assessment methods of the
performance of construction products.



Crosscutting business-related legislation: this includes Directives relating to public
procurement. ‘Sector Directives’ cover water, energy, transport and postal services.25
‘Classical Directives’ cover contracts for public works, supply and service26. A new

25

Directive 2004/17/EC of the European Parliament and of the Council of 31 March 2004 coordinating
the procurement procedures of entities operating in the water, energy, transport and postal services
sectors
26
Directive 2004/18/EC of the European Parliament and of the Council of 31 March 2004 on the
coordination of procedures for the award of public works contracts, public supply contracts and public
service contracts
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version appeared in 2014 with several hundred pages of text that are particularly
important, given the role of the state as a buyer in this market. The Directive on
combating late payment in commercial transactions also applies.27
Given the labour-intensity of construction, national implementation of occupational safety
and health laws, the Working Time (and related) Directives and special laws related to
construction site security are particularly relevant.
3.3.2.2

Nature of the implementation of the legislation

The majority of legislation is in the form of Directives, which provide more scope for variation
in interpretation and implementation between Member States, and even within Member
States. For example, there is a case before the European Court of Justice (ECJ) between
Germany and the Commission related to application of national standards in construction
products. Together, the amount of legislation and method of implementation generate high
levels of cumulative costs. Continued updating of legislation creates more costs for SMEs.
3.3.2.3

Types of costs

Construction companies are subject to a wide range of costs given the wide scope of the
activities they undertake. Regardless of size, compliance by construction companies with
legislation is largely driven by employment and health & safety regulations. This reflects both
the hazardous nature of building sites and the preponderance of low-skilled and often nonnational labourers without necessary language skills employed by those companies.
Using categories defined by the SCM (familiarisation, adaptation and administrative), the
main regulatory actions and related costs identified by the research are as set out in the table
below and discussed.
(a) Familiarisation
The table below sets out the number of times that specific familiarisation actions were
mentioned. The points that follow provide details about costs and activities involved.
Table 3.3.2 Familiarisation actions
Construction of residential and non-residential buildings

Number of times
mentioned

%

Providing information or training for staff regarding the legislation

27

37.5

Using external consultants to provide information,
advice/guidance

20

27.8

Purchasing information

14

19.4

Employing staff responsible for familiarisation

11

15.3

Total – Familiarisation

72

100%

Source: CSES survey and interview programme

The most common action taken to ensure a construction company is familiar with legislation
is to provide information or training for staff. This activity appears to be largely informal and
incorporated day-to-day company operations. Few consulted from the sector reported they
sent staff on specific training courses to familiarise themselves with legislation requirements.
Companies were not able to specify the cost of this informal activity since it is largely
incorporated into day-to-day operations; one company in Estonia estimated that it accounted
27

Directive 2011/7/EU of the European Parliament and of the Council of 16 February 2011 on
combating late payment in commercial transactions
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for no more than 5% of staff time. Many employees also gained knowledge of legislation in
training leading to professional qualifications required to fill roles in construction, such as
site-foreman, plumber, or electrician.
Use of external consultants to provide information, advice or guidance was mentioned by
27.8% of respondents. One company said it used consultants to report on the requirements
of legislation, particularly when tendering for new contracts. The use of consultants was
estimated to cost €3,000-€4,000 per annum, compared with a turnover of around €0.75m
(i.e. equivalent to 0.4 - 0.5% of turnover). Another company used consultants to provide
advice on employment and health and safety issues at a cost of around €2,500 per annum
(compared with a turnover of around €2.80m, this is equivalent to 0.01% of turnover).
Purchasing information relating to legislation was mentioned 19.4% of the time. Most often,
such information related to technical standards, such as those required by ISO accreditation
or EU internal market legislation. One company in Ireland reported purchasing standards
relating to the application of paints, preparation of surfaces, pharmaceutical paints and CE
marking. An SME in Estonia reported purchasing information about standards relating to
steel transmission structures.
Employment of specific staff members responsible for ensuring familiarisation and
compliance with legislation was mentioned by 15.3% of those we consulted. No instances
were identified of SMEs employing individual staff members solely to ensure familiarisation
with EU legislation.
(b) Adaptation
Adaptation actions undertaken and frequency of mention are listed below.
Table 3.3.3 Adaptation actions
Construction of residential and non-residential buildings

Number of times
mentioned

%

Training staff in skills/ roles

28

24.6

Working with suppliers

18

15.8

(Re-)designing production processes to comply with the
legislation

14

Working with customers

12

Transportation of goods (raw materials inwards/ products
outwards)

10

12.3
10.5
8.8

Adapting premises

9

7.9

(Re-)designing products to comply with the legislation

9

7.9

Providing after-sales support or services

6

5.3

Labelling or providing other information for consumers

5

4.4

Changed your recruitment or employment practices

3

2.6

Total – Adaptation

114

Source: CSES survey and interview programme

Training staff in skills or in roles necessary to satisfy the requirements of EU legislation was
the most common adaptive action. Interestingly, few companies adapted their recruitment
or employment practices in response to legislation.
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Companies emphasised that hiring a new employee does not involve any additional cost
related to EU legislation. Some costs arise when the company has to hire young people who
do not have an occupational health and safety certificate (needed according to the
Occupational Health and Safety Act). In the case of small and medium-sized construction
companies, training employees is carried out mainly by colleagues through a ‘learning by
doing’ process. External training is rare. However, one German company referred to new
requirements for its lorry drivers to participate in a 5-day external training course every five
years. In addition to training costs, companies also must spend money buying work clothes,
personal protective equipment and tools.
Of other adaptive actions, the most common were working with suppliers to help ensure
compliance with laws, redesigning processes, working with customers, transportation of
goods, adapting premises and redesigning products. The actions taken were mainly related
to issues other than the health and safety of employees. For example, many adaptive actions
were undertaken to ensure buildings conform to energy efficiency requirements. The need
to use certain building materials or to dispose of waste properly also led some companies to
undertake adaptive actions. Some examples are provided below:


One company in Estonia, expanding into a new market, reported the most important
requirement was to obtain the CE mark, as this provides confidence in the reliability
of the product. For this company, adaptation costs included staff training, acquisition
of protective clothing to comply with health and safety requirements and adopting
the changes to ensure a green production process.



Two companies in Ireland reported adaptive actions related to waste disposal. Due to
legislation requirements, the first reported having to find new distributors with
healthcare licence insurance to deal with the distribution of potentially hazardous
products. This had added 20% (€15,000) to its costs over the last three years. The
other reported having to use a specialist hauler to transport waste (e.g. topsoil and
vegetation) to a special disposal site even though it was not hazardous.

Few companies were able to specify the costs of adaptive actions, but many confirmed such
costs were almost entirely businesses-as-usual costs. Even where specific costs could be
identified, such as for protective equipment, the companies emphasised such costs would be
incurred even without legislation.
(c) Administration
Administration actions and costs are summarised below:
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Table 3.3.4 Administration actions
Construction of residential and non-residential buildings

Number of times
mentioned

%

External reporting to authorities

25

21.2

Risk analysis

23

19.5

Compiling and storing information

22

18.6

Internal testing, inspection or monitoring

20

16.9

External testing or inspection

16

13.6

(Internal market legislation for products only) Conformity
assessment, Declaration of Conformity and CE marking

12

Total administration

10.2

118

Source: CSES survey and interview programme

Most companies had undertaken at least two or three of the different types of administrative
actions. More than half of all companies undertook external reporting, risk analysis and
compiling and storing information. Across all companies, such actions were particularly
related to health and safety requirements. In Estonia, for example, recruitment of a new
employee typically requires the company to report to the Health Insurance Fund. However,
there were several instances in which administrative actions were considered ‘business-asusual’ company operations.
Internal testing, inspection or monitoring, external testing or inspection, and conformity
assessment were undertaken by more than a quarter of companies. In the case of an
Estonian company, this was part of the process of ensuring retention of ISO accreditation in
its quality management systems. It was considered a ‘business-as-usual’ cost since it was
necessary anyway to participate in public procurement. The ISO audit itself cost €1,176. One
Polish company had incurred a cost of €2,000 using an external company to create its internal
audit procedures. The same company had also undergone a conformity assessment of its
products, which incurred a fee of €3,750 from the notified body.
A few of the companies were able to provide data on the total cost of administrative
actions. One Estonian company estimated these costs accounted for no more than 5-10% of
staff time. A Swedish company estimated the cost of administrative actions to be €26,000 per
annum against a turnover of €1-5m (equivalent to 1.7-2.6%). One Irish company reported it
spent about two staff days per month on reporting to the authorities at €150 per day),
equivalent to about 0.5% of its annual turnover of €0.75m. The extent to which such costs
were considered ‘business as usual’ varied. The Estonian company considered at least 90% of
such costs business as usual.
Companies were asked what the effects of the costs were on their businesses. The responses
are set out in Chart 3.3.1 below:


34% considered long-term costs of adjusting products, processes and employment
negligible because legislation requirements can be incorporated into design.



66% agreed that adjusting to EU legislation could impose significant costs on
companies in the short-term when new legislation is introduced or changes are made
to legislation. This is amplified when multiple pieces of legislation, new or amended,
are brought in simultaneously or continuously, and are then continually amended.
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32% thought the administrative requirements could be incorporated easily into the
daily company operations.



56% thought most testing and requirements would happen even without
legislation.

3

Chart 3.3.1: How do you think the costs imposed by legislation affect your business?

3.3.3

The assessment of cumulative costs

To gain insight into how cumulative costs emerge and what their effects are, they are looked
at from the following points of view: compliance costs related to specific business decisions
(“events”); the role of industry structure; the enforcement regime; and from the point of
view of cross-country comparisons. Long-term effects of compliance are then considered.
3.3.3.1

Business events

Appendix E.3 (p.195) provides a summary of the legal requirements associated with specific
business events. The case studies provided in the next sub-section provide illustrations from
the experiences of firms.
When employing a new person, EU-level costs related to employment (such as providing a
contract and recording working time) are supplemented by a wide range of constructionspecific certification requirements to work (e.g. as a site supervisor, bricklayer, plumber or
electrician). There are also special jobs that require specific additional certificates (e.g.
working with asbestos, or undertaking damp proofing), provisions for working on sites and in
construction areas, and driving trucks. Once members of staff are employed, operations onsite might require multiple pieces of legislation to be addressed simultaneously (for example,
relating to temporary and mobile work sites, working at heights, manual handling, explosives,
noise, asbestos, and machinery). Many Directives are involved, creating scope for cumulative
costs emerging from different implementations of the legislation in different Member States,
in addition to purely additive effects of such legislation.
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When developing new products for the building industry, they must comply with a wide
range of single-market conformity regulations requiring tests and certification, and retaining
of certification evidence.
A further way cumulative costs arise can be illustrated by referring to the effects of the
REACH Regulation on the use of materials. Due to testing procedures required for chemical
substance registration, some substances, in the past thought to be safe and compliant with
health, safety and environmental standards, have been found not to be compliant. This has
required development of new substances or substitution of substances in materials to ensure
they meet those requirements. In the building industry, this has had knock-on effects for
products such as metal window and doorframes, metallic structural supports and flameretardants. This has also led to the need to not only develop new products, or substitute
substances with new safer ones but also, in some instances, for the redesign of buildings.
Overall, REACH Regulation has required the identification of compliant materials and led to
changes in performance of the materials used in comparison with those used previously. This
is an example of increasing marginal impact of cumulative costs (see step 10 in Table 2.2).
Case study 3.3.1 sets out what legislative requirements there are for engineering companies
that wish to enter the residential construction market. A wide range of sector-specific
legislation is applicable, even for well-established engineering companies. These add to costs
and can act as a disincentive for companies.
Generally, only larger construction companies internationalise. Building companies usually
focus on local or regional markets within their own countries, especially in the case of micro
enterprises and small firms. Given this, entering a new EU market was the ‘event’ selected by
only one of the companies we interviewed. For the company, the initial challenge was to
understand the dynamics of the new market. They bought in external advice to help with
this, in particular regarding pertinent standards. Often standards are locally determined,
rather than through EU legislation. Additionally, different countries can have different
requirements in terms of qualifications regarding specialists (e.g. welding or plumbing),
construction activities, and health and safety regulation.
In view of the long and complex supply chains in the construction industry, it is possible for
cumulative costs to come about in many different ways through the interaction of several
pieces of legislation throughout the building value chain. Much of this legislation is in the
form of Directives rather than Regulations. A case in point is the situation at construction
sites. It encompasses recruitment and dismissal of employees combined with requirements
on organisation and safety at construction sites (required qualification, personal and
company liability guarantees, certification of building materials and products, and working
hours), as well as product transport, moving materials and equipment to and from the site
and waste removal. In addition, there are requirements regarding public procurement and
late payment, all of which add costs to undertaking a building project. The effects are felt
throughout the companies’ value chains (both in primary and support operations).
One small Slovenian company with 13 employees described the situation as follows:
“The combination of requirements related to products and environmental legislation tends
to produce cumulative effects, e.g. requirements related to Ecodesign, energy efficiency of
buildings, use of renewable energy, that all together have a clear focus on energy saving and
better management of non-renewable resources. The trouble is that these areas are
regulated by numerous different pieces of legislation, issued in different times, imposing
different duties and procedures, sometimes contradicting each other (at least as they are
transposed into national laws), and are implemented and controlled by many different
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authorities, which do not work together. This makes the whole area non-transparent,
confused and difficult to follow, particularly for small companies. This fact in turn imposes
additional cost to companies either as a consequence of established incompliance or due to
(excessive) efforts to ensure compliance.”

3.3.3.2

The structure of the industry

In the building industry, the average firm size (by employment) is relatively small. This has
implications regarding costs of compliance. Larger enterprises are more likely to be
inspected, will be more compliant, and are involved in more activities that require
compliance. In addition, small and micro enterprises have less capacity to assess and keep up
to date with legislation, and so they might not be fully compliant. They may also be involved
in few compliance-generating activities (e.g. only hiring out labour on a subcontracting basis
to larger enterprises) so some of the burden to comply shifts to contractors.
3.3.3.3

The enforcement regime

Enforcement in the construction sector involves, on the one hand, so much legislation and
many enforcement and inspection organisations, and on the other, so many micro
enterprises, that full compliance across the sector is unlikely to be achieved. It might also
be that some the enterprises are not active all the time. Furthermore, the interviews suggest
quite widely ranging inspection and enforcement practices, between and within Member
States.
A high level of compliance leading to cumulative costs can be expected from the group of
0.7% of firms with 50-249 employees in this sector (see Table 3.3.1). Only 1.8% of enterprises
are in the 20-49 employees category, where a reasonably high level of compliance would be
expected (compared to 4.5% in bakeries). While this suggests a lower level of compliance
overall, the extent of cumulative costs generated per enterprise should be greater than in the
case of bakeries, given the greater amount of legislation present and the way in which it has
been implemented.
3.3.3.4

Cross country Comparisons

The main drivers of costs in individual countries are:


Costs in the country concerned (e.g. comparative salary and wage levels of employees,
consultants and trainers).



The distribution of firm sizes between micro-, small, medium and large enterprises.



The robustness of the inspection regime.



The way in which EU law has been implemented (e.g. the role of sub-national
organisations, maximum or minimum harmonisation).

Costs in the countries covered by the research are determined by local conditions and
reflected in local and national prices. We did not find any evidence among the interviewees
that different cost levels within countries affect enterprises.
The above-mentioned considerations mean there are differences between Member States
regarding the costs generated by compliance with EU legislation and national laws because
there are different combinations of factors at play:
Estonia - enterprises involved in construction of residential and non-residential buildings are
slightly larger than the average size across all Member States covered by the research. This
suggests a relatively high degree of compliance is required. The industry is quite conscious of
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cumulative costs arising from legislation and energy-related legislation has been mentioned
in particular.
Germany has the largest share of large SMEs (with 250 or more employees) and the lowest
share of businesses with (10-49 employees) and micro enterprises (1-9 employees) in the
sector among the countries included in this study. Of construction undertakings, 63.6% are
micro enterprises compared to, for example, 97.5% in Slovakia and an average of 92.8%
across EU Member States generally. This implies higher compliance costs and implies higher
cumulative costs. In addition, on the issue of national standards, there is currently a case
before the ECJ, as Germany wishes to retain its own (higher than EU) standards, a further
generator of cumulative compliance costs.
Ireland has a relatively large share of small residential and non-residential construction
companies in terms of employment compared to other countries in the study. Interviewees
expressed the view that over recent years the industry raised standards due to the existence
of EU legislation and achieved high compliance levels. As one SME owner-manager put it: “Up
to 10-15 years ago things were a bit relaxed but things have changed now.” The interviews
indicated inspection and enforcement maintained a good level of compliance.
Italy has the largest number of enterprises in the sector, a high percentage (95.4%) of micro
enterprises, and very few firms in the 20+ employee category. According to interviewees, the
high share of enterprises in the less-than-20 employee category is related to legislation, but
not necessarily EU legislation. However, given that micro and small enterprises are faced with
having to cope with legislation, it is difficult to see how full compliance can be achieved.
In Poland, the main issue raised related to the lack of clarity of legislation, which makes
compliance and enforcement problematic.
Slovakia has the highest level of micro enterprises (97.5%) among the countries included in
this study. As far as EU legislation is concerned, key points were lack of clarity in
interpretation and possible differences due to translation, both of which contribute to
complications regarding enforcement, especially in view of a relatively strict enforcement
regime.
The situation in Slovenia was similar to that in Slovakia. In addition, several respondents
indicated there are many updates of EU legislation relating to national conditions (“goldplating”). Nevertheless, in both countries, the view was expressed that EU legislation has
brought about an improvement in the sector.
Spain’s residential and non-residential construction industry has similarities to that in Italy.
Spain has the second largest number of enterprises in this sector at 130,720 compared with
Italy’s 146,514. Of the Spanish firms, 93.5% are micro firms, above the average for countries
that included in this study. Problems arising from national and sub-national implementation
were mentioned regularly in interviews by industry associations with firms. The effect of the
differences in national implementation has led, for example, to differing compliance
requirements in different regions of the country.
Sweden has a higher than average share of micro-enterprises. The main concerns are with
occupational health and safety, labour and trade union legislation.
3.3.3.5

Cumulative effects

Regarding the cumulative effects of legislation (see the sector reports in Appendix E for
details and 3.1 above), ten questions were asked, grouped into three categories: staff,
standards and consumers; markets; and, operations. The results were as follows.
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In the first group – staff, standards and consumers - the effect of legislation is considered
positive with regard to improved standards and conditions, as well as consumer
confidence, but not with regard to staff satisfaction and morale.
There is a difference compared to other sectors regarding the second category (markets)
because there was a negative result recorded regarding preventing competitors from
undercutting firms on the basis of lower standards. However, a positive result was
recorded with regard to providing opportunities to innovate, while for possibilities of
increasing market share, the findings were almost positive.
Finally, regarding the category of firm operations (costs, sales, productivity and profits)
the results were negative under all four headings.

The findings from Ireland and Sweden reflected an overall more positive view of the
cumulative effects of EU legislation than was the case in the other countries. In the case of
Slovakia and Slovenia, the view was that EU legislation had improved the operating
environment of the industry. The entry of EU multinationals due to inward investment had
resulted in the transfer of knowledge on how to apply and work with the EU regulatory
environment, seen as beneficial to the industry.
The case studies below illustrate how different companies reacted to legislation. Other than
the generic proposition that larger firms tend to incur relatively high compliance and,
consequently, cumulative costs, individual companies gave very different responses. These
comments from Slovenian builders are worth mentioning:
“The new legislation has improved standards, overall satisfaction of staff with the risen,
quality of the product is greater, consumer confidence is improved and our position to
expand and increase sales is greater due to the power of certificates, testing and
measurements.” [Sales had increased in part due to improvements in product safety] “…
which is a product of innovation ideas, which partly originate from legislation. We are forced
to comply with requirements and be innovative at the same time. The result is seen in an
improved brand name.”

3.3.4

Case studies

Case study 3.3.1: Entering the market for construction of residential buildings
Summary
Turnover: €1 - €1.5 million
Headcount: 15 full-time, 8 part–time
Event: entering a new market – value undefined but potentially of major long-terms
significance for the business.
Cumulative cost: familiarisation costs (one-off, €2,000); adaptation costs (mainly recurring
costs related to training, €800); administration, (recording and updating certificates, approx.
€9,000 per annum).
The view of the business on the level of cumulative costs: medium – material but not
prohibitive
Assessment as to the level of cumulative cost: While these costs are material, seen in the
context of accessing a new market that would significantly extend the company’s revenue
earning potential, they are not that substantial. However, if the company did not have the
certainty of already having a plot of land with planning permission at its disposal, it is unlikely
they would have made the investment.
This company has 15 full-time and eight part-time employees. It was established in 2009 and
has a turnover of €1 to 1.5 million. The firm is active in civil engineering works but these are

58

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments - Construction

3

typically seasonal. In order to employ its staff and machinery during winter, the company is
moving into the construction of residential buildings. Another reason for this decision is
that the company acquired building land ready for the construction of residential buildings
as payment for outstanding debts. The project started in 2012.
In order to enter the market, the company had to determine what legislation was
applicable. The main legislation involved was product legislation - certification of building
materials, a new requirement related to quality and safety of building materials (certificates
had to be obtained). To start construction of residential buildings, the company had to
choose new material suppliers and check their certificates. To do this, additional staff time
was necessary. The company performs regular internal monitoring of the production process
(e.g. quality and schedule of work and quality of materials), but the process was upgraded by
certificate checks and other materials-related documentation. This requires additional work
with suppliers and contractors, and certificates must be submitted together with technical
documentation to obtain an operating permit.
Employment legislation changed due to health and safety requirements. Some employees
were trained on safety at work and new materials. An external provider provided safety-atwork training. Risk assessment was updated by an external expert. Certificates for this also
had to be provided.
Recently implemented environmental legislation on energy-efficiency requires energy
performance measuring, certification and monitoring and has imposed additional burdens in
terms of administration, mainly because it has not yet been properly regulated by national
authorities. Energy performance certificates introduced pursuant to EU laws represent an
additional burden for the contractor (measurements must be carried out), investors (higher
prices) and owners (cost and time related to periodical measurements).
Information on new legal issues was collected by company management and transferred to
staff. The Head of Works collected information on requirements related to materials for
residential buildings and new suppliers (120 hours x €15). The company said it would benefit
from a 30% timesaving if certificates for materials were not checked. Salary costs included
eight staff involved in a training/information session on safe work at height. One-off costs
amounted to €288 and recurring costs to €512 for information/updating sessions. Additional
costs included a one-off fee paid to the safety engineer for the in-company training course.
Information sessions are also carried out by management. Other costs include personal
protective equipment. The Head of Works compiles and stores technical information, which
takes about 30% of his time. The number of certificates, lists, records, and reports that must
be completed and stored is growing, creating an additional burden, particularly as it seems
nobody actually reads them.
A wide range of institutions is involved in inspection (construction Inspectorates, the
Inspectorate for Transport, Energy and Spatial Planning at the Ministry of Infrastructure and
Spatial Planning – regional office). Within the constraints of their role, inspectors are usually
supportive, according to the firm. The company argued more stringent legal requirements
are more beneficial and easier to implement by larger enterprises. Increasing the amount of
documentation (certificates, records, reports, etc.) imposes additional work on public
authorities, e.g. inspection services, and thus increases overall public cost.
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Conclusions
This case study illustrates the extent of the legislative requirements that a company needs to
comply with to enter the residential and non-residential building construction market, even
for an engineering firm operating in the construction sector.
Compliance with all the requirements increases costs and affects new business development
and market-entry decisions. The enterprise indicated it was unlikely it would have entered
this market had it not obtained building land with planning approval as payment for
outstanding debt, which could be offset against the costs of compliance with legislation.
Key areas of compliance costs incurred to enter this market include product legislation
(quality, safety of building materials and products.), employment legislation (training for
work at height), environmental legislation (e.g. energy performance certificates, some rules
related to Ecodesign; waste treatment and disposal), and building regulation.
A substantial investment in time by management and staff was made to familiarise the
company with legislation, in addition to adaptation and significant on-going administrative
costs. While much of this is a “one-off” investment, and once made organisational, learning
will mean that the costs of compliance will decline over time, other companies in the sector
indicate that they find it hard to follow frequent amendments and even harder to comply
with all of them. Legislation is seen as changing too frequently, before its impacts have been
examined, and without considering general economic conditions.
Case study 3.3.2: Legislative compliance in constructing of residential buildings for a micro
business
Summary
Turnover: €0.5 - €1 million
Headcount: 5 FT and 8 part-time
Event: Compliance as a building contractor – to be able to operate in the market
Cumulative costs: familiarisation courses (approx. €1,512 per year); adaptation (varies but
not a major cost); administration (staff time approx. €7,000 but 75% business-as-usual).
Overall, the major cost was the owner/manager’s time which, in addition to the above, was
20% spent on familiarisation and 25% on administration (8% one-off, 17% recurring).
The view of the business on the level of cumulative costs: high in the sense that senior
management spends time on compliance rather than on business development and growth.
Assessment as to the level of cumulative cost: medium to high, given the preoccupation of
senior management with compliance.
This business was established in 1994, has five full and eight part-time employees and a
turnover of between €0.5 – 1.0 million per annum. The business builds residential buildings
and business premises. The key issue for them is legal compliance as a contractor involved
the industry.
Key compliance issues identified by the company were:



Product legislation on safety and building material quality - familiarisation and
adaptation to new requirements took at least 20% of the manager’s time and
increased the cost of the building by circa 10%.
National building standards additional to EU standards. National standards are
available to members of the national standardisation office (a membership fee is
applicable). For health and safety at work, national legislation prescribes the use of a
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Safety Engineer. The enterprise has entered into a contract with an authorised
external expert to help ensure standards awareness and compliance.


Environmental legislation on energy-efficiency: the company thinks the requirement
is interpreted and implemented in too stringent a manner, creating unnecessary
costs. Due to the introduction of mandatory energy performance certificates, the
enterprise had to amend its production process, introducing new energy efficiency
measurements. These are necessary before the building obtains an operating
permit. The enterprise had to inform and train staff on the measurements.

For information on health and safety at work, the company contracted a provider
(authorised safety engineer service) to inform staff and subcontractors of new requirements.
The annual costs are about €1,000. The enterprise also purchases technical standards. Other
costs include 1-2 training courses annually for familiarisation with new construction acts and
requirements concerning materials.
There is internal monitoring of the production process (quality of work, quality of materials,
checking of certificates and other documentation, etc.). It includes compiling and storing
information, mostly related to necessary documentation development; risk analyses
including site safety, which had to be updated in 2012 due to new requirements concerning
work at height; and external reporting to various inspections (e.g. waste, social and pension
institutions, tax office). The process has become increasingly demanding and burdensome.
The business estimates 25% of the manager’s time is spent on internal monitoring, working
with suppliers, preparation of technical documentation for investors and measurements. An
estimated 8% of his time is considered a one-off cost (e.g. redesigning of the production
process, producing technical documentation). The remaining time involves a recurring cost.
Updating of risk analyses (safety at work) was done by an external provider as a one-off
cost. Additional information and training management or staff is necessary every time any
aspect of construction-related legislation changes. Even without external costs, additional
time is taken for familiarisation and adaptation (one-off cost) and new measures (e.g.
monitoring, records, reporting), which must be implemented on an ongoing basis.
Inspectors visit construction sites with no prior notice. Depending on the size and complexity
of the building, the inspection might take 1 to 3 hours.
Conclusions
This case study highlights the impact of cumulative costs on small businesses in terms of the
time the owner/manager has to dedicate to such activities rather than to more directly
productive income-generating activities. This entails an opportunity cost for the business.
The case study also shows that other employees are also involved in compliance through
having to undergo training, changing working practices, and having to keep up to date with
changes in legislation.
In addition, some activities are outsourced, which adds a further layer of cost.
Case study 3.3.3: Other examples of how Member States generate cumulative costs
In the Slovak Republic, the law on public procurement is seen as having been implemented in
a much more complex manner than intended. However, EU legislation has been welcomed as
it simplifies the over-complex regulatory framework.
In Germany, EU legislation is considered too lax and the construction industry supports the
adoption of more stringent standards than envisaged in it. In Spain, the construction industry
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criticises the adoption of higher standards than those set at the EU level by regional
authorities when transposing Directives.
One Spanish enterprise gave an example of building materials costing €25,000 more than
would have been the case without legislation. Another issue raised in Spain related to the
transfer of competencies to Autonomous Communities, which can lead to different standards
for health and safety and noise control in different parts of the country.
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Electrical equipment

Key messages
Business perceptions of the level of cumulative costs
Businesses are aware of cumulative costs and perceive the level as high. However, much of the
legislation has been in force for a long time. Many companies have adapted to it and see it as business
as usual.

The perception of the consultant
Cumulative costs are high to very high (additive as well as increasing impact). Many “vertical”
Directives are involved and national implementation and related measures increase cumulative costs .

The level of total cumulative costs
The level of cumulative costs is high, and though given the hazardous nature of the products
(electricity-based), it is necessary, the research suggests it is higher than needed. Firms in the sector
tend to be larger than in other sectors, which mean that additional to the heavy vertical compliance
costs, the size-related factor ensures compliance costs are even higher. In addition, a high degree of
integration across the industry value chain reinforces compliance through market-driven forces.

Proportions between the three categories: familiarisation, adaptation and administration
The high level of legislation and the regular updating thereof means that familiarisation costs are high,
especially when new ventures launch. Adaptation costs to comply with legislation can be very
expensive. Intensive testing of products is needed to comply, and this involves a great deal of
administration, as certificates must be stored and kept up to date. However, enterprises say that a
good share of cumulative costs are business-as-usual costs.

Main conclusions from the analysis of business events in the sector
High levels of cumulative costs mean that the cost of new investment, expansion, product
development and accessing new EU Member State export markets is high. Companies make careful
assessments before making investment decisions, during the course of which various uncertainties
play important roles in this capital-intensive sector.

Main conclusions from the cross-country analysis
While cumulative costs in all countries are high relative to other sectors, those with larger firms (e.g.
Germany), due to the structure of the industry, incur the highest cumulative costs. Enforcement
systems also contribute to costs.

3.4.1

Introduction

According to a study for DG ENTR on the Competitiveness of the Electrical and Electronic
Goods Market (DGENTR, 2012), the electrical and electronic engineering industry (EEI) is one
of the EU’s largest industries, with a gross output of €703 billion, equivalent to 10% of total
manufacturing gross output. A workforce of 3.4 million generates a value added of €214
billion (2010 prices) and the EU-27 EEI value added at constant prices grew at an annual rate
of 2.7 % between 1998 and 2012 (average).
This study focused on certain subsectors of the electrical equipment sector, namely
manufacture of electric motors, generators and transformers (NACE C 27.1), manufacture of
batteries and accumulators (NACE C 27.2), manufacture of wiring and wiring devices (NACE C
27.3) and manufacture of electric lighting equipment (NACE 27.4).
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Table 3.4.1 Distribution of firms by number of employees - Electrical Equipment NACE C 27 (excluding C
27.5 and C 27.9)
MS

Total

0 to 9
employed

10 to 19
employed

20 to 49
employed

50 to 249
employed

250 or
more
employed

Number

Num.

%

Num.

%

Num.

%

Num.

%

Num.

%

68

30

44.1

8

11.8

12

17.6

15

22.1

3

4.5

4,377

1,879

42.9

1,044

23.9

545

12.5

671

15.3

238

5.4

61

34

55.7

20

32.8

7

11.5

n/a

Spain

1,814

1,233

67.4

233

12.8

202

11.1

128

7.1

25

1.4

Italy

5,485

3,765

68.6

932

17.0

493

9.0

256

4.7

39

0.7

Poland

1,606

1,213

75.5

90

5.6

106

6.6

145

9.0

52

3.2

Slovenia

237

184

77.6

20

8.4

7

3.0

16

6.8

10

4.2

Slovakia

657

556

84.6

20

3.0

21

3.2

50

7.6

10

1.5

747

577

77.2

61

8.2

59

7.9

45

6.0

5

0.7

15,099

9,427

62.4

2,408

15.9

1,445

9.6

1,326

8.8

382

2.5

Estonia
Germany
Ireland

Sweden
Total

n/a

Source: Eurostat, Structural Business Statistics, 2012

In comparison to the other sectors examined earlier: bakeries and construction of residential
and non-residential buildings, firms in the electrical equipment sector are on average larger
in terms of employment. This reflects the higher minimum level of capital required to
operate in this sector and the need for a minimum level of employees with specific technical
qualifications. Due to the greater minimum resource requirement, there is less scope for
micro-enterpises to operate in this sector. This varies among the sub-sectors (manufacturers
of batteries and accummulators and of wiring and wiring devices are usually even larger than
the other sub-sectors focused on in this study).
In terms of distribution between the Member States included in this study, Italy has most
enterprises in the sector, predominantly in micro and small employment categories, while
Germany has by far the largest number in the 50-249 and 250+ employees categories.
3.4.2

Legislation and types of costs

The EU regulatory framework on electrical equipment focuses on health and safety, setting
standards to harmonize the internal market, and guaranteeing environmental sustainability.
3.4.2.1

Relevant legislation

The electrical equipment sector is subject to a number of types of legislation. This includes
industrial product legislation to promote technical harmonisation, environmental legislation
(e.g. the WEEE Directive), internal market legislation with an environmental focus, such as
REACH and RoHS, as well as generic employment and business-related legislation common to
all firms. Two main Directives apply to electrical and electronic equipment with respect to
health, safety and performance: the Low Voltage Directive (LVD) 2006/95/EC and
Electromagnetic Compatibility (EMC) Directive 2004/108/EC. These Directives are based on
‘New Approach’ principles that ensure a high level of protection, with environmental
requirements also potentially applied. A substantial part of the legislation is in Directives,
which allows scope for variation in implementation.
A list of the main applicable (vertical) legislation is provided below:
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Low Voltage Directive (LVD) - 2006/95/EC;



Machinery Directive - 2006/42/EC;



Electromagnetic compatibility (EMC) 2004/108/EC;



Explosives (ATEX) Directive - 94/9/EC;



Waste Electrical and Electronic Equipment (WEEE) Directive - 2012/19/EU;



RoHS Directive (Restriction of the use of certain hazardous substances in electrical and
electronic equipment (recast) - Directive 2011/65/EU;



General Product Safety Directive - 2001/95/EC (this will shortly be repealed following
the adoption of the Product Safety and Market Surveillance Package (COM(2013) 78)
on consumer product safety, repealing Council Directive 87/357/EEC and Directive
2001/95/EC;



Energy-efficiency Directive - 2012/27/EU;



Eco-design Directive (new legislation is now in place: no longer 2005/32/EC but
2009/125/EC). This was formerly Directive 2005/32/EC Directive 2009/125/EC.

3

Decision No 768/2008/EC provides a common framework for marketing products in
accordance with requirements set out in pieces of Union harmonization legislation. These
include the Low Voltage Directive (LVD), Electromagnetic Compatibility (EMC) and Machinery
Directive. (More details about the specific legislation are provided in the sector reports – see
Appendices C (p.163) and E (p.174).
3.4.2.2 Nature of implementation of legislation
The majority of the legislation is found in Directives. This provides scope for variation in
implementation. Compliance with various standards is required.
3.4.2.2

Types of costs

Using the categories of costs defined by the SCM (familiarisation, adaptation and
administrative), the main regulatory actions and costs are examined below.
(a) Familiarisation
The task of ensuring familiarisation with legislation tends to be part of a wider responsibility
for legal issues. No cases of electrical equipment SMEs employing staff solely to ensure
familiarisation with legislation were reported. However, most firms perform internal training,
purchase information (e.g. technical standard documents or other guidance) or hire external
consultants to obtain advice on the requirements of applicable legislation (see Table 3.4.2).
Table 3.4.2 Familiarisation actions
Electrical equipment

Number of
times
mentioned

%

Providing information or training for staff regarding legislation

22

30.6

Using external consultants to provide information, advice or guidance

20

27.8

Purchasing information

19

26.4

Employing staff responsible for familiarisation

11

15.3

Total - Familiarisation
Source: CSES survey and interview programme
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The emphasis of familiarisation actions is providing information or training staff on
legislation (30.6%), using external consultants to provide information and advice or guidance
(27.8%%) and purchasing information (26.4%).
The employment of staff responsible for familiarisation was only mentioned 15.3% of the
time. Dealing with EU legislation is considered part of a legal/compliance employee’s role.
Examples of costs incurred during the familiarisation process include €50,000 for an external
consultant for support in understanding implications of legislation, plus €16,000 annually for
400 hours of the work of one employee (and training fees of €300). There was also a
recurring €8,500 third-party service in relation to employment and a one-off information
purchase of €400, as well as travel to Brussels and Milan for meetings to understand new
product legislation (€2,700 and €3,500 for management time). For information, costs were
€40,000, plus annual fees of €2,500 (standards documents) and €5,600 worth of staff time for
125 hours of familiarisation actions.
(b) Adaptation
Adaptation actions and their frequency as mentioned by respondents are listed below.
Table 3.4.3 Adaptation actions
Electrical equipment

Number of times
mentioned

%

(Re-)designing products to comply with legislation

21

15

(Re-)designing production processes to comply with legislation

21

15

Training staff in skills/roles

21

15

Working with suppliers

18

12.9

Labelling or providing other information for consumers

17

12.1

Working with customers

15

10.7

Providing after-sales support or services

12

8.6

Adapting premises

9

6.4

Transportation of goods (raw materials in/products out)

5

3.6

Changed recruitment or employment practices

1

0.7

Total - Adaptation
Source: CSES survey and interview programme

140

Most adaptation actions involve product and production (re-)design and staff training,
reflecting the demanding work in ensuring products meet required standards in the industry:
Product and process redesign was often driven by introduction of the Ecodesign Directive
and its associated requirements for energy efficiency, which led many electrical equipment
manufacturers to invest significant amounts (in some cases over €100,000) in R&D. Where
conformity assessment testing for compliance with essential requirements is carried out inhouse, there are also high one-off costs from purchase of equipment required for the testing.
Staff training, mentioned often because employees must be continually trained to keep track
of new developments, incurs a material on-going expense for the firms.
Working with suppliers to ensure inputs are compliant (e.g. regarding REACH Regulation) is
important in this sector, but related costs are not recorded separately. They are included in
general administrative and management activity.
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It is essential to provide information for consumers (purchasers) on testing and components
in the equipment being supplied so they can be sure it conforms to requirements. Working
with customers is also important and time consuming. This sector is characterised by long
supply chains and it is important that all inputs conform to requirements so the final output
is fully compliant. When legislation comes into force or changes, adjustments could be
required from suppliers, but customers must also be advised. Changes to requirements or
new legislation (as was the case with Ecodesign and REACH) often requires adjustments from
all involved in the supply chain.
(c) Administration
Administration actions and their frequencies of occurrence are set out in the table below.
Table 3.4.4 Administration actions
Electrical equipment

Number of times
mentioned

%

Internal testing, inspection or monitoring

25

20.7

External testing or inspection

21

17.4

(Internal market legislation for products only) Conformity
assessment, Declaration of Conformity and CE marking

20

Compiling and storing information

20

16.5

External reporting to authorities

20

16.5
12.4

Risk analysis
Total administration
Source: CSES survey and interview programme

15
121

16.5

Typically administration actions included internal and external testing (mentioned by 20.7%
and 17.4%, respectively) of products after design and development to ensure compliance.
Conformity assessment related actions include the use of notified bodies, declaration of
conformity and CE marking and reporting to national authorities as required by law.
While use of notified bodies is not mandatory, many micro and small firms use notified
bodies to carry out product testing and certification in order to meet requirements under
harmonised standards, since they do not have the in-house capabilities to meet testing
requirements under all applicable Directives. Data from one firm in Ireland indicated costs
exceeding €100,000 for external testing, but most of this (70%) included activities and tests
the firm would have conducted in any case. Data from two firms on the cost of internal
product tests, including staff time, indicated a cost range of €30,000-€100,000.
CE marking and the production of a Declaration of Conformity (DoC) were not viewed as
costly. However, the frequency of checking whether Declarations of Conformity (DoC) remain
up to date can be more time-consuming than producing a DoC in the first place. This is
because multiple pieces of legislation are applicable to a given product. When changes are
made to legislation or to harmonised standards, DoCs must be regularly updated. Even
without changes in legislation, DoCs must be regularly updated.
Compiling and storing information (mentioned 16.5% of times) is a core element of the
process of recording test and conformity data and ensuring the company remains up to date
and can report to monitoring authorities when requested to do so.
Risk analysis was mentioned 12.4% of the time.
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Despite the significant costs identified in a number of areas, 52% of firms said long-term costs
of compliance could be incorporated into product design (see Chart 3.4.1). A significant share
of firms (50%) thought administrative costs could be integrated with day-to-day processes,
and 51% thought most of the testing and inspection were business as usual and done
anyway. However, 74% of respondents agreed that in the short-term, costs can be high due
to the need to adapt processes and products.
Chart 3.4.1: How do you think the costs imposed by legislation affect your business?

There was consensus across all Member States included in the study, except some firms in
Germany and Slovakia, that long-term costs can be minimised, but short-term adjustment
costs can be high. There was greater variation among firm responses in relation the capacity
to incorporate administrative costs: most firms in Germany, Slovakia and Sweden were
negative about this while most firms in the other countries were more positive. The extent of
belief that various requirements would have been met without legislation varied across
countries. Most Estonian, German and Irish firms considered they would have taken place
even without legislation, in contrast with firms in Italy, Poland and Sweden.
3.4.3

Assessment of cumulative costs

To gain insight into how cumulative costs emerge and what their effects are, they are looked
at from the following points of view: compliance costs related to specific business decisions
(“events”); the role of industry structure; the enforcement regime; and from the point of
view of cross-country comparisons. Long-term effects of compliance are then considered.
3.4.3.1

Business Events

Appendix E provides a summary of the legal requirements associated with specific business
events. The case studies provided in the next sub-section provide illustrations from the
experiences of firms.
Regarding new product development (selected by 58% as a key event), costs are associated
with compliance in EU legislation and essential requirements.
The Low Voltage, Machinery, and the EMC Directives apply to most products produced by
firms in the electrical engineering sector. These Directives impose compliance costs linked
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to conformity assessment procedures. Conformity procedures include testing, in most cases
done internally. For small firms with no testing facilities the use of third parties is required.
Human resources, though limited, are also allocated to training for familiarisation and some
administrative processes (Declarations of Conformity, labelling, communication with
suppliers and customers). For both Directives, most firms consider some costs, such as
testing, part of the ‘business as usual,’ since ensuring the safety of products is essential to
operate in the market. According to a study on the costs of internal market legislation for
goods28, in the case of electric motors, over 70% of the costs are considered ‘business-asusual.’ Furthermore, these Directives have been applicable for over 20 years and are well
known and understood.
Costs that are more substantial arise from environmental legislation, primarily the
Ecodesign Directive and the requirements imposed on many products in subsectors (e.g.
electric motors) to meet minimum energy efficiency levels. As this is more recently
introduced legislation, there are familiarisation costs present, but also sizeable investments
made by firms for product design or re-design to ensure compliance. There is also testing,
either internal or external, as well as further administrative actions such as recording and
reporting. While the data provided from firms do not allow for robust cost estimates for firms
in the sector, it was typical for firms to refer to one-off R&D costs of over €200,000.
Additional on-going costs cited were for periodic testing and conformity assessment
procedures. The ATEX Directive for products operating in potentially explosive environments
is also relevant for some firms. In this case, third party certification that periodically may add
a cost of a few thousand Euros is mandatory.
Additional costs arise in compliance with chemicals and substance-related legislation such
as REACH and RoHS. For firms in the sector these are mainly administrative, relating to
communication with consumers and suppliers to ensure information on types of substances
included in products is in place. However, substantial costs may be incurred if it is necessary
to change products or processes. As pointed out in Section 3.3.3, REACH Regulation is an
example of a law with increasing marginal impact that also affects firms in this sector.
Overall, the 2014 study29 estimated that, in the electric motor sub-sector, the costs of
compliance with internal market legislation, the key legislation covering the sector, average
about 1.25% of firms’ turnover, of which 75% could be considered ‘business as usual’ cost.
Entering a new EU market once equipment manufacturers have achieved regulatory
compliance based on EU legislation was not identified as a particularly problematic ‘event’ by
most firms (9% referred to it). Here, costs for firms arise from differences in transposition and
enforcement of legislation among Member States. Studies on electric motors (CSES, 2014)
suggested that differences in transposition and ‘gold-plating’ are not a source of additional
cost for most of the Directives in the sector. However, firms experience differences in terms
of stringency and frequency of inspection and other checks that often cause additional
administrative costs in the form of extra paperwork and staff time. Issues of more
importance arise for products covered by the WEEE Directive, implemented differently across
Member States30, where varying requirements apply. For example, a firm entering the UK

28

CSES & Panteia, 2014, Evaluation of the Internal Market Legislation for Industrial Products, retrieved
from http://ec.europa.eu/enterprise/dg/evaluation/reports_en.htm
29
CSES, Panteia (2014), op. cit.,
30
Okopol, RPA (2007), The Producer Responsibility Principle of the WEEE Directive – Final report,
Retrieved from http://ec.europa.eu/environment/waste/weee/pdf/final_rep_okopol.pdf
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market from other Member States faces further labelling requirements and must incur a
certain level of familiarisation costs.
Costs related to differences in the implementation of legislation may also arise within a
country. For many firms in the sector an important part of their turnover comes from public
works. Public procurement legislation (Directive 2004/18/EC) sets general rules, but specific
requirements related to documentation and procedures followed can vary even at the local
level (see case study 3.4.5 below). This can lead to duplication of work and a need for
additional human resources to participate in tendering processes. Considered costly are
differences in VAT regimes, mainly via introducing certain administrative costs. However,
these are not sector-specific.
Beyond that, firms report some non-regulatory barriers arise if national marking schemes,
in theory voluntary, become de-facto mandatory in order to enter the market. Additional
costs for certification arise, mainly of an administrative nature. However, it can be argued
that these are market, not regulation-driven, costs and would be present even without
legislation. EU legislation has helped reduce such costs for firms that want to trade across the
EU.
A business event that discussed less often was investment in plant, machinery and
equipment (7% of firms). In most cases, compliance costs were not considered EU-driven,
since licenses and other health and safety and environmental requirements and procedures
are determined at the national level. A study on business licenses (not explicitly covering the
sector but looking into new machinery production) to be published during 2015 (CSES,
2015)31 indicates the most important costs are related to the cost of getting licenses. Licenses
are needed for the specific type of activity along with requirements for occupational health
and safety. Requirements vary across Member States. For example in Germany and Estonia
there are only requirements for obtaining licenses for investment in relation to the specific
activity, whereas in Ireland there are licenses required for the operation of a specific premise.
In Italy and Spain, both types of licenses are required.
Finally, regarding recruitment and employment, obligations arise from the need to comply
with EU employment legislation (keeping employment records, monitoring working hours,
ensuring provision of occupational health and safety guidance and making risk assessments).
Firms sometimes outsource procedures related to checking compliance with occupational
health and safety and often conduct internal or external training to ensure employees are
familiar with and follow requirements. One firm estimated that, in total, employment
legislation adds around 1% to total labour costs.
In all these instances, the cumulative costs of compliance occur throughout all stages of the
firm’s value chain. The support functions within the value chain make human resource
management more complex and costly. There is a need to carry out training, keep records,
ensure accurate timekeeping, comply with legislation like the WTD (Working Time Directive)
and part-time workers Directive, and compliance with data protection for employee data.
There are also costs of familiarisation, to understand what is required to comply with these
different types of legislation, and time taken to set up internal compliance processes and
procedures (and to build these into HR practices and IT systems). These various costs of
familiarisation, adaptation of practices and procedures, and meeting administrative
requirements, all add to the HR management costs.
31

Okopol, , RPA (2007), The Producer Responsibility Principle of the WEEE Directive – Final report,
Retrieved from http://ec.europa.eu/environment/waste/weee/pdf/final_rep_okopol.pdf

70

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments – Electrical Equipment

3

Company procurement activities incur a range of costs such as having to keep records of
suppliers to ensure traceability, and to track which customers were supplied with what
products. To meet various EU compliance requirements, electrical equipment firms must
develop appropriate Information support systems to capture, process and store data. Some
requirements are common to all firms (e.g. employment legislation, health and safety
legislation) whereas others are specific to electrical equipment firms. The latter includes
developing and updating technical dossiers for each electrical product (including records of
test results to demonstrate compliance) and updating compliance documentation like
declarations of conformity (DoCs) whenever applicable legislation changes or harmonised
standards take effect.
Meeting requirements relating to electrical waste under the Waste Electrical and Electronic
Equipment (WEEE) Directive is another area that incurs costs for electrical equipment
manufacturers. These requirements oblige firms to emplace end-of-lifecycle arrangements to
ensure products are recycled and waste disposed of safely.
Regarding operational functions, a wide range of effects, e.g. goods inwards processing
costs, increase by having to ensure traceability for market surveillance purposes.
3.4.3.2 The structure of the industry
The highly integrated structure of the industry requires a high degree of compliance to exist
as there are long supply chains linking micro-enterprises and large enterprises. There is a
market-driven requirement to check compliance at the business concerned internally and
make documentation available to businesses further down the supply chain. An Estonian
company, whose production is destined for (and specifications provided by), firms in other
EU Member States provides an example of how this works.
In addition, as firms on average employ more people than is the case with bakeries and
construction firms (as indicated in Sections 3.2 and 3.3), this is another driver for fuller
compliance by firms, as compared to firms in those sectors.
3.4.3.2

The enforcement regime

As most of the relevant legislation is in Directives, enforcement at the Member State level
can play an important role in how burdens and costs arise for firms in different countries.
Responses to the interview programme indicate that the stringency of enforcement,
particularly in relation to new product development, varies among Member States.
In the case of Estonia the firms’ responses in the interview programme was that the Estonian
Tax and Custom Board, Labour Inspectorate, Electricity Control and Estonian Technical
Surveillance Authority are not stringent and inspections do not take place regularly. Similar
responses came from most firms in Germany, Ireland and Italy. Regarding the introduction
of new products, most firms said that national surveillance authorities are not stringent at all,
with compliance largely left to market forces. A different view was expressed in Sweden,
Poland and Slovakia. In Poland, enforcement by authorities (Trading Standards Association,
Chief Sanitary Inspectorate, and Social Insurance Institution) was seen as stringent, with
multiple inspections per year. Aside from time spent during inspections, enforcement does
not itself introduce additional costs to firms unless the authorities request additional tests or
paperwork. No instances of such requests were reported during interviews.
In this sector, the market itself is a strong driver of compliance because the supplier of a noncompliant product is responsible, and therefore liable, for damages or prosecution (even if he
fault lies with bought-in items). The final supplier must check all earlier stages of the supply
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chain to ensure they comply. There are anecdotes of effective enforcement failure, however
there are powerful market factors driving full compliance with legislation.
3.4.3.3

Cross Country Comparisons

Differences between countries in the costs of compliance were not particularly significant in
the sector, which seems to be primarily due to the high level of harmonisation in relation to
the key event discussed – new product development. Nonetheless, there are some
differences:


General differences in cost levels in the countries concerned (e.g. comparative salary
and wage levels of employees, consultants and trainers);



The way in which EU law has been implemented (e.g. the role of sub-national
organisations, maximum or minimum harmonisation);



The robustness of the inspection regime and possible administrative costs arising from
this factor;



Differences in national legislation.

Regarding the first point, for some important cost elements (e.g. human resources and costs
of staff time), price levels in the countries concerned are generally determined by local
conditions. However, the costs for obtaining external expertise do not appear to be
particularly different among the countries.
Concerning the second point, differences in the implementation of legislation can create
extra costs for firms. In the case of Ireland (see also case study 3.4.6), in relation to public
procurement, firms may experience high administrative costs in their business if there is no
consistent implementation of legislation. Differences in the implementation of the WEEE
Directive may also affect some firms in the sector.
Differences in the robustness of the inspection regimes and the stringency of tests also
create differences in costs. As indicated above, there are differences in stringency and
robustness of inspection regimes in the Member States included in this study. Given the
limited number of responses, it is not possible to draw statistically robust conclusions
regarding Member States, but it is evident that differences in the inspection regimes can add
to cumulative costs and lead to differences in costs between countries.
Finally, the analysis showed in certain areas that national legislation creates more
compliance costs than EU legislation. This includes business-related legislation (e.g. VAT),
employment and Occupational Safety and Health legislation, licensing of premises and
activities affecting investments. Most of these areas are not sector-specific, but horizontal.
3.4.3.4

Cumulative effects

Feedback was gathered regarding overall effects of legislation (see the sector reports in
Appendix E.3 for more detail). There were ten questions grouped into three categories: staff,
standards and consumers; markets; and, operations. Responses are similar to those from the
other sectors examined in this study.



The effects of the legislation in terms of consumer confidence, standards and working
conditions are seen as positive, but there is no positive effect discerned regarding staff
satisfaction and morale.
Regarding markets, the effects of EU legislation are considered positive in terms of
opportunities and incentives to innovate, and opportunities and incentives to expand
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market share, but not regarding preventing competitors from undercutting based on
lower standards.
With regard to effects on operations (cost reduction, sales, profitability and productivity),
they are all seen as negative.

In terms of individual firm responses, the case studies provide some illustrations of individual
firm responses, but the basic response was that firms tended to comply with legislation as
fully as possible.
3.4.4

Case studies

This part of the report provides case studies on how the costs of cumulative effects of
compliance with EU law arise and what their effects are in the case of electrical equipment.
Case study 3.4.1 - Product development in a medium-sized enterprise
Summary
Turnover:€15-20million
Headcount: 168
Event: New product development
Cumulative cost: Compliance with the LVD, EMC, Ecodesign, etc. Membership in AENOR
costs €10,000, certification costs €10,000 and annual maintenance is €3,000.
The view of the business on the level of cumulative costs: Significant, and favours large firms
and competitors in other countries.
Assessment as to the level of cumulative cost: Cumulative costs are high and can restrict
access to the Single Market.
This Spanish company with 168 employees was established in 1987 and has a turnover of
between €15-20 million. According to the company, the introduction of a new product
consists of two phases. The first one started a year ago and continues this year. The new
product line, besides being launched in the country of origin (second phase), is also being
released at the same time in other EU countries (and outside the EU).
The main legislation that affects the company is the Low Voltage Directive. In addition to
meeting the product specifications to comply with the law, they must comply with parallel
legislation affecting other products (for example, facilities or equipment that are next to the
product). To this is added compliance with international product standards (for example IEC
61439). With regard to environmental regulations, although compliance is not mandatory
for their company (e.g. the Ecodesign Directive), they account for it when developing a new
product. Other legislation, primarily health and safety, is also a burden, but is not specific to
the ‘event.’ However, the firm said competitors in other countries do not comply with the
regulations, for example regarding working conditions, so those competitors have lower
production costs and selling prices. Some companies use technical standards as a barrier to
entry in their market because Member States transpose Directives introducing additional
specifications that have the effect of defending their market. This results in different
product versions being developed and additional costs incurred. An example of this is the
charging system for electric vehicles. Although there are international standards, countries
have not adopted them evenly.
For testing purposes, membership in The Spanish Association for Standardisation and
Certification (AENOR) costs €10,000. Official certification costs €14,000-€15,000 with an
annual maintenance fee of about €3,000. The company considers compliance costs high
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because complicated regulations seem designed for large companies. Authorities do not
study the cost of complying with such legislation, much less the cumulative cost.
Conclusions
Despite this being one of the larger enterprises interviewed during the study, there is a clear
perception that legislation favours large companies and allows Member States to introduce
additional or different requirements. The case makes clear that costs accumulate due to sets
of parallel legislation being in force. Essential and expensive tests are carried out to comply.
Case study 3.4.2 - Working in other Member States on secondment
Summary
Turnover: €15-20 million
Headcount: 56
Event: employment-related cumulative cost: secondment
Cumulative cost: familiarisation costs (certificates) and estimates of staff costs at €5,000 per
year administrative costs (100% burden).
The view of the business on the level of cumulative costs: very high given the lack of any
benefits related to the activity
Assessment as to the level of cumulative cost: high, relative to benefits received.
Established in 1976, this company has 56 full-time and four part-time employees, and has a
turnover of €15-20 million. The cost issue for this case study is employee secondment.
The company regularly sends repair personnel to other European countries to service or
repair its machines. When this happens, an assignment certificate is compulsory under
European law, which must contain personal data on matters such as social security and
health insurance coverage. These data must be kept up to date (it can be at most three
months old). Since secondments can occur on short notice, the data must be kept up to date
for all 14 employees who might be sent on assignment. Firms in southern European countries
insist on receiving the certificate, but in northern European countries, the international
health insurance card is usually sufficient. However, despite an up-to-date certificate, one
employee was declined treatment at a Spanish hospital, which makes the certificate and the
effort connected to it of no value.
Staff in human resources had to be familiarised with the certificate and develop forms and
processes to gather and keep necessary information. The business estimates costs at €5,000
per year, consisting of 3 to 4 working days quarterly (keeping certificates updated). As the
assignment certificate does not facilitate employee secondment, the recommendation is to
delete it.
Conclusions
The case study illustrates the presence of cumulative costs of employment for cross-border
work within the EU. In addition, the certificate is superfluous in some Member States, while
in others it does not fulfil the function intended.
Case study 3.4.3 - Keeping track of certifications
Summary
Turnover: €5-10 million
Headcount: 192
Event: Administration of certificates
Cumulative cost: adaptation costs (training on certification) €3,250 yearly plus administration
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(storing and archiving) – but 50% is business-as-usual cost.
The view of the business on the level of cumulative costs: costs are high and it would be
useful if certificates were standardised, but they are useful for business purposes.
Assessment as to the level of cumulative cost: agree with the view of the business
Established in 2003, this company employs 192 people and has a turnover between €5-10
million per annum. The cumulative cost issue is linked to specifics of the respondent's
business, which is construction, installation and service of new machines for various sectors:
chemical, hydropower stations and mines. These sectors are regulated by many laws that
must be taken into account when the company services customers.
The firm has a department responsible for dealing with and keeping up to date with changes
in legislation and laws. The team consists of 21 people. Of their time, 5% is spent on ‘learning’
activities. Once a year, 25% of the team attends a training course of 2-3 days, which costs
€400 per person for the training and €250 for personnel time.
Once the machines are certified, the documents supporting the certification must be kept
and archived.
Conclusions
This case study demonstrates the extent of compliance costs and how they accumulate in a
business manufacturing and servicing complex equipment for use in several sectors, each of
which is subject to substantial regulation. Despite the ostensibly significant costs, the
respondent indicated that the value of the legislation is recognised, so the administration
cost includes a significant business-as-usual element.
Case study 3.4.4 - Unnecessary equipment, no inspections
Summary
Turnover: €1-1.5 million
Headcount: 20
Event: unnecessary investment in equipment
Cumulative cost: one-off investment in equipment (adaptive cost), €5,000-6,000
The view of the business on the level of cumulative costs: complete waste of money
Assessment as to the level of cumulative cost: This is a case where lack of enforcement leads
to waste. If it is not necessary, it should not be a legal requirement.
This enterprise of 20 people was established in 1982 and has a turnover of €1-1.5 million per
annum. In the past year, the business purchased equipment for measurements and
verifications required by law to establish itself as an installation company. The equipment
is expensive (€5,000 to €6,000) and is rarely, if ever, used.
The company advised that that no inspections related to compliance occur. Installation
companies only need to provide a ‘responsible statement’ to the Autonomous Community
authority indicating that they have the equipment, but it is not checked. In fact, the business
managers say they are aware that most competitors do not have such statements. The
equipment is bought to comply with the law, but there is no checking whether it has been
acquired, which adds costs.
Conclusions
This case study illustrates that, even for compliance with costly regulation, the company has
no a priori objection to the need for it, provided there is a consistent enforcement regime to
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achieve a level playing field. Nevertheless, the current situation adds costs with no positive
effect.
Case study 3.4.5 - New product development and certification costs
Summary
Turnover: €10 million
Headcount: 28
Event: new product development (NPD costs of €500,000)
Cumulative cost: lack of harmonisation in the EU, expensive testing at laboratories for safety
certification, maintaining records of product development processes.
The view of the business on the level of cumulative costs: high costs that do not add value
for consumers.
Assessment as to the level of cumulative cost: new product development and certification
costs in this sector are high, and the lack of EU harmonisation adds costs.
This firm, with 28 full-time and two part-time employees, was established in 2000 and has a
turnover of just under €10 million per annum. The launch of a new range of products
developed over the previous 12-18 months had been undertaken and a cost of half a
million euros was incurred to this end. The products are modular, configurable electronic
power supplies that break new ground in energy efficiency and acoustic noise management.
The particularly expensive piece of legislation the firm has to comply with relates to
product safety. The company is of the view that that the laboratory carrying out certification
has a monopoly on safety certification which they abuse both in terms of new product
certifications and ongoing file maintenance. Other compliance costs the firm incurs for new
product development relate to the requirement to maintain records of their product
development and certifications, and the business has to satisfy customs’ regulatory
requirements on moving of goods out of the country. In addition, EU laws have not
established full harmonisation of safety standards throughout Europe. Large companies in
major countries still use local safety requirements as a trade barrier. Therefore, they must
identify and comply with those standards as well to sell in those markets.
Conclusions
This case study raises an issue related to compliance costs and effects on market behaviour
not mentioned elsewhere in this study, namely the role of competition law. The case study
also illustrates how expensive product development and launch can be in the electrical
equipment sector, and that local safety standards can still work as barriers to entry in other
EU markets.
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ICT services

Key messages
Business perceptions of the level of cumulative costs
Businesses do not see cumulative costs as a material issue. Rather, a few pieces of horizontal
legislation are singled out as of concern.

The perception of the consultant
Cumulative costs are low but the presence of many directives does provide scope for differences in
national implementation. The market imposes compliance with legislation, and sometimes imposes
requirements higher than those imposed by legislation due to specific requirements in the sector and
integrated industry supply chains.

The level of total cumulative costs
Cumulative costs are low (there is no sector-specific vertical legislation); although in some areas such
as export markets and employment, cumulative costs can have a significant impact on enterprises.

Proportions between the three categories: familiarisation, adaptation and administration
The proportions between the three types of cost are similar, all being in the low range.

Main conclusions from the analysis of business events in the sector
Generally, the level of cumulative costs is not a material matter, but they can constrain business
behaviour, as in the case of different levels of harmonisation between countries affecting access to
export markets, or the development of flexible employment solutions.

Main conclusions from the cross-country analysis
There are few differences between countries. Those that exist relate mainly to different industry
structures in Member States, or the particularities of their economies (e.g. the supply of labour).

3.5.1

Introduction

The European ICT services industry has grown considerably since the late 1980s to become
the most important part of the European ICT sector overall, accounting for more than 90% of
enterprises and 80% of turnover. The sector consists of wholesaling, telecommunications and
consultancy services. The overwhelming majority of enterprises in the sector are SMEs with
less than 250 employees. Table 3.5.1 below shows that 94.5% are micro enterprises (firms
with less than 10 employees).
A number of Member States covered by the study have a large ICT services sector, such as
Germany, Italy, Poland, Spain and Sweden. Eurostat data show that Italy has the most ICT
firms overall, as well as within in the 50-249 and the 250+ employee size thresholds.
However, industry data suggest that Germany has the largest number of employees in total
and highest turnover in Europe in ICT services. Ireland has a large ICT sector relative to its
population, reflecting the presence both of a strong SME base and large inward investors.
Different countries have specialised in different areas within ICT services. For example,
Germany, Sweden and Ireland have a strong ICT consultancy services sector. Estonia has
focused on the provision of ICT for shared service centres providing back-office applications,
partly reflecting cost differentials that make ICT firms in Central and Eastern Europe
attractive for near-shore outsourcing.
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Table 3.5.1 Distribution of firms by number of employees NACE J 62.01 Computer programming activities
and J 62.02 Computer consultancy activities
MS

Total
Number

0 to 9
employed

10 to 19
employed

Number

%

Number

94.5

11

2.8

7

1.7

5

1.2

n/a

10,642

90.5

526

4.9

288

2.4

262

2.2

45

0.4

4,927

4,516

91.7

194

4.3

134

2.7

69

1.4

14

0.3

Italy

45,282

42,479

93.8

1,535

3.6

781

1.7

388

0.9

99

0.2

Poland

33,306

32,506

97.6

330

1.0

276

0.8

169

0.5

25

0.1

Slovakia

5,089

4,871

95.7

93

1.9

64

1.3

46

0.9

15

0.3

Slovenia

3,761

3,591

95.5

92

2.6

56

1.5

20

0.5

2

0.1

Spain

23,673

21,569

91.1

1,002

4.6

623

2.6

382

1.6

97

0.4

Sweden

33,983

32,719

96.3

584

1.8

447

1.3

198

0.6

35

0.1

94.5

4,367

2.8

2,676

1.6

1,539

0.9

332

0.2

Ireland

Total s

398

11,763

250 or more
employed

%

Germany

%

50 to 249
employed

Number

Estonia

Number

20 to 49
employed

421

162,205

153,291

%

Number

%

Source: Eurostat, Structural Business Statistics, 2012

Differences in the business focus of ICT services firms in different EU countries may have an
impact on the nature of compliance costs incurred and their effects. For instance, Estonia has
been successful in attracting outsourcing from elsewhere in the EU to its ICT services sector,
but there is a limited labour pool from which to recruit ICT services professionals due to
Estonia’s small population. The EU regulatory framework on employing workers from third
countries takes on much greater significance than in Germany, which has a much larger
domestic workforce from which to recruit and which focuses on higher value-added areas
within ICT compared with activities performed by many shared service centres.
3.5.2

Legislation and types of costs

3.5.2.1

Relevant legislation

There is no sector-specific legislation applicable to all firms in the ICT services sector (the
relevant legislation is set out in Appendices C (p.163) and E.5 (p.230). Most legislation, such
as employment, health and safety and business legislation is applicable to SMEs in all
sectors. However, there is legislation of special import to firms in the ICT services sector,
summarised below:






Data Protection Directive (95/46/EC) - on the protection of individuals with regard to
the processing of personal data and its free movement. There is a 2012 proposal
((COM (2012) 11) to revise the Directive, but the revised regulation has not yet been
adopted.
Protection of Computer Programs Directive (2009/24/EC) - the objective is to
harmonise Member States' legislation regarding the protection of computer
programmes in order to create a legal environment to protect against unauthorised
reproduction of such programmes.
Harmonisation of certain aspects of copyright and related rights in the information
society (Directive 2001/29/EC) - a harmonised framework on copyright and related
rights to foster investment in creativity and innovation, including network
infrastructure, to promote increased competitiveness of European industry through
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increased legal certainty, and provide a high level of protection of intellectual property.
The Unitary Patent – the European patent with unitary effect confers on the
proprietor the right to prevent any third party from committing acts against which the
patent provides protection. Enforced through a newly established unitary patent court,
it applies to developers of services that include proprietary software.
90/270 EEC (display screen equipment) – occupational health and safety legislation
relating to the use of screens by workers.

Given the nature of ICT services, data protection legislation, while not sector-specific, is
highly relevant to the sector. In order to provide clients with ICT support services, it is
necessary to ensure high levels of data protection, both to meet EU regulatory requirements
and because clients expect stringent data protection procedures to be in place. EU legislation
to help establish a harmonised legal framework for IPR (Intellectual Property Rights)
protection is important for many ICT services firms to ensure their knowledge capital and the
customisation of software platforms to meet specific client needs is not exploited
commercially by other companies without permission.
3.5.2.2

Nature of the implementation of the legislation

Most legislation is in the form of Directives, which require transposition into national
legislation. As such, there is scope for variation in implementation between Member States,
particularly in the development of national public procurement rules and rules on data
protection. Both areas have a substantial effect on the ICT services sector. The interview
programme and survey findings confirmed that divergences in the interpretation and
implementation of EU legislation at the national level cause additional administrative
burdens. This is especially true for cross-border SMEs. Larger firms can adapt more readily
and absorb costs, since they often have dedicated compliance staff and local staff in situ to
help ensure compliance with national legislation. This is not the case for many SMEs
exporting ICT services to other Member States.
3.5.2.3

Types of costs

The primary research indicates that the main regulatory costs occur in relation to horizontal
legislation, such as maintaining staff handbooks on occupational health and safety, and for
the purchase of secure hardware and encrypted software technologies that ensure data
protection. Using the categories of costs defined by the SCM (familiarisation, adaptation and
administrative) main regulatory costs identified by the primary research are as follows:
(a) Familiarisation
The table below sets out the number of times that specific familiarisation actions were
mentioned. The bullet points that follow provide details about costs and activities involved.
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Table 3.5.2 Familiarisation actions
ICT services

Number of times
mentioned

%

Using external consultants to provide information,
advice/guidance

28

Providing information or training for staff regarding the legislation

26

35.1

Purchasing information

11

14.9

9

12.2

Employing staff responsible for familiarisation
Total - Familiarisation

37.8

74

Source: CSES survey and interview programme

Using external consultants to provide information, advice and guidance was the most
frequently cited familiarisation activity (37.8%), followed by supporting staff through
provision of information and training (35.1%). Internal training on compliance with EU
regulation is often a function of managers in medium-sized firms.
External consultants also assisted ICT firms, for instance in developing occupational health
and safety guidance, providing advice on employing third-country nationals while complying
with immigration laws, and ensuring compliance with the European Data Protection
Directive.
Regarding purchasing information and employing staff responsible for familiarisation,
employment of dedicated regulatory compliance staff was not frequently mentioned (12.2%).
It is more common for senior employees or an HR manager to spend part of their time
working on compliance issues. Small and micro firms are much less likely to have dedicated
staff managing regulatory compliance.
During interviews with micro and small firms, they indicated that they did not find
familiarisation particularly demanding since ICT services are not subject to (sector-specific)
legislation. However, some specific legislation, such as data protection, was seen as being
burdensome at the familiarisation stage. Most familiarisation actions by micro and small
firms were associated with employment and health & safety legislation.
(b) Adaptation
Adaptation actions undertaken and the frequency these were mentioned are listed in the
table below.
Table 3.5.3 Adaptation actions
Number of times
mentioned

%

Training staff in skills/roles

28

19.6

Providing after-sales support or services

19

13.3

Changed your recruitment or employment practices

15

10.5

Working with suppliers

15

10.5

Working with customers

15

10.5

(Re-)designing products to comply with the legislation

14

9.8

(Re-)designing production processes to comply with the legislation

11

7.7

Labelling or providing other information for consumers

10

7.0

8

5.6

ICT services

Adapting premises
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Transportation of goods (raw materials inwards/ products
outwards)
Total - Adaptation

8

3
5.6

143

Source: CSES survey and interview programme

Although there is no specific sector legislation affecting ICT services, adaptation actions are
required to address employment and health and safety issues, with training by far the most
commonly used type of intervention (19.6%).
Other actions, such as providing after-sales support or services were also mentioned 19
times (13.3%), but qualitative interview feedback suggested these were usually driven by
operational (market-related) rather than regulatory requirements.
Some 9.8% of firms had re-designed products in order to comply with EU legislation.
However, on closer investigation, it became clear that most firms were referring to the
implications of designing software and ICT products and platforms for customers that are
compliant with European data protection requirements and ensure high levels of personal
data protection and security.
Several respondents identified data protection legislation as one of the most costly areas of
legislation with which to comply. Substantive costs were reported related to Personal Data
Protection rules, especially in instances where national public procurement rules are seen to
have exceeded minimum requirements in the EU Directives. Examples included the need to
purchase secure data encryption for laptops and servers, secure data transmission
capabilities and requirements in some countries to register with data protection authorities.
(c) Administration costs
Administration actions and costs reported during the interviews are documented below.
Table 3.5.4 Administration actions
ICT services

Number of times
mentioned

%

External reporting to authorities

31

25.4

Internal testing, inspection or monitoring

25

20.5

Compiling and storing information

25

20.5

Risk analysis

18

14.8

External testing or inspection

16

13.1

7

5.7

(Internal market legislation for products only) Conformity
assessment, Declaration of Conformity and CE marking
Total administration

122

Source: CSES survey and interview programme
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Administrative actions focus on external reporting to public authorities. This was mentioned
in 25.4% of responses, primarily in relation to compliance with employment and health and
safety legislation. In some Member States, national data protection legislation transposed
from the EU level requires registration with the data protection authorities (e.g. the UK, IE).
The Personal Data Protection Directive drives requirements that are seen as the most
demanding and time-consuming piece of EU legislation for compliance. This was reflected in
the importance attached to internal testing, inspection or monitoring, compiling and storing
information. However, such costs cannot be attributed solely to EU legislation since many
clients (public and private) require high levels of data protection. This indicates high businessas-usual costs in complying with legislation.
Enterprises were asked what the effects of costs imposed by EU legislation were on their
businesses. In Chart 3.5.1 below, 45% agreed or strongly agreed that ‘the long-term costs of
adapting products and processes or employment conditions are negligible, since the
legislation requirements can be incorporated into the design.’ This is a quite low percentage
compared to other sectors’ responses to the question, despite the absence of sector-specific
legislation. Nearly half (48%) agreed that ‘short-term costs of adapting products and
processes or employment conditions and practices can be high when new/different
legislative requirements are introduced.’ Again, this is lower than is the case with other
sectors. The reason for this may be the absence of experience with sector-specific legislation.
Of Respondents, 32% said that administrative requirements can be easily incorporated into
the day-to-day company operations, and 55% agreed (34% strongly) that ‘most of the testing
of products, Health and Safety, QC, environmental and employment–related requirements
would be undertaken without legislation anyway.’
Chart 3.4.1

How do you think the costs imposed by EU legislation affect your business?
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Assessment of cumulative costs

To gain insight into how cumulative costs emerge and what their effects are, they are looked
at from the following points of view: compliance costs related to specific business decisions
(“events”); the role of industry structure; the enforcement regime; and from the point of
view of cross-country comparisons. Long-term effects of compliance are then considered.
3.5.3.1

Business Events

Appendix E provides a summary of the legal requirements associated with specific business
events. The case studies provided in the next sub-section provide illustrations from the
experiences of firms.
In the area of employment, among employer obligations, are the keeping of staff records and
installation of ICT systems to keep track of working hours (for the WTD). There is a significant
‘business as usual’ element since record keeping is required anyway for keeping track of
employees’ working hours. Again, in relation to horizontal legislation, ICT services firms
comply with EU Directives on occupational health and safety by investing in training and
through the development of practices, procedures and internal guidance (sometimes in the
form of a guidance manual). The costs related to ensuring compliance with employment and
health and safety legislation in the ICT sector do not differ materially from those in other
sectors. There are no particular sector-specific requirements.
In addition, there are costs associated with business legislation compliance (such as personal
data protection) and financial reporting related to employment. Case study 3.5.1 sets out
how these costs can influence part-time home-based employment.
Since the ICT services sector is not subject to sector-specific EU legislative requirements,
there are no general compliance costs associated with new product or service
development, except costs related to ensuring high levels of data protection are built into
new products and services (as described above). A number of firms also mentioned a need to
familiarise themselves with the requirements set out in the Directive on the Unitary Patent,
but this is more applicable to software developers than to ICT service providers.
A number of costs can arise in relation to investment in plant, machinery and equipment.
ICT firms must make frequent equipment purchases, such as computers and screens (plant
and machinery are less relevant). Such equipment must be compliant with the applicable
legislation (e.g. EMC and REACH). There are additional one-off costs associated with meeting
personal data protection and security requirements under the Data Protection Directive. This
can lead to significant extra costs, as case study 3.5.2 (below) illustrates.
In general, major compliance costs associated with entering a new market in the EU were
not identified in the study. Exporting to new markets within the EU involves almost no
material additional adaptation cost, other than completing VAT and export data filings. EU
legislation that deters ICT firms from entering new markets was not identified. However,
differences in requirements for the provision of ICT services in national public procurement
legislation generated cumulative compliance costs. An Estonian SME pointed out there was
a lack of standard technical requirements, or harmonisation, in different Member States’
procurement processes (e.g. regarding data protection and ICT security protocols). This
means that, when exporting their services to other EU countries, ICT firms must familiarise
themselves with differences in ICT security and data protection requirements in public
procurement procedures. Such differences may serve to undermine the internal market and
require additional familiarisation time for ICT services firms.
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From the perspective of a ‘typical’ ICT services firm (one with less than 20 employees), the
companies interviewed do not consider the volume of legislation and associated reporting
requirements particularly burdensome. The main factor limiting the scope for emergence of
cumulative costs is that there is no sector-specific legislation applicable, and many horizontal
pieces of legislation applicable across the employment, health and safety areas are largely
‘business as usual’ costs. This implies that the cumulative costs of legislation, while varying by
event, are not that high.
One of the few examples of cumulative effects identified was that customer firms might
require potential suppliers to guarantee compliance with different pieces of EU legislation
like the Data Protection Directive (95/46/EC). This may affect SME competitiveness
negatively, given the need to demonstrate understanding of, and compliance with, different
pieces of legislation and the associated upfront costs such as training staff and bringing in
external consultancy expertise. Compliance with the complete body of this legislation would
nevertheless require a measurable resource commitment.
The small size of most sector companies suggests direct effects of legislation are unlikely to
be excessive, but they are more likely to be effected negatively by legislation indirectly:


Non-regulatory barriers arise from a lack of standardisation. Technical requirements
in requests for proposals (RFPs) from entities subject to public procurement rules
make entering new markets more problematic. The target of non-regulatory barriers
is generally large companies, but smaller companies are equally impacted.



Customers require (potential) suppliers to guarantee compliance with legislation to
which they are subject, such as patient confidentiality (health services) and
environmental requirements (automotive producers). Conversely, the need for large
entities to comply with (complex) requirements represents a commercial opportunity
for (niche) players, since the regulation invariably has an IT element.

3.5.3.2

The structure of the industry

Several sector-related factors suggest ICT services companies, though on average very
small, have relatively high levels of compliance with EU legislation:






There is no sector-specific legislation, so the overall level of cumulative costs is lower
than in other sectors included in this study.
The sector is not as strongly characterised by family firms as is the case with bakeries,
retail and construction companies. This implies more reliance on market relationships,
contracts and legal compliance.
There is a system-building element in the supply of ICT services. Firms within the supply
chain must meet rigorous performance specifications set by the ultimate clients (public,
private). This presupposes various stages of the supply chain will be carefully monitored
and non-compliance risks will be controlled to ensure compliance with legislation.
While the majority of ICT services firms are micro-firms that may employ only a small
number of people, and the sector is traditionally home to ‘lifestyle’ companies that are in
many ways invisible to surveillance and inspection, medium-sized and large firms employ
most people and compliance will be strongest there (see Table 3.5.1).

3.5.3.3

The enforcement regime

Since there is no EU-level sector legislation affecting the ICT industry, enforcement is
carried out by a number of non-ICT focused enforcement bodies such as data protection
authorities, labour inspectorates, health and safety inspectorates and agencies. As noted
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earlier, the market itself plays an important role in strengthening regulatory compliance.
Suppliers of ICT services are often required to comply with legislation when competing for
work, especially in response to public procurement opportunities.
As mentioned, many micro-firms will be invisible to authorities from an inspection point of
view, but larger firms with more staff will be targeted. However, none of the enterprises
interviewed indicated that a particularly stringent enforcement system exists.
3.5.3.4

Cross-country comparisons

The main drivers of costs in individual countries are:


Cost levels in the country (e.g. comparative salary and wage levels of employees,
consultants and trainers);



Distribution of firm sizes - the more large firms, the higher compliance levels and
costs;



Robustness of the inspection regime (compliance levels);



The way in which EU law has been implemented (e.g. the role of sub-national
organisations, maximum or minimum harmonisation).

Cost levels in the countries concerned are determined by local conditions and reflected in
local and national price levels. We have not found any evidence among interviewees that
different cost levels within countries affect enterprise. The above-mentioned considerations
mean a good deal of variation exists throughout the Member States. Costs generated by
compliance with EU legislation and national implementation vary because different
combinations of those factors are present in Member States’ ICT services sectors.
As noted in the introduction, Eurostat and industry data show that there are differences in
the sectorial characteristics of the ICT services sector between countries. Italy has by far the
largest number of firms, but there are also a high number of enterprises in Sweden. Germany
has the highest level of employment and turnover and has a greater number of medium and
large ICT firms than other Member States. Ireland, particularly for a smaller Member State,
also has a relatively high number of medium-sized firms. A key issue is whether the
characteristics of different countries’ ICT services sectors, such as distribution of firms by size
threshold and the sector focus of firms in different countries, has an impact on the costs of
compliance with EU legislation. A related consideration is what this implies for cumulative
costs of compliance.
As regards horizontal legislation (e.g. employment legislation, health and safety legislation,
business-related), costs do not vary greatly between countries or between sub-sectors
within the ICT services sector. There may be different perceptions of the costs between firms
in different countries, but the research did not find evidence to suggest compliance and
cumulative cost differentials between countries are that significant.
There may be differences in levels of compliance costs between countries depending on the
structural business characteristics by size threshold. As noted above, some countries have a
large number of micro ICT firms, such as Italy and Sweden. Others have larger average-size
firms, such as Germany and Ireland. The approach to achieving different steps in compliance
(familiarisation, adaptation, administrative) differs between firms of different size categories.
Within micro firms, the owner and managerial staff try to deal with compliance themselves
as part of their managerial functions, but are also strongly reliant on external support (e.g.
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from an accountant, legal advisor or chamber of commerce). Small firms often rely on an HR
manager to deal with EU legislation compliance as part of their role. Medium-sized firms are
able to employ dedicated staff to manage compliance. Costs differ depending on how
compliance is managed. However, overall the cost differences are not that great. Although
medium-sized ICT firms have higher direct costs (linked to recruiting specialist compliance
staff), micro and small firms also have resources tied up in compliance matters, since staff
deal with it as part of a range of responsibilities and managerial functions.
More generally, levels of compliance may be higher among micro firms in ICT services than in
other sectors since there is a requirement to demonstrate compliance as a pre-requisite for
winning work within supply chains. This applies equally to public procurement and working
with larger-scale ICT and clients in other sectors. All of the above require compliance with at
least some applicable legislation (e.g. Data Protection Directive) in contracts.
The focus of firms within the ICT services sector across the nine countries studied varies, but
types of horizontal legislation applicable are common across all of them. Therefore, there are
major differences found between countries in the nature and magnitude of costs. However,
further data to assess this issue quantitatively is required. Though some firms were able to
provide cost estimates linked to familiarisation, adaptation and administration, many were
not. The data gathered is therefore patchy and the amount spent by firms on compliance
varied significantly.
There are, however, examples of costs incurred that appear to be specific to ICT firms in only
one or two countries. In Estonia, due to the success of the ICT services sector in attracting ICT
outsourcing, there is great demand for ICT workers and a shortage of suitably qualified or
experienced professionals. This is compounded by a small population size. Thus, it is the only
country where firms encountered costs seeking advice on EU rules for securing temporary
labour from third countries (e.g. the Blue Card Directive).
3.5.3.5

Cumulative effects

Feedback was gathered regarding the overall effects of legislation (see the sector reports in
Appendix E.3 for more detail). There were ten questions grouped into three categories: staff,
standards and consumers; markets; and, operations.





The feedback from ICT services companies differs from that in other sectors regarding
the category of staff standards and consumers, as in most other sectors the responses
regarding working standards and consumer confidence were positive. In the case of ICT
services they were negative, even if marginally so. As in the other sectors, the impact on
staff satisfaction and morale was also negative. The implication is that the legislation, in
as much as it exists, has not had a positive effect in this area for the ICT services firms.
Regarding the ‘markets’ category, effects were seen as negative (incentives to innovate,
preventing competition from those with lower standards, and incentives to expand
market share).
The same was true of the “operations” category, where all effects were seen as negative.

There are many differences between individual firms’ responses in different countries – some
are highlighted in the case studies below. As in other sectors, two firms with similar
employment profiles may behave completely differently depending on their objectives and
environment. For example, in case study 3.5.1, a company did not go ahead with a part-time
employment plan due to the complexity of legislation. It may have, in a situation where the
labour supply was more constrained.
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Case Studies

This part of the report provides case studies on how costs of cumulative effects of
compliance with EU law arise in the ICT services sector and what their effects are.
The cumulative costs of legislation are less onerous to ICT services firms than in other sectors
due to the absence of sector-specific legislation. Moreover, unlike in some other sectors
addressed through the study (e.g. electrical equipment), there is no sector-specific
harmonised legislation or harmonised standards, and therefore no compliance costs
associated with placing goods (and services) on the market.
Case study 3.5.1: Home-based, part-time jobs for high-tech ICT services in small firms
Summary
Turnover: €1-2 million
Headcount: 15 full-time
Event: employment (part-time home working)
Cumulative cost: additional data requirements and record keeping (administrative costs/
burden).
The view of the business on the level of cumulative costs: too high – decided against
implementing home-based, part-time work.
Assessment as to the level of cumulative cost: while the monetary cost might not have been
high, the overall distraction caused by administration was enough to scupper the project.
Established in the 1980’s, this company has a turnover of €1-2million per annum and 15 fulltime employees. It develops and implements complex information systems and
custom business applications. It is a leading provider of migrating or modernising legacy
information systems to state-of-the-art environments, and exports about 60% of its services.
The company chose to discuss legislation surrounding employment. The organisation of
work in the company is project-based. The core team is permanently employed (15 people),
while experts with special skills are employed under individual projects (on a full-time, but
fixed-term basis). The company's recruitment policy enables flexibility and helps overcome
problems of potential dismissal in uncertain economic conditions.
The company wanted to introduce a few home-based, part-time jobs. This required special
internal rules and special records (in addition to an in-house reporting system aimed at
recording time per individual project), and reporting to comply with legislation. The view of
management was that such requirements might be acceptable for large companies, but are
inappropriate and overly burdensome for micro and small enterprises. They therefore
decided not to introduce home-based, part-time jobs.
The company finds the registration of workers in the pension and social security systems
complicated (the system was recently improved, and on-line registration is now possible).
Particularly in the case of staff employed on a fixed-term basis, employment contracts and
reporting to competent authorities is unnecessarily complicated.
New employees are informed about rights and obligations that arise from employment on a
fixed-term basis. They are sent for a medical examination at company expense (€100) and
registered in pension, health insurance and social systems. The cost of staff time spent on
briefing a new employee on safety at work (carried out by the in-house staff responsible for
safety at work) is 1 hour x €15, and registration into pension, health and social insurance
systems takes 2 hours x €15. Risk analysis for the typical job occupied by a new employee is
already in place. Measurements were carried out earlier for the mandatory safety statement
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and risk analysis. The new employee’s data is entered in the in-house information system
that supports company operations and reporting to competent authorities; no change was
necessary.
The company does not agree that long-term costs of additional burdens or cumulative costs
are ‘negligible', particularly not in the unstable current economic conditions and with
frequent changes in law. They do think EU laws have improved standards and, to some
extent, consumer confidence. EU laws have also eased expansion of cross-border operations
through equalisation of standards between member States.
Conclusions
This case study shows how cumulative effects of employment legislation add costs for small
firms and can deter companies from providing employment (even when the company’s
expansion is limited by shortage of staff and potential workers might find such employment
highly desirable).
Case study 3.5.2: Protecting data – experience and costs for a small firm
Summary
Turnover: €1- 1.5 million
Headcount: 13
Event: implementation of data protection legislation
Cumulative cost: familiarisation (external consultants €5,000), adaptation (development of
the system €15,000, training €11,700, adapting premises €30,000) administration (annual
maintenance of €7,000 internal and €5,000 external)
The view of the business on the level of cumulative costs: costs were very high, but
customers appreciate the level of security.
Assessment as to the level of cumulative cost: while implementation of this specific piece of
legislation was costly, the overall cumulative cost would not be that high when compared to
sectors such as electrical equipment.
This company was established in the early 1990’s and has 13 full-time staff. Turnover is
between €1-1.5 million per annum. It develops security and cryptographic solutions in
communication and information systems. It also provides computer and computer-supported
training for different target groups (e.g. elementary schools, traffic safety lessons, etc.) based
on introduction of new technologies, didactic games and digital teaching tools. The company
is an Apple-Authorised Training Centre and developing a new EU-funded product.
The main legislation the company has an issue with is business-related legislation,
particularly protection of data. The company has incurred high costs related to adaptation of
premises and production processes, acquisition of certificates, and setting up data protection
systems for the company staff with very high standards. Maintenance of the system requires
internal examination and external inspections, which is costly and time consuming.
The company had to familiarise all its employees with security requirements related to
protection of data, and hired external consultants to compile information and train all of its
employees (€5,000). This included analysis of requirements, and development and provision
of initial information and a training course. The company also had to adapt its production
process (e.g. workflows, protection of data in work processes, transfer and migration of data,
documentation flows, etc.) to meet the high standards required for data protection. Along
with introducing security systems, all employees were involved in intensive training courses
provided by external experts aimed at mastering their roles and methods of work under new
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standards. Company premises were adapted to enable introduction of a data security system
that complies with strict standards for protection of data processes against possible misuse.
The company invested in adaptation of premises (introduction of the security system) at a
one-off cost of €30,000 while annual maintenance cost of the system amounts to €7,000.
External experts were hired to develop data protection methods and processes compliant
with applicable standards. The one-off fee amounted to approximately €15,000 and annual
inspection and maintenance of the system costs amount to €5,000. These fees include
external training costs. All employees attended an initial training course in order to master
the security system and protection of data during the work process, incurring a one-off staff
attendance and costs that amounted to €11,700.
After the data protection and security system were set up, the company carried out internal
inspections, and compiled and kept required records on an on-going basis. Two employees
are involved in these tasks, spending approximately 1/3 of their work time on those activities.
In addition, testing of compliance with security and data protection standards is carried out
in-company by the external experts who set up the system.
Conclusions
This case study illustrates the extent of costs that can accumulate if a company implements
data protection legislation thoroughly. However, in order to meet customer requirements,
the company has gone further than EU legislation requires for data protection, meaning the
EU legislative requirements are a ‘business as usual’ cost.
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Retail – Bakery Products

Key messages
Business perceptions of the level of cumulative costs
Business perceptions of levels of cumulative costs reflect the situation in their retail channels. Small
firms tend to see costs as low (except when new pieces of legislation come into force), while large
enterprises incur more cumulative costs.

The perception of the consultant
Bakery products are retailed through different channels and those involved in them are subject to
differing levels of cumulative costs. As in the case of bakeries, those participating in large regional,
national or international distribution channels are subject to higher cumulative cost levels. Craft
bakeries integrating forward in their own distribution channels (e.g. shops, coffee houses) are also
aware of high levels of cumulative costs.

The level of total cumulative costs
Overall, cumulative costs are low, especially when compared to sectors such as electrical equipment
and construction of buildings.

Proportions between the three categories: familiarisation, adaptation and administration
The proportions between the three categories vary depending on the distribution channels and the
events the company is going through. In general, once in a steady state, familiarisation and adaptation
costs are low and administration costs are relatively more important.

Main conclusions from the analysis of business events in the sector
Cumulative costs incurred vary widely in terms of specific events and retail distribution channels. A
craft baker starting a new retail outlet will incur high costs; a plant baker supplying an additional EU
market, or a modern retailer expanding to a new region, will incur few additional cumulative costs.

Main conclusions from the cross-country analysis
At a country level, the main determinant of cumulative cost levels will be the retail structure and how
products are sold. Where most bread is sold fresh through craft bakeries, cumulative costs will be low.

3.6.1

Introduction

The main products in the sector are bread (80%), viennoiserie (8%), patisserie (10%) and
savoury (2%). However, there are wide variations in market shares of these products
between Member States (e.g. 55% bread in Cyprus, 90% bread in Poland and Latvia).32
There are two main types of production in the sector: craft and industrial (plant) bakeries.
The former are generally micro and small businesses, and often family-owned. The latter are
medium-sized or large firms. The share of production accounted for by the two modes varies
between Member States from 5% artisanal in Estonia to 55% in Poland and 70% in Greece.
The retail of bakery products occurs in a highly competitive sector where the main
protagonists are craft bakers (with 25% of the market), the modern retailers (45%), bakery
chains (20%), and the catering market, which is responsible for 10% of sales.33 Businesses
compete based on price, quality, freshness and variety. The gap between large modern
retailers (with in-store bakeries) and craft bakers and bakery chains is narrowing. The large
modern retail segment is showing the most growth. Craft bakers may integrate forward
through retail (e.g. a coffee shop) in an attempt to capture more value.

32
33

All data from Gira (2013); The Gira European Bakery Panorama, Mini Market Report 2013, p.5.
Gira, op. cit, pp.5-7
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Table 3.6.1: Distribution of firms by number of employees G 47.1 Retail sale in non-specialised stores and G
47.2 Retail sale of food, beverages and tobacco in specialised stores
Member
State

Total
Number

Estonia

0 to 9
employed
Number

%

10 to 19
employed
Number

%

20 to 49
employed
Number

50 to 249
employed

%

Number

%

250 or more
employed
Number

%

1,108

986

89.0

48

4.3

33

3.0

24

2.2

17

1.5

75,614

59,640

78.9

8,169

10.8

5,301

7.0

2,116

2.8

388

0.5

6,484

5,231

80.7

834

12.9

419

6.5

n/a

n/a

n/a

n/a

Italy

161,331

156,664

97.1

3,234

2.0

1,433

0.9

n/a

n/a

n/a

n/a

Poland

113,165

109,026

96.3

1,840

1.6

1,441

1.3

750

0.7

108

0.1

Slovakia

28,371

27,659

97.5

485

1.7

182

0.6

45

0.2

n/a

n/a

Slovenia

1,647

1,527

92.7

59

3.6

30

1.8

21

1.3

10

0.6

150,178

147,198

98.0

1,839

1.2

838

0.6

200

0.1

103

0.1

11,482

10,036

87.4

734

6.4

470

4.1

215

1.9

27

0.2

549,380

517,967

94.3

17,242

3.1

10,147

1.8

3,371

0.6

653

0.1

Germany
Ireland

Spain
Sweden
Total

Source: Eurostat, Structural Business Statistics, 2012

3.6.2

Legislation and types of costs

3.6.2.1

Relevant legislation

The relevant legislation is set out in detail in Appendices C (p. 163) and E.6 (p.249).
The applicable legislation is largely the same as in the case of bakery production, where the
overall objective of the European Union's food safety policy is to protect consumer health
and interests while guaranteeing the smooth operation of the single market. Control
standards are established for food and food product hygiene, animal health and welfare,
plant health and preventing the risk of contamination from external substances. Rules on
appropriate labelling for foodstuffs, food products and handling them are laid out. This also
encompasses the “From the Farm to the Fork” approach to ensure a high level of safety for
foodstuffs and food products marketed within the EU at all stages of production and
distribution. The key legislation is:


General principles and requirements of Food Law as set out in Regulation 178/2002.



Food Labelling: Directive 2000/13/EC until December 2014, when Regulation 1169/2011
comes into operation. Nutrition and health claims: Regulation 1924/2006, Regulation
907/ 2013 (generic descriptors), and Regulation (EU) 1047/ 2012 (nutrition)



Nutrition labelling: the following are applicable – 90/496/EEC, 2003/120/EEC and
2008/100/EEC.



Food hygiene: Regulation (EC) 852/2004; Regulation (EC) 853/2004 (food of animal
origin), Regulation 854 (2004 (official controls an products of animal origin), and Directive
2004/41/EC (repealing other directives)



Product packaging: Regulation 1935/2004

The main regulatory provisions in this sector arise from food safety (hygiene) and
employment law (occupational safety, Working Time Directive, etc.). However, packaging
and recently labelling legislation are also pertinent, with a new Regulation (1169/2011) that
came into force in December 2014. In addition, general business and environmental law is
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also important. The retail aspect is covered by food safety legislation. The different options
available in retailing bakery products (mentioned above) have compliance requirements
common to all, but are different in some ways, as will be clear from what follows.
3.6.2.2

The nature of the implementation of legislation

Legislation specific to bakeries tends to be in the form of regulations but for purely retail
outlets, Directives are predominant. Those Directives deal mainly with matters such as
working hours and staff health and safety, though employees do need appropriate
certification to handle food. Equipment used in retailing (e.g. food chillers) has legislative
compliance requirements built into which raises costs. There is variation between countries
regarding implementation. In countries such as Spain, legal requirements, inspection and
enforcement are under the competence of the Autonomous Communities, which generates
some cumulative costs as implementations vary between regions.
3.6.2.3

Types of costs

The research found that the main regulatory costs relate to food safety law
(Regulation178/2002), the health and safety of employees and other general employment
legislation - see Appendix C (p.163) and E (p.249). Changes in labelling (Regulation 169/
2011) and impending changes regarding allergens also affect compliance costs. Using
categories of costs defined by the SCM (familiarisation, adaptation, and administrative costs),
the main regulatory actions and costs identified by the primary research are set out and
discussed below.
(a)

Familiarisation

The table below sets out the number times that specific familiarisation actions were
mentioned. The paragraphs that follow provide details on the costs and activities involved.
Table 3.6.2 Familiarisation actions
Retail (bakery products)
Number of
times
mentioned

Providing information or training for staff regarding legislation
Using external consultants to provide information, advice/ guidance
Employing staff responsible for familiarisation
Purchasing information
Total familiarisation
Source: Interview programme

%

24

50

9

19

8
7
48

17
15

Sending staff to training courses and providing information are the most frequently used
familiarisation tools. Training courses usually cost in the region of €400-800 per day, and may
involve travel, overnighting and subsistence expenditure, and lost staff time. However, in
terms of retailing bakery products, a great deal of familiarisation may not be required.
General sales certification for food products includes bakery products, so there is not always
a need for additional training if a retailer already selling other food products decides to start
selling bakery products. The use of external consultants might involve familiarisation with
the requirements of HACCP systems for staff (if not already in operation or if changed).
When staff is employed specifically for familiarisation, they usually do not spend 100% of
their time on it, but carry out other activities as well.

92

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments – Retail

3

Information purchased might be related to HACCP systems or publications that deal with
other legal requirements.
(b)

Adaptation

Adaptation actions undertaken and the frequency of their mention by respondents are listed
below:
Table 3.6.3 Adaptation actions
Retail (bakery products)
Number of times
mentioned
19
16
13
11
10
9
7
6
5

19
16
13
11
10
9
7
6
5

Changed recruitment or employment practices

2

2

Total adaptation
Source: Interview programme

98

Training staff in skills/ roles
Labelling or providing other information for consumers
(Re-)designing production processes to comply with the legislation
Working with suppliers
Adapting premises
Working with customers
(Re-)designing products to comply with the legislation
Providing after-sales support or services
Transportation of goods (raw materials inwards/ products outwards)

%

As mentioned above in section (a), training might not be a major cost if personnel are already
trained for handling food. Otherwise, costs are similar to familiarisation - €400-800 per day
plus travel, subsistence and lost time.
Labelling is usually something that must be done working with the supplier, but goods sold
under an own-label or brand other than that of the supplier could incur redesign costs and
costs related to showing ingredients. Recent legal changes regarding provision of information
to consumers have pushed labelling quite high up the list of retailers’ adaptation priorities.
Redesigning or designing production schemes to comply with legislation could be related to
environmental planning or HACCP, and might incur significant costs depending on whether
major overhaul of the whole production system is needed, or just a minor change and
associated writing up of the change. One firm reported the costs of redesigning and
implementing a HACCP system to be €30,000 (see case study 3.6.2 below).
Working with suppliers is not an activity for which costs are recorded separately but covers a
wide range of matters including, for example, discussing of labelling, packaging and delivery,
and may involve senior management time.
Adapting premises might be due to HACCP system installation, environmental or energyrelated requirements. Adaptation costs tend to be low for retailers who are already food
retailers, but if a shop is being set up from scratch, costs may be substantial (for example,
requiring specific materials for floors, wall and ceilings - see case study 3.6.2 below).
Working with customers and providing after-sales support is also not recorded under such a
heading in company accounts, but could involve a good deal of time to ensure there is no
negative feedback about products, staff or processes. Consumer law requires companies to
provide a certain level of response to specific claims.
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Designing or redesigning products to comply with legislation may be necessary if, for
example, after testing for labelling purposes, they contain ingredients not initially thought to
be present, or that are disallowed under food regulations.
Transportation of goods (raw materials inwards/ products outwards) becomes an issue if
large heavy goods vehicles are required to move produce, e.g. between countries. Trucks
must meet transport legislation requirements. These include driver training, recording hours
and distances with tachographs, rest breaks, and the internal temperature of transported
chilled product containers.
Recruitment or employment practices are not often affected.
Large modern retailers face different compliance costs compared to artisanal bakeries. For
example, if an artisanal bakery wants to retail, it must undertake staff training. Staff training
is a significant issue in the industry. It is not cheap and with the labour turnover rate, the
investment in staff is lost and adds to operating costs. If product ranges widen, it may be
necessary to buy equipment such as cooling cabinets. When businesses buy equipment, the
cost of compliance is included, as suppliers must provide compliant products.
(c) Administration
Administration actions that are undertaken and their frequency mentioned are set out in the
table below:
Table 3.6.4 Administration actions
Retail (bakery products)

Internal testing, inspection or monitoring
External testing or inspection
External reporting to authorities
Risk analysis
Compiling and storing information
(Internal market legislation for products only) Conformity
assessment, Declaration of Conformity and CE marking
Total administration

Number of times
mentioned
24
21
21
21
18

21
19
19
19
16

8

7

%

113

Internal testing and monitoring is often normal business practice, and not an additional
burden. This involves activities like monitoring oven and chilling cabinet temperatures.
External testing to ensure products are safe can be expensive as external laboratories might
be involved.
External reporting to authorities involves provision of information about product sources,
VAT and export sales.
Firms must carry out risk analyses. Costs can range from a hundred to thousands of euros.
Compiling and storing information can include certificates of completion in hygiene training
that must be available for inspection, as must written-up HACCP records. Legislation is not
always clear and differences of interpretation may exist in this respect in local enforcing
authorities. Inspections by authorities are usually unannounced and might take only an hour
in a small establishment. For medium-sized firms it can be several hours, depending on the
authority involved.
Conformity assessment is unusual in the context of retail of bakery products.
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For retailers that are also bakeries, the same types of administrative actions apply as those
mentioned for bakeries (in Section 3.2), except that there can be more inspections by
external bodies. Overall, administrative requirements for retailers are relatively light (keeping
certificates to prove training had taken place, recording temperatures in food chillers)
compared with other sectors in this study.
In the course of the interview programme respondents were asked what the effects of these
costs were on their businesses (see Chart 3.6.1). In summary:


A total of 45% thought long-term costs of adapting products, processes and
employment conditions are negligible as legislative requirements can be incorporated
into the design;



68% agreed that short term costs of adapting can be high;



49% thought administrative requirements can be easily incorporated into operations;



61% thought most testing, health and safety requirements, etc. would be undertaken
anyway without legislation.

Chart 3.6.1: How do you think the costs imposed by legislation affect your business?

Few costs familiarisation were identified but actual compliance costs depend on what route
to market is being pursued. A baker entering retail for the first time and setting up a new
retail outlet would face more cost than a modern retailer adding a new product to a line
already including food. Regarding adaptation, meeting requirements may incur costs but this
will also depend on the kind of retail channel used. If supplying a caterer, there are not likely
to be additional costs. If supplying a retailer, with all the required certification regarding food
handling in place already (e.g. a major national supermarket chain), additional costs are
unlikely, except possibly transport or additional packaging. If a supplier wishes to set up its
own retail operation from scratch, this will involve substantial compliance costs to meet
legislation requirements (e.g. HACCP, environmental, qualifications for staff). Adding a retail
operation or ‘coffee shop’ to a bakery (e.g. on a sidewalk) requires the local authority to
provide planning permission or a new licence.
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Assessment of cumulative costs

To gain insight into how cumulative costs emerge and what their effects are, they are looked
at from the following points of view: compliance costs related to specific business decisions
(“events”); the role of industry structure; the enforcement regime; and from the point of
view of cross-country comparisons. Long-term effects of compliance are then considered.
3.6.3.1

Business events

Appendix E provides a summary of the legal requirements associated with specific business
events. The case studies provided in the next sub-section provide illustrations from the
experiences of firms.
When these retailers want to expand an operation, options arise. It could mean converting
space at the front of a bakery into a coffee shop, or adding tables on a sidewalk. In this
instance, a risk assessment must be carried out, and a HACCP system update might be
needed. However, according to companies we interviewed, the EU legal framework is
minimal or non-existent. The main action involves applying to the local council for
permission.
If new retail space is required, costs arise in meeting higher compliance standards for
buildings than would otherwise be the case. These could involve environmental standards
and HACCP. For retailers, the equipment used has a far more limited effect than that used by
bakers (the product manufacturers) such as ovens, and is largely limited to chilled or heated
food display/presentation cabinets. Health and safety regulations come into play regarding
serving arrangements.
Costs of new product development are those undertaken specifically for that purpose and
would mainly be incurred by producers rather than retailers, so they are considered in the
bakeries sector assessment (Section 3.2). For the purely retail sector, product developmentcosts would probably be more to do with adding additional equipment. Examples include
chilled food cabinet, a machine to toast sandwiches or one to supply different types of bread
and sandwiches. They would not incur additional costs of compliance because food hygiene
certificates would already cover those foods and in-house consumption possibilities. In these
instances, additional costs are built into equipment purchases.
When employing new staff, a wide range of costs is involved, but many of these are
insubstantial and common to all employees. Sector-specific costs are largely related to health
and safety and (food handling) hygiene. However, these are specific to any food-handling
business, as is data capture to ensure ingredient traceability and recipe content. There are
costs related to recording items such as working hours, sickness and remuneration, as well as
business legislation (personal data protection and financial reporting related to
employment). But again, these are common to all employers.
Few respondents were in a position to provide feedback about whether legislation had
increased or decreased over time.
3.6.3.2

The structure of the industry

Industry structures play a key role in influencing compliance costs. In this sector, 94.3% of
enterprises are micro enterprises. Of these, many are family businesses that rely on family
relationships to run the business, not a thorough application of the law. In countries like Italy
(97.1% micro-enterprises) and Spain (98% micro enterprises) the notion of inspecting and
enforcing regulations applying to all micro enterprises does not seem realistic. One Italian
firm said, “Compliance is keeping the floor clean - that is common sense – you do not need a
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law and an inspector for that!” In Germany, some 78.9% of enterprises are micro-enterprises.
The other firm size categories do not account for particularly large shares in terms of firm
numbers or employment. Large firms (250+ employees) account for the bulk of employment
(and thus many of the compliance costs).
In addition, sector structure, in terms of distribution channels, is a key driver of cumulative
compliance costs. Whether a firm is a craft bakery, a modern retailer, a bakery chain or a
caterer taking the product affects costs. The larger the firm and more complex the bakery
products and distribution network, the higher the compliance costs. A retailer buying product
that is part of a large, national (or pan-EU) branded chain, compliance and associated
cumulative costs will be high (though new EU market entry costs are minimal).
The interrelationship between sector structure and compliance is illustrated by the examples
below:


According to one estimate, only 10% of bread sold in Estonia is sold fresh, whereas in
Portugal some 90% is sold fresh.34 This has implications in terms of cost of compliance
because labelling requirements for packaged as opposed to fresh bread are different,
with varying cost implications. For example, packaged bread is likely transported over
long distances, leading to additional transport-related compliance costs. In Estonia,
where the largest part of supply is packaged bread from industrial bakeries, the view is
that compliance costs are a marginal issue. A similar situation exists in Sweden.



By contrast, in Spain, with thousands of small and micro firms providing predominantly
fresh products in different regions, often with different compliance and inspection
regimes implemented by Autonomous Communities and local authorities, compliance
costs and their effects are a major issue for the industry.

3.6.3.3

The enforcement regime

There is variation among countries regarding enforcement by public bodies. However, as in
other sectors, firms integrated into the supply chains of larger firms helps ensure that
compliance levels, and thus costs, are high, since large retailers cannot afford customer
scares about products that might not comply with the highest standards.
The British Retail Consortium standard (BRC) is applied to suppliers in Sweden, Estonia,
Ireland and Slovakia by their large customers. Interviewees advised that in Slovakia there is a
great deal of pressure to attain higher compliance levels on micro and small firms to meet
requirements of large foreign retailers moving into the country. Enforcement in Slovenia is
very strict. In Spain, where enforcement has been implemented by regional authorities, this
has led to cumulative effects since the same laws are implemented and enforced differently.
3.6.3.4

Cross-country comparisons

The main drivers of costs in individual countries are:


Cost levels in the country concerned (comparative salary, wage levels of employees,
consultants and trainers);



Distribution of firm sizes - the more large firms, the higher the costs;



Robustness of inspection regimes (compliance levels);

34

Gira (2013): The Gira European Bakery Panorama, Mini Market Report, p.6.
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The manner of implementation of EU law (e.g. the role of sub-national organisations,
maximum or minimum harmonisation).

Cost levels in the countries concerned are determined by local conditions, and reflected in
local and national price levels. We have found no evidence among interviewees that different
cost levels within countries affect enterprises.
The presence of the above-mentioned considerations (cost drivers) in the sector means there
is variation across Member States covered by the research. Costs generated by compliance
with EU legislation and its national implementation vary because there are different
combinations of factors present in the Member States’ retail bakery sectors.
The situation in the retail of bakery products sectors of the nine Member States included in
this study regarding the emergence and levels of cumulative costs is driven also by the nature
of the products. Factors include whether they are fresh or packaged, and whether there is
animal or vegetable matter.
A large share (90%) of bread sold in Estonia is sold in pre-packaged form and a similar
percentage is produced by plant bakeries. This leads to relatively high costs and cumulative
costs of compliance. Most of this product is sold through modern retailers who themselves
do not incur high additional retailing costs because they tend to be already compliant
regarding food retail. However, as larger enterprises, they do incur more costs than smaller
or micro-firms.
In Germany 70% of bread is sold fresh but about 30% is produced by craft bakeries. Retail
units in Germany are usually quite large. Some 3.3% of enterprises employ 50 people or
more. So, based on the premise that larger enterprises incur higher compliance costs due to
their higher visibility with regard to enforcement and linkage to longer supply chains, costs of
compliance tend to be higher in Germany. However, this is offset by a high share of bread
sold fresh.
Retail in Ireland is characterised by a low share of micro-firms and a high share of firms in the
10-19 employee range. Ireland has the lowest share of craft bakery production in the EU27
after Estonia, and the second-lowest level of fresh bread sales after Estonia. There is no
evidence of gold plating in Ireland, but this industry structure implies high cumulative costs.
Of the 161,000 enterprises in the sector in Italy, 97.1% are micro firms. None employ more
than 50 people. Bread is consumed fresh 90% of the time, and craft bakeries produce
approximately 60% of it. Overall, since micro-firms are less compliant than larger firms, and a
large proportion are family businesses, this suggests that compliance costs in Italy will be
disproportionately low compared with the share of firms Italy has in this sector overall.
Poland has some 113,165 enterprises in this sector, of which 96.3% are micro-enterprises.
Only 0.8% employ more than 50 people. Some 80% of bread is sold fresh and 50% is
manufactured in plant (industrial) bakeries. Overall, there should be a relatively low level of
cumulative costs.
Only 0.2% of Slovak enterprises (some 45) in the sector employ 50 people or more. This
suggests, in terms of enforcement, that there might be problems. Small firms generally do
not have compliance specialists. The high level of fresh bread sales (about 80%) reduces
compliance requirements. Nevertheless, since 30% of production is by craft bakeries, there
may be more compliance costs arising for firms with more employees.
Slovenia, with 1.3% of enterprises in the 50-249 employee category, has larger enterprises in
this sector than Slovakia, Poland, Italy, Ireland and Spain. About 80% of bread is sold fresh,
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and 30% is supplied by craft bakeries, suggesting a relatively high compliance and related
cost level.
Spain has the second highest number of enterprises in this sector (150,178) after Italy,
among countries in this study. Of these, 98% are micro firms and many family firms. About
70% of bread is sold fresh and 30% produced by craft bakeries. Compliance is an important
issue as SMEs struggle to deal with legislation (e.g. written down HACCP systems). In
addition, as mentioned above, health and safety is a regional responsibility and implemented
differently in different Autonomous Communities. This can cause confusion for enterprises.
The businesses we interviewed also suggest interpretation of legislation is not always clear.
Sweden has a low level of craft bakery production (about 10%), a low level of fresh bread
sales, and at 87.4% micro firms, a relatively low percentage compared to the other countries.
This suggests relatively high levels of costs of compliance and cumulative costs. Interviewees
stressed differences in interpretation of legislation between companies and even inspectors.
3.6.3.5

Cumulative effects

Feedback regarding the overall effects of legislation (see sector report in Appendix E.6 for
more detail) was gathered. There were ten questions grouped into three categories: staff,
standards and consumers; markets; and, operations.




Regarding the first category (staff, standards and consumer confidence), results differed
somewhat from other sectors. Results were positive regarding working conditions and
negative for staff morale. But feedback on consumer confidence and strength of brand
was largely neutral, as opposed to positive in other sectors.
Concerning markets, feedback was negative, as it was for effects related to operations.

The cumulative effects of compliance with regulatory requirements varied across industry
and market structures. This means that there are many differences both within and between
Member States on how firms respond to regulatory requirements, and what the costs of the
cumulative effects of compliance are.
3.6.4

Case studies

Case studies involving the retail of bakery products are set out in the examples below to
illustrate how cumulative effects and their consequences emerge.
3.6.1

Introducing a new product into the retail network

Summary
Turnover: €2 million
Headcount: 45
Event: new product development
Cumulative cost: food health legislation costs (HACCP), general business legislation, testing
and analysis of samples.
The view of the business on the level of cumulative costs: high - 3% on the price of the
product for labelling alone, plus general business legislation is becoming more burdensome.
Assessment as to the level of cumulative cost: for products produced in low volumes where a
rapid time-to-market is critical, testing and related costs can be a disincentive to new product
development and sales.
This company was established two decades ago and currently has 45 employees and an
annual turnover of about €2 million. It produces and sells its products under a separate brand
name in 15 of its own retail shops in the regional capital and surrounding towns. Over 85% of
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production is sold this way and the remainder is sold to schools, kindergartens and other
retail shops. The company continuously introduces new bakery products. The legislation
and costs involved are discussed below.
The main applicable legislation relates to product legislation (packaging and labelling for
ingredients and related costs due to the frequency of changes) and business-related
legislation that adds statistical monthly reporting for accounting purposes.
When introducing new products, the company must comply with requirements for food
products. A high burden is imposed by changing requirements for product labelling, which
leads to on-going costs in the company. The company estimates 3% of the product price is
accounted for by labelling (on an annual basis). Other legislation that must be complied with
is risk analysis, carried out under the rules on product safety (HACCP) and under the
regulations on safety and health at work for each typical job in the company. A Declaration
on Safety at Work is then prepared and updated according to law. Maintaining the HACCP
system requires significant amounts of staff time, as does monitoring product safety, incompany monitoring of food samples, and preparation of samples for external analyses and
testing (three persons x 20 hours x €10, or €600 yearly).
The company monitors its raw materials and products on a weekly basis. External testing is
carried out by authorised national laboratories (for health and food). External inspections are
carried out by national authorities (health inspectorate, market inspectorate) without prior
notice. External reporting is required for several authorities, including the inspection services
(e.g. sanitary inspection) and tax office (financial reports, salaries and social contributions).
Company management collects and records the information as prescribed by law. Inspections
occur frequently and enforcement of food-related legislation is stringent.
The company is of the view that business-related legislation (national requirements), as
opposed to EU legislation, is becoming increasingly stringent (e.g. VAT, reporting
requirements and protection of personal data).
Conclusions
This case study demonstrates that retail might involve less cumulative legislative complexity
than production, but cumulative costs remain an issue for producers when they introduce
new products in a retailing network. It is useful to contrast this company’s experience with
that of the bakery in case study 3.3 (with six full-time and two part-time employees)
regarding implementing new labelling requirements. Bakeries continually innovating and
introducing new products face on-going costs (e.g. testing) that those producing an
established product line do not incur.
3.6.2 Investing in a new retail shop: adaptation of premises, purchase of equipment,
employment
Summary
Turnover: €0.5 – 1.0 million
Headcount: 15
Event: investment in a new retail outlet
Cumulative cost: familiarisation (external consultants), adaptation costs (staff recruitment,
training – one off and on-going, HACCP system development, labelling, testing) and
administrative (technical documentation, testing records, monthly reporting)
The view of the business on the level of cumulative costs: for small, innovative companies
these high costs can be onerous.

100

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Sector Assessments – Retail

3

Assessment as to the level of cumulative cost: these costs are relatively high compared to
those incurred by others in bakery products retail distribution, which puts such small firms at
a competitive disadvantage.
This company, with an annual turnover of between €0.5 and €1 million and 15 employees,
was established in 1998. It produces biscuits and confectionery products and has several of
its own or leased retail shops. In 2012, the company invested in a new shop that required
adaptation of the premises and new equipment purchases.
The company identified that the main legislative requirements related to product
legislation (e.g. related to safety, hygiene, the HACCP system and monitoring) and labelling.
In addition, employment legislation has a bearing on the firm (a sales person is a regulated
profession at the national level). Business-related legislation is involved, including
burdensome monthly reporting to the statistical office, frequent changes in tax legislation
and increased VAT.
A major adaptation cost is that the premises had to comply with laws related to the safety
and the traceability of raw materials and products under the HACCP system (EU legislation)
and minimum requirements set by national legislation for retail shops selling food products.
The company also observed that new rules on labelling cause significant problems.
The company management regularly reviews legislation (familiarisation) concerning safety
of products, safety and health at work and environmental legislation to keep up to date.
Regarding the investment in a new shop, the company carried out in-company training and
distribution of information to its employees. External consultants were hired to familiarise
the management and staff with necessary updating of the HACCP system as related to the
new premises and equipment. They provided ‘initial information’ for staff about
requirements related to HACCP and new requirements related to labelling (changed
requirements/standards) and product safety. There were two in-company seminars
organised to introduce HACCP requirements and safety at work information for the new
premises and equipment. These sessions are carried out at least annually.
The company also prepared new internal rules and documentation concerning legislation
requirements related to health and safety at work (e.g. promotion of health in the work
place) that included the new premises and activities. In order to inform the staff properly
about this, the company hired an external expert. The company carried out internal
monitoring of new equipment and new premises in order to ensure compliance with HACCP
and its own internal rules. The company had to update its HACCP system and prepare
additional tables to monitor the use of equipment and keep records. Staff had to be retrained
to use the new equipment and must be re-examined every two years
An external inspection was carried out after the premises were adapted and before the new
shop was opened. Technical documentation related to adaptation of premises and the new
equipment must be kept in the company permanently, or until the equipment is disposed of.
The company has to report to competent authorities on the safety of food, to the national
statistical office (monthly) and to the national tax office (financial issues, salaries, and travel
cost). Monthly reporting to the statistical office is quite burdensome, particularly in terms of
staff time. Constant changes in the field of tax legislation (provision of data to the tax office,
increased VAT requirements, updating of accounting law) increase burdens for SMEs at a
time when the market is shrinking.
The company is of the view that legislation related to food production or selling and product
safety imposes high costs on small innovative enterprises that produce and sell small
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volumes of their own products, due to the need to do new analyses for new declarations
and labelling. Analyses in authorised laboratories are costly, and frequent changes require
new packaging and labels (design, printing).
The company believes that EU legislation related to product/food safety is too strict for small
producers/retail shops. When the market is shrinking, producers and distributors introduce
new products in order to attract consumers, and such products are manufactured and sold in
limited runs. EU requirements impose disproportionate costs related to labelling (frequent
external analyses and testing in authorised laboratories).
Conclusions
This case study highlights the amount of legislation that accumulates around the activities
of a small, innovative firm that is attempting to expand its activities, innovate and grow in
a difficult market environment (it does not deal with the additional set of legislation involved
when dealing with local government regarding planning requirements). The case study also
provides details about what is involved: HACCP compliance, staff training and recruitment,
testing, labelling, and reporting, even for a small firm.
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CONCLUSIONS & RECOMMENDATIONS

This section presents the research’s overall conclusions. The first sub-section indicates how
the costs of cumulative effects arise. It is followed by key findings regarding different types
of cumulative costs and a comparison of costs for different sectors and countries.
The second sub-section presents findings on factors that influence the costs of cumulative
effects. The third sets out conclusions with regard to the proposed methodology for future
research projects.

4.1
4.1.1

Conclusions – Costs of cumulative effects arising from EU laws
Sources of cumulative costs

The research indicates that the costs of cumulative effects associated with EU legislation
arise in several different ways. Firstly, cumulative effects can arise from the need to comply
with different pieces or types of legislation. This includes sector-specific legislation, product
safety legislation, employment, health and safety, environmental, and business-related
legislation. Here, cumulative effects arise from the fact that an individual SME has to comply
with many separate pieces of legislation. Additionally, there is a need to comply with changes
in legislation and in harmonised technical standards that, although voluntary, are commonly
used as means of achieving compliance with ‘essential requirements’ set out in EU legislation.
Secondly, cumulative effects also occur due to differing practices with regard to regulatory
implementation, monitoring and enforcement. Although there were only a few examples of
gold plating35 identified by the research, other types of compliance costs arise. For instance,
because Member States introduce either additional or divergent requirements in public
procurement procedures (such as those affecting the ICT and construction sectors). Or,
because there are divergences between countries due to varying interpretations of EU legal
requirements during transposition of European Directives into national legislation (e.g.
maximum or minimum harmonisation). Burdens can arise due to the way implementation of
EU regulations is monitored and enforced nationally. SME and industry associations
acknowledge progress has been made towards a fully harmonised legislative environment in
the Single Market, through initiatives such as the adoption of a common EU framework to
strengthen market surveillance in 200836 and 201337. Nevertheless, there remains a problem
that SMEs in some countries are more likely to be subject to additional checks than in others,
which undermines to some extent the notion of a level playing field.
Thirdly, legislation accumulates over time, and the way legislation impacts enterprises can
change over time. Not only can additional regulatory requirements be introduced over time,
but also as an enterprise adjusts to new circumstances, additional aspects of legislation may
become applicable, causing new burdens. Conversely, routines are adapted and compliance
becomes built into everyday procedures, reducing perceived impact.

35

In this study the term “gold-plating” is used to capture situations where the national requirements
differ from the requirements of the EC directives, and in particular refers to “cost-adding” gold-plating,
as opposed to neutral or cost-reducing gold-plating (Bertelsmann Stiftung, 2006, International
benchmark of administrative burdens related to selected EC Directives in the Netherlands, Germany
and Denmark, p.10).
36
Regulation (EC) No 765/2008 of the European Parliament and of the Council of 9 July 2008 setting
out the requirements for accreditation and market surveillance relating to the marketing of products.
37
Proposal for a Regulation on market surveillance of products (COM(2013)75
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Quantifying the cost of the cumulative effects of EU legislation is difficult because
legislation arises at the EU level but legislation is implemented nationally at different levels
of governance. Some Member States and certain sectors see this in a positive light, despite
some cumulative effects leading to increased compliance costs. This is the case in Germany’s
use of more demanding construction industry standards than the minimum required under
EU law. In other Member States, similar cumulative effects are seen in a negative light (e.g. in
the Spanish construction industry, the same EU standards are viewed negatively).
4.1.2

Types of cumulative costs

In the following paragraphs, study findings in relation to different types or dimensions of the
costs of cumulative effects (encompassed in the definition in Section 1.2) are examined in
detail.
4.1.2.1

First dimension - cumulative effects and cumulative costs of compliance in
enterprises

There are significant differences between the levels of costs different SMEs must incur to
comply with legislation, and the ways in which they respond to such legislation. These costs
depend on the legislation in the sector, the sector’s structure, the enterprise’s size and
predisposition regarding compliance, and the prevailing national enforcement regime. These
factors are interrelated and generate a wide range of behavioural outcomes, from very strict
compliance to very lax compliance. In the report, the factors that influence the extent of
cumulative costs for enterprises are discussed in more detail.
From a sector perspective, there is little awareness of or preoccupation with cumulative
costs in the bakery sector (except in Spain, where concerns are related to enforcement),
retail of bakery products and ICT Services, some awareness in electrical equipment and
more awareness in construction. Enterprises and industry associations tend to identify other
factors, such as the supply of appropriate staff, availability of finance and tax levels, as being
of much greater relevance for business operations than the cumulative costs of legislation.
A wide range of SMEs experiences positive effects of EU legislation. This applies across a
broad swathe of SMEs, from building companies in Slovakia to bakers in Ireland, where EU
legislation is considered to have raised standards in industries. It is clear that in some parts of
all the sectors in this study (with the electrical equipment, construction, ICT services and the
bakery sectors as prime examples), market behaviour imposes higher and costlier compliance
requirements than those arising from EU legislation. In those instances, companies wishing to
access a market in another Member State must comply with industry standards over and
above those specified by EU legislation.
A further important factor is that many of the costs arising from EU laws would have been
incurred by SMEs anyway. In the survey, respondents were asked, “How do you think the
costs imposed by the legislation affect your business?” Most SMEs responding to the survey
said various requirements arising from EU laws would have been undertaken anyway (33%
agreed ‘very strongly’, 28% ‘strongly’). While there are differences between sectors in this
respect, these survey findings suggest a substantial proportion of the costs, including those
related to cumulative effects, would be incurred anyway as normal business expenditures.
Compliance with EU laws is viewed by many SMEs as simply good business practice. For
example, in bakeries, ‘wearing a hair-net and gloves and keeping everything clean and
hygienic,’ as one respondent put it, is required by law, but is also sensible business practice.
Many small businesses tend not to document all the steps taken to comply with EU laws
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unless they are inspected and required to do so, because these practices are integrated with
their everyday business processes. The same is true in the electrical equipment sector, where
many elements of product safety testing are considered ‘business as usual’ costs and an
integral part of quality assurance and testing. They would be undertaken by many enterprises
anyway to manage reputational whether EU legislation was in place or not.
4.1.2.2

Second dimension - EU/Member States

Cumulative costs can arise from differences in the EU legislation implementation approach
national authorities adopt during national transposition processes. There are variations in
cost due to minimum and maximum harmonisation approaches that may undermine the
level playing field in the EU’s Internal Market. For instance, in the ICT sector there are
differences in national interpretations of data protection legislation, which has implications
for ICT firms in most of the countries covered by the study. Different levels of government
may also have varying competencies for specific aspects of legislation in different Member
States. This means costs of compliance differ. In addition, legislation may be enforced by
national enforcement authorities in a variety of ways, with variations in the frequency of
testing and inspections among Member States.
Member States, rather than the EU, are often a source of further regulatory burdens arising
for SMEs from EU legislation. This can occur through ‘gold-plating’ during national
transposition processes (e.g. interpretation of legislation in an inflexible or unintended way,
and variations in standards, as in the case of construction products). Additional
requirements are written into national legislation in public procurement. During individual
procurement procedures, further variation in requirements and specifications can often be
introduced. Based on the research, this appears to be particularly the case in the
construction sector, although it also occurs with electrical equipment and ICT services. There
are other drivers generating costs from the cumulative effects of legislation over and above
the potential for ‘gold-plating’ during transposition processes. This includes the possibility of
further requirements being introduced in Member States where legislation passes through
multiple governance levels, for example due to a federalised/regionalised national regulatory
implementation structure.
Different legislative instruments also influence the extent of cumulative effects and costs.
From the EU perspective, there could be advantages in more legislation being implemented
through Regulations rather than Directives. This would reduce scope for divergence in
implementation between different countries and even within countries. However, a change
of this sort would not fully eliminate differences in national implementation, as even with
Regulations there can be differences in interpretation to be resolved by the European Court
of Justice (e.g. in the case of the REACH Regulation and the definition of ‘articles’). Regulatory
divergence not only relates to ‘gold-plating,’ but can also stem from different interpretations
of the legislation. However, Regulations help to reduce administrative burdens on SMEs since
they avoid what might become unnecessary complications if different interpretations arise
between Member States of what is intended versus what is implemented.
The cumulative effects and costs of EU legislation are sometimes exacerbated by the
imposition of onerous or overly frequent national testing and inspection regimes to
monitor compliance. In our research, this problem was found to be more burdensome than
the ‘gold-plating’ of EU legislation during national transposition processes. A challenge for EU
policymakers is that although the legislation may be of EU origin, Member States are
responsible for managing national in-service and inspection regimes (e.g. relating to
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monitoring the implementation and enforcement of employment, health and safety and
product safety law).
4.1.2.3

Third dimension - Cumulative costs of EU legislation over time

The costs of the cumulative effects of EU legislation can also accumulate over time.
However, evidence is mixed from our research as to whether compliance costs of EU
legislation are incremental due to the gradual accretion of legislation. The key findings from
our research are summarised in the chart below:
Chart 4.1 Over time, to what extent, if at all, have the (EU) requirements you must comply
with become more/ less burdensome/ costly?
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Three important points emerge from this aspect of the research:
Firstly, a large percentage of SME respondents indicated that they did not know if the
requirements they must comply with have become more or less burdensome or costly over
time. This is either because they do not know the legislation sufficiently well to comment, or
they have not been in the business long enough to observe developments over time.
Secondly, a relatively small proportion of SMEs consider EU legislation to have become less
burdensome and costly. In the bakery sector for example, mention was made of Hazard
Analysis and Critical Control Point (HACCP) systems that made compliance easier, thereby
reducing costs. Except in the case of employment, there is a balance between SMEs that
consider EU legislation to have become more burdensome and costly, and those who argue it
has stayed the same. In the case of employment law, the view is that it has become less
burdensome and costly.
Thirdly, costs of compliance with individual pieces of legislation tend to diminish as SMEs
become familiar with requirements. In other words, compliance costs tend to peak within
the first five years or so of EU legislation coming into effect. As more legislation becomes
applicable, cumulative effects are mitigated by the fact that well-established legislation is
generally easier and less burdensome to comply with as SMEs have gained familiarity with
earlier pieces of legislation.38

38

By way of example, monitoring working hours for the Working Time Directive was perceived as
highly burdensome when it was introduced, but many SMEs are familiar with the legislation and have
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Cumulative effects – positive and negative impacts

There are positive and negative consequences relating to the existence of cumulative costs.
In addition to actual costs, their effect on cost levels in the sector, and potentially,
competitiveness, the research found there are many instances where management time is
taken up. Activities such as familiarisation (information searches), adaptation (training) and
administration (burden actions such as record keeping and reporting to public authorities)
reduce the amount of ‘productive’ time available to a business.
Cumulative costs can constrain SMEs from extending their markets, growing and
developing. Several examples were identified in the sector studies. They included micro
bakeries in Ireland wanting to grow; ICT services firms wanting to extend their employment
to part-time, home-based work; companies wanting to set up their own retail outlets;
electrical equipment manufacturers wanting to move into other EU markets; ICT services
companies bidding for public sector contracts in other EU countries; and engineering
companies wanting move into residential construction.
Cumulative costs can also add to new product development costs in SMEs that want to
respond to short-term market trends but must carry out time-consuming and costly tests.
Local decisions regarding implementation of enforcement can lead to higher compliance
costs in some Member States (or even within Member States) than others. Overall, these
costs constrain the flexibility of SMEs and restrict their ability to expand. Medium and longterm consequences of such constraints can impact development of the industries negatively.
The research also points to positive cumulative effects of compliance with EU laws. The
most pervasive positive effects on SMEs of complying with regulatory requirements are
improvement of working conditions, hygiene and standards, and consumer confidence in
products and services. This comes at a varying cost between the sectors (especially in terms
of short-term adjustments). However, 45% of enterprises across all sectors indicated that
long-term costs are negligible and can be incorporated into their product design. Other
positive effects arise from, for example, ready access to EU export markets for compliant
firms, and a clearer regulatory environment.
4.1.4

Sector comparison

The following table provides a summary of the ranking of sectors included in this study in
terms of cost levels of cumulative effects of compliance with EU law (a score of 5 is highest
and 1 is the lowest level):
Table 4.1. Sector ranking
with EU law
Sector
Rank
Electrical
5
equipment
High

in terms of the costs of the cumulative effects of compliance
Rationale
Compliance costs can be high but are often one-off and stem
from EU harmonisation legislation specific to electrical
equipment (‘vertical‘), such as conformity assessment
procedures to comply with essential requirements undertaken
as part of product safety testing, Ecodesign requirements, etc.
There is not a great deal of scope for non-compliance, given the
integrated nature of the industry and the hazardous inputs
involved (electricity). Enterprises in this sector tend to be
relatively large and attract more compliance and legislation, this

electronic time-keeping systems for internal management purposes, therefore over time, the
legislation has arguably become less burdensome.
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sector tends to have the highest costs of cumulative effects of
compliance.
Construction

Compliance costs tend to stem from legislation of a ’horizontal
nature’ such as health and safety, waste disposal legislation and
transport, but also from ’vertical‘ legislation such as that related
to construction products and building design (e.g. energy
efficiency). These combine to result in a wide-ranging mix of
compliance costs that readily accumulate. There are differences
between Member States in implementation and enforcement,
which add cumulative effects. Public procurement rules and
other business legislation related to payment terms also add to
the cumulative costs.
Bakeries
3
Overall, compliance costs are moderate to low. There is not a
Moderate great deal of onerous sector-specific legislation (hygiene,
labelling) and costs mainly arise from meeting the requirements
of EU health and safety and employment legislation. HACCP, if
documented and fully implemented, can impose significant
costs, but it appears that there is scope for less than full
compliance in the large number of micro firms in the sector.
Retail
of
2
The costs generated by compliance in this sector are low. As
bakery
Low
with bakeries, the main types of applicable legislation apply to
products
firms in all sectors. There is little sector-specific legislation.
Where there is sector-specific legislation, it is not particularly
onerous, other than (possibly) fully documented HACCP
systems.
ICT services
1
Compliance costs are low since there is no sector-specific
Low
legislation. The main costs arise from EU health and safety and
employment legislation, most of which is applicable to firms in
all sectors. However, the Data Protection Directive (including
safe storage of data and secure transmission) does impose
some costs that could incur wider-ranging adaptation costs.
Micro and small firms may not always be fully compliant.
4.1.5

4
High

Country comparisons

The study identified four factors that determine, from the point of view of making
comparisons between Member States, the level of the costs of the cumulative effects of
compliance in different countries.
The first factor is cost levels within the Member States themselves, as reflected in price
levels in their respective product, service and factor markets. For example, there are
differences in the price of hotel accommodation for employees undergoing training in food
hygiene as part of a four-day off-site workshop, and in the cost of an ICT services consultant
in Estonia, compared to Sweden or Slovenia.
The second factor relates, at a country level, in the extent to which national and subnational bodies are involved in the modification of legislation originating from the EU.
It is possible to argue that countries with multiple levels of administration (such as Spain)
generate higher cumulative costs. Nevertheless, the research found that even in more
centrally governed countries, such as Ireland or Slovakia, in some areas (e.g. public
procurement), there is as much evidence of cumulative costs as in less-centralised countries.
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In the third place, Member States have different approaches to enforcement, again
potentially an additional source of cumulative costs. Evidence from the research reinforces
the conclusion that the more levels of government involved in implementation and
enforcement (e.g. in Spain), the higher the cumulative costs.
A further factor that influences levels of cumulative costs is industry structure in terms of
the breakdown of firms by size categories and the extent of integration in industry supply
chains. Compliance levels vary by firm size and sector, so integrated sectors with larger
average firm sizes (in terms of employment) have higher levels of compliance (for example,
electrical equipment). Higher compliance levels mean higher costs and cumulative costs.
Based on the above considerations, it is impossible to make a generalisation regarding
levels of cumulative compliance costs between Member States other than to say that those
with larger firms and more levels of government will tend to have higher costs of
compliance. More useful inter-country comparisons were made in the report at the sector
level. It can be said, for example, that the German electrical equipment and construction
sectors incur the highest levels of cumulative costs.

4.2

Factors Influencing Cumulative Costs

Sector analyses show there are various factors that underlie the emergence, extent and
effects of cumulative costs. These are:
Firstly, the structure and nature of the industry including the degree of integration –
vertical and horizontal – is an important factor influencing the extent of cumulative costs.
In industries with many micro-enterprises, levels of inspection and compliance tend to be
lower (e.g. bakeries or retail of bakery products). However, in the electrical equipment
sector, firms tend to be larger and there is greater visibility and likelihood of inspection.
Secondly, a further factor influencing the extent and effects of cumulative costs is the
nature of the industry’s supply chains and the extent of their integration. In the electrical
equipment sector, supply chains are relatively long and monitored by the integrator, who has
the responsibility of ensuring a fully compliant product. Similar forces are at work in some
aspects of retail and construction as well. Market forces are strong drivers of compliance,
independent of public sector interventions. By contrast, in the case of a small local bakery in
a country with many such bakeries, it may be possible to maintain a low profile regarding
inspections and enforcement. If the firm were part of a highly integrated supply chain, this
could not happen.
Thirdly, the costs of compliance with EU laws are influenced by firm size. Medium-sized
enterprises have higher visibility in the market and therefore tend to be inspected more
regularly than microenterprises or small enterprises. Larger SMEs are generally more
concerned with regulatory compliance from a risk management and reputation management
perspective. Non-compliance can lead to substantial losses if, for example, they must stop
production or if their reputation is affected by negative inspection or testing results. These
situations could have knock-on effects regarding future customers and sales. Businesses
develop and implement systems to ensure compliance with EU legislation, e.g. by preparing
guidelines and risk management tools, developing monitoring processes, ensuring
compliance with the Working Time Directive (WTD), hygiene and health and safety training,
and record-keeping. Larger firms tend to have more developed internal systems with
business being conducted on a more impersonal and market basis than is the case in micro or
small firms (often family businesses), where personal relationships developed over long
periods of time are often more important.
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Micro and small firms generally have a less formalised predisposition to regulatory
compliance than their medium-sized or large counterparts. Given the complexity of
familiarisation tasks and the need to maintain detailed records, complying with EU legislation
‘to the letter’ is not seen as a realistic option by many micro or small firms. Instead, they
either try to do what is considered reasonable to achieve a minimum level of compliance, or
do not make any effort to comply at all. However, this is harder to do in some sectors than
others. SMEs commented that when they comply, their compliance costs are comparatively
high because unlike large firms they cannot spread specific compliance costs (e.g. product
testing and conformity assessment) across large volumes of units. Compliance cost per unit is
therefore a consideration that should be given greater attention in future cumulative costs
studies.
In addition, specific-country contexts also have a bearing on the extent of the cumulative
costs incurred by SMEs. Pertinent factors include country size (affecting factors like industry
size and structure, labour supply, and the local and regional market), how legislation is
implemented (levels of government), and enforcement (business culture, risk assessments).
However, in other countries and sectors, different drivers may be more important in
determining cumulative costs. For example, in the steel and aluminium sectors, the role
played by the energy trading system and electricity contracts is critical. There are significant
differences regarding the costs of the cumulative effects of compliance with EU legislation
between sectors and countries considered in this study that result from the interplay of
factors identified above.

4.3

Proposed Methodological Framework for Future Studies

Overall, it is clear from our study that there is no ‘one-size-fits-all’ methodological
framework for studies on the cost of the cumulative effects of EU legislation. A literature
review dealing with compliance costs and effects was carried out to inform the
methodological framework development.
The literature review identified four studies types that have been used to assess costs and
effects arising from legislation (very little work has been published regarding cumulative
costs and effects). The four approaches are business perception surveys, cross-country
comparisons, compliance cost/benefit studies, and qualitative studies.
The review concluded that the ‘Compliance Cost/Benefit Study’ category, which includes
the Standard Cost Model (SCM) used by the Commission as well as the recently developed
Cost driven Approach to Regulatory burden (CAR), is the most suitable approach. However,
for most of the applications of these methods there has been a focus on applying them to a
single piece of legislation or a set of inter-related regulatory acts. For analysis of the cost of
cumulative effects, the scope of relevant legislation can include many pieces of legislation.
Applying the SCM when an SME is subject to a large number of varied bits of legislation is
inherently problematic, since detailed quantitative information is needed from the SME
about steps involved in compliance for each piece of legislation. This necessitates a lengthy
and detailed interview (or more than one interview) with each firm. Many SMEs are not
willing to devote the required time for this type of research.
Previous research has suggested that the in-depth interview approach offers a better way
of capturing some longer-term dynamic effects of legislation. This applies especially to
aspects of an SME’s activities such as market entry, productivity and competitiveness,
innovation, enterprise growth and development, and effects such as those associated with
future regulatory requirements. Overall, combining quantitative and qualitative approaches
would achieve the best results in future studies.
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Based on the literature review and the findings of this research, the conclusion is that there
is no single, overall, one-size-fits-all methodology that can be carried out to deal with all
questions related to the cost of cumulative effects. It is preferable to have an overall
methodological framework within which the different types of studies can be conducted
depending on the nature of the enquiry. More specifically, the design of a specific
methodology for a particular assignment will depend on the type of study and research tools
best suited to the topic (Section 2.2.5 provides guidelines for a toolkit to use in this respect).
At the same time, there should be common elements so that the research findings from
different studies can be compared.
The proposed methodological framework allows a flexible approach to deal with the
heterogeneity of SMEs and larger businesses. It proposes a combination of different types of
study and research tools to deal with varied costs of cumulative effects studies. The specific
combination will depend on the questions being asked.
The proposed methodological framework consists of 13 key steps (summarised below) with
differing emphases placed on various steps based on the nature of the study undertaken:
Key Steps – Methodological Framework
1. Clearly Identify the subject matter and scope of the specific study, which could be a
piece of legislation, legislation present in a specific sector or sub-sector(s), a type of
legislation (e.g. environmental), activity (e.g. manufacturing), products or services.
2. Identify, list and map legislation that relevant to the study to identify obligations .
3. Carry out a detailed sector (or sub-sector) analysis (given the study’s scope and
objectives).
4. Identify sources of additional costs arising from national/regional legislation.
5. Identify important enforcement regimes, modes of enforcement and related costs.
6. Select a sample of key ‘events,’ areas, activities or product groups, depending on the
nature and scope of the study, where significant amounts of legislation to focus on are.
7. Analyse potential effects of legislation in relation to each chosen focus area.
8. Distinguish between direct financial costs, compliance costs (and substantive or
administrative costs and burden within them), and long-term structural costs.
9. Distinguish between initial-impact costs – adjustments when the legislation is
introduced – and on-going routine costs.
10. Estimate cumulative costs and identify where those costs have additive impacts,
diminishing marginal impact (DMI) and increasing marginal impact (IMI).
11. Identify compliance cost-reduction potential.
12. If appropriate for the study, scale up the results.
13. Validate the study’s results.
In order to support the practical applicability of the recommended methodological
framework, a toolbox is provided in Section 2.2.5, Table 2.4 of the report. It gives guidance
regarding specific types of studies and research methods for assessing types of cumulative
costs and relevant research tools:


For assessing enterprise-level cumulative costs, enterprise-level interviews using
compliance cost studies (e.g. SCM or CAR), complemented by in-depth interviews
with firms and regulatory bodies and industry associations are more important.



For studies dealing with national implementation-related cumulative costs, the
emphasis should be put on desk research and in-depth interviews with industry
regulators, associations and individual experts.
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For studies looking at the effects of compliance costs over time, desk research and indepth interviews with experts and businesses might be most appropriate.

There are some important points to stress in applying the overall methodological framework:
Firstly, there needs to be a clear definition of the term ‘cumulative effects’ since there are
different interpretations of the term among enterprises, industry associations and public
authorities. This was achieved in this study by defining the term as encompassing three key
dimensions: (i) the effects arising from the need to implement different pieces of legislation;
(ii) the effects than can be associated with multiple layers of government; and (iii) the
accumulation of effects over time.
Secondly, given the complexity of the subject matter, a purely survey-based methodology
is not suitable. There are several reasons for this. The well-known difficulties of eliciting a
satisfactory response from businesses, especially SMEs, is one. Additionally, many questions
associated with an investigation into the costs of cumulative effects arising from EU laws
cannot be easily researched without discussing it in detail with businesses. Thirdly, SMEs as a
group do not have sufficient knowledge of legislation and its origins to be able to distinguish
between EU and national laws. The latter is especially true in ‘grey’ areas, where the EU
legislation implementation process may have also added national elements. At the same
time, as the literature review highlighted, many of the alternative approaches taken on their
own, also have shortcomings. For these and other reasons, this study tested an approach
combining different types of studies and research tools but putting emphasis on more indepth research through an interview programme with SMEs.
Thirdly, a large-scale screening exercise is needed to generate enough SME contacts for an
in-depth interview programme. For this assignment, 16,000 SMEs had to be contacted to
generate 250 interviews. The need for a screening exercise of this sort is especially so if
industry associations cannot be relied on to help identify SMEs for the research.
Fourthly, more emphasis needs to be placed on distinguishing how firms of different sizes
manage regulatory compliance. A distinction should be made between micro, small and
medium-sized enterprises (rather than treating SMEs as a homogenous category) in terms of
capacity to familiarise themselves, and comply with, regulatory requirements and
administrative and legal obligations.
Fifthly, it is important to look at a time horizon beyond the present to assess costs of the
cumulative effects of compliance. Additional costs and effects (both positive and negative)
capable of shaping the development of the enterprise or the sector’s future, or parts of it,
could emerge over time that are not immediately apparent from a static cost study.
Sixthly, dynamic elements should be added to the basic SCM methodology to identify
behavioural responses to legislation (feedback loops), and ‘psychological’ costs should not
be neglected. Linked to the identification of dynamic elements, the assessment of cumulative
costs cannot be completely independent of the assessment of effects. As with time, effects
can either amplify negative aspects of cumulative costs (e.g. inhibit market development and
growth) to be considered further cost, or they can contribute to development (e.g. by
facilitating exports), mitigating cumulative costs.
Other considerations
Given the practical challenges involved in carrying out studies to assess the costs of
cumulative effects, the recommended methodological framework also includes practical
suggestions on how studies should be conducted (see Section 2.5). The most important
among these practical factors is the need to define the scope of studies clearly, so they focus

112

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Conclusions & Recommendations

4

on specific issues that can be researched in a way that provides meaningful results. As the
scope expands, more pieces of legislation are included, so to the robustness of the research
findings is likely to decrease (see also case study 2.1). There is a trade-off between the scope
of a study and the reliability of its results due to the increasing complexity of interaction
between different pieces of legislation as scope expands.
The proposed methodological framework has certain strengths. They are that the detailed
research can reveal a great deal about how cumulative costs emerge, what these costs are
made up of and how they can affect firm behaviour and development of an industry overall.
There is also scope for flexibility within the overall framework, which allows application of
different types of studies, using various research tools, to help investigate the wide range of
questions that may be asked about cumulative costs.
Regarding weaknesses, there is a question of how robust and representative the results are
if they are based on a relatively small number of in-depth interviews. The SCM does not aim
for statistical representativeness. In some situations, it may be possible to validate findings
with a larger survey group. Nevertheless, if the larger group does not have a better
understanding of the subject matter than the smaller group, this follow-up survey may not
add anything more robust to findings based on a smaller sample. If a group of experts
validates findings, the criticism (lack of representativeness) remains.
The question of the representativeness of results based on low sample numbers in large
populations is compounded by problems in data collection. Not only can it be difficult to
obtain responses from SMEs, but researchers collecting the data must themselves be highly
knowledgeable about legislation and the nature of SME business operations. This is
particularly challenging given the wide range of legislation affecting an enterprise (or other
organisation) and the likelihood that the person being interviewed is not fully aware of all the
legislation. To be thorough, field-based interviews could be required that take anything from
a few hours to a whole day per enterprise, depending on the complexity of the organisation
involved and the topic being researched.

.

113

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

A

Literature review, methodology development
and bibliography
5.

APPENDIX A
LITERATURE REVIEW, METHODOLOGY
DEVELOPMENT AND BIBLIOGRAPHY

In order to develop the methodology, an extensive literature review was carried out and
different research designs were evaluated before deciding on the approach to adopt.
In this appendix we set out the literature review, the research design evaluation and the
bibliography for the literature review.

A.1

The literature review

First is set out the introduction and aims of the study. Then the way in which the study was
conducted is explained. This is followed by a review of the four main approached adopted
to empirical studies on the effects of regulation.
Introduction and aims
Reducing the impact of regulation on businesses is a key public policy objective worldwide
(World Bank 2013). The European Commission’s Action Programme for Reducing
Administrative Burdens in the European Union (European Commission 2007a) sought to
reduce administrative burdens, defined as information obligations, in 13 selected priority
areas by 25 per cent by 2012. EU policy-makers aim to achieve further reductions in the
regulatory burden, particularly for SMEs and micro-entities (European Commission 2012b,
2013a, b).
Regulation, many argue, affects SMEs disproportionately because of resource-based
constraints and vulnerability to external shocks (Bannock and Peacock 1989; Chittenden et al.
2002). EU and Member State policy-makers have adopted the ‘Think Small First’ principle,
encouraging regulators to consider the effects on SMEs before regulating: options include
exemption or lighter legislative regimes for SMEs (European Commission 2007b, 2011)39.
SMEs vary, however, in terms of characteristics that shape their capacity to manage
regulation and its effects – for instance, size, industry, legal form (e.g. BIS 2012). Larger SMEs
often employ staff with dedicated responsibility for regulation-handling; industries/sectors
vary in their exposure to regulation owing to their risky activities, for example, handling
hazardous materials; and companies and unincorporated firms have different regulatory
obligations, for instance, publishing annual accounts.
The literature review incorporates studies examining the effects of regulation on SME activity
and performance. Few studies attempting to account for the cumulative effects of EU
regulation have been identified, so the review encompasses a much wider range of sources.
EU regulation is defined as the regulations and directives that mandate or prohibit behaviour
by individuals and organisations, with infringements subject to legal sanction. EU regulation
takes two forms: regulations that have immediate binding legal force in Member States and
do not require action by national governments; directives that require action to transpose
them into national law (henceforth, the term regulation is used to refer to both).40 EU
regulation might add to, or override, domestic Member State legislation. SMEs might be
required to comply with both EU and national regulation. National legislators may

40

http://ec.europa.eu/eu_law/introduction/what_regulation_en.htm
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intentionally or inadvertently impose additional obligations on SMEs when transposing
directives into national law, the phenomenon of ‘gold-plating’41. Throughout the review, we
refer to the burdens, costs and constraints arising from regulation as negative effects, and
the opportunities and benefits arising from regulation as positive effects.
For this review we first set out how the review was conducted, and then studies of SMEs and
regulation are classified as one of four main types, reviewed and critiqued in relation to the
research objectives.
Methodological Approach: Identifying Source Materials
Some relevant sources were already known from prior research. These sources were
supplemented by searches of Kingston University electronic library databases, the EU website
and the Internet. Search terms such as ‘EU regulation’, ‘EU legislation’, and ‘compliance
costs’ combined with ‘SME’, small business’ and related derivatives were used to locate
material. Searches were also conducted for specific regulatory topics such as the Working
Time Directive and health and safety. Most studies were not EU-regulation specific and many
included large businesses; where possible, SME-relevant findings are isolated.
Empirical Studies of SMEs and Regulation
Studies vary in how they define the effects of regulation, their methodological approaches,
type of data and forms of explanation. Four main types of study are distinguished, and their
potential contribution to the present study considered. Individual studies often incorporate
one or more of the types distinguished below. The four types are:


Business perception surveys



Compliance cost/benefit studies



Cross-national surveys



Qualitative studies

Business Perception Surveys
Business perception surveys typically present quantitative data on business owners’
perceptions, or rankings, of regulation as a business burden/barrier/challenge. Studies either
report the percentage of SME respondents citing regulation as a burden/barrier/obstacle or,
alternatively, rank regulation in relation to other reported problems such as competition or
obtaining finance (e.g. BMG Research 2013a, b; Mason et al. 2006; Carter et al. 2009;
Federation of Small Businesses 2010, 2012; NAO 2007, 2008, 2009, 2010, 2011, 2012. Regular
surveys permit changes in perceptions or rankings to be tracked over time. Perceptions of
regulation as a burden vary between data sources. In both the UK Small Business Survey
2012 and the SME Barometer, June 2013 surveys, 8 per cent of SME employers report
regulation as the main obstacle to business success (BMG Research 2013a, b); but they differ
in terms of whether regulation is perceived as an obstacle at all.
In the Netherlands the Belevingsmonitor Regeldruk surveyed a representative number of
enterprises and tracked their experience and expectations as regards regulatory burdens
41

An interesting study on the gold-plating phenomenon of EC Directives is the “International
benchmark of administrative burdens related to selected EC Directives in the Netherlands, Germany
and Denmark” (Rambøll Management, 2006).
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(Stratus 2008, 2009, 2010). Thus, for example, while some 53% considered that regulation
was a justifiable action by government, 85% considered that there was too much of it, and
67% considered that it was an issue and a barrier in their business (Stratus 2008). A more indepth interview programme followed up to see if firms were reporting that they were
experiencing benefits from the burden reduction programme of the preceding years
(Deloitte, 2010).
The Small Business Survey 2012 found that 52 per cent of SME employers (employing fewer
than 250 people) report regulation as an obstacle to business success, and that regulation
was the fifth most frequently cited main obstacle from a prompt list of six (behind the
economy, taxation/VAT/PAYE/NI/rates, cash flow, and competition) (BMG Research 2013a).
The UK SME Barometer (June 2013) found that just 34 per cent reported regulation as an
obstacle to business success (BMG Research 2013b). The Federation of Small Business 2012
survey found that 31 per cent of their member firms cited regulation and enforcement as a
barrier and obstacle to success, the seventh most important from a list of 22 items
(Federation of Small Business 2012). An Irish study found that more than half of all
businesses (55 per cent) surveyed thought the amount of regulation was about right,
whereas a Swedish report found that 50 per cent of SMEs perceived regulations as too
extensive and wanted simpler rules (Department of the Taoiseach 2007; Företagarna 2009).
A US study of Wisconsin employers, most of whom employed 2-25 employees, found that 72
per cent of employers reported regulation to produce more costs than benefits, and 70 per
cent reported that regulation imposed significant costs (Wisconsin Regulatory Review 2013).
Studies report different results varying with their research aims, methods and national
setting.
Employer-based sources often report EU laws as a burden on businesses as the quantity and
complexity of EU regulation is argued to be a major barrier to overall business
competitiveness. For example one UK study of 90 businesses has identified a number of EU
regulations and regulatory proposals that businesses report as imposing (or likely to impose)
burdens (Business Taskforce 2013). These include a wide range of measures related to
employment, health and safety, data protection, the environment, food safety, procurement,
international trade, chemicals-handling, medicine-licensing and VAT.42 SMEs and micro
enterprises are identified as particularly likely to suffer from what is regarded as excessive
and over-burdensome regulation, with adverse consequences for starting a company,
employing people, innovation, international trading and business expansion. EU public
procurement rules are specifically mentioned as a constraint on small firms. For contracts
above a certain threshold value, bidders must comply with detailed rules which are perceived
as onerous; these might deter SMEs from bidding for such contracts. The report also
applauds the Commission for new proposals considered likely to reduce costs to SMEs by up
to 60 per cent (Business Taskforce 2013).
The Working Time Regulations, originating in an EU Directive, might also impact businesses
by placing limits on employees’ maximum working hours. Although the CBI note that losing
the Working Time Directive opt-out would have an impact on nearly three-quarters of
businesses (73 per cent), with close to half (46 per cent) saying it would be severe or
significant (CBI 2012), the widespread take-up of the opt-out suggests that it is not a major
constraint on employers. One third of private and public sector workplaces (with 5 or more
employees) have at least one employee who has signed an opt-out agreement; all employees
42

Annex 1 to the report lists a large number of additional EU laws, proposals or issues of concern to
the organisations consulted (Business Taskforce 2013).
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have opted out in 15 per cent of workplaces (van Wanrooy et al. 2013). Working hours are
longer in workplaces where opt-outs have been signed.
Different surveys find different regulations impose the greatest business barriers. Studies
typically distinguish health and safety, employment law, environmental regulation and
regulation relevant to international trade (Forum of Private Business 2012a, b, 2013a; BMG
Research 2013a, b). BMG Research (2013a) found that health and safety was the
predominant regulatory concern among UK SME employers, with 24 per cent of those
reporting regulation as an obstacle to business success. The Forum of Private Business
(2012b) found that 45 per cent of small firms report health and safety law as a burden, with
an average score of 4.3 out of 10 on a 10-point scale with 10 representing the highest burden
(Forum of Private Business 2012b). British Chambers of Commerce (2011) report that one in
two UK employers find health and safety regulation extremely or fairly burdensome,
although only 39 per cent of micro employers (employing 1-9 people) did so. Regarding
employment regulation, 50 per cent of small employers in the Forum of Private Business
report a score of 7 or higher for employment law as a burden (on a 10-point scale with 10
representing the highest burden), with an average of 5.61 (Forum of Private Business 2012a).
Sources also note regulation as a constraint on export activity: a quarter of current exporters,
previous exporters and those considering exporting, believe that UK regulations are a barrier
to export, while a third report overseas regulations as a barrier (British Chambers of
Commerce 2011).
Public sector procurement practices have also been identified as a barrier for SMEs. In the
SME Barometer (June 2013), only 19 per cent of SMEs report doing work for public sector
clients in the previous six months, a decline from 34 per cent in June 2012 (BMG Research
2013b). The Forum of Private Business (2013a) report that more than a third of small firms
(35 per cent) report excessive red tape demands by customers or procurement teams as an
uncompetitive practice making things worse. Such survey data are consistent with other
research reporting that SMEs face in winning public contracts: complexity of tendering
procedures; difficulties completing pre-qualification questionnaires; lack of transparency in
the evaluation and feedback processes; use of non-contract specific risk criteria which are
sometimes unduly onerous compared to the value or risk posed by the contract (HM
Treasury 2008; Ringwald et al. 2011; Federation of Small Business 2013a). The new EU Public
Procurement Directives, due to come into force on April 17th, 2014 seek to make it easier for
SMEs to bid for contracts.43
A more sophisticated variant of the business perception study comprises surveys examining
in slightly more detail the effects of regulation (or specific regulations) on compliance activity
and on wider business practices. UK National Audit Office studies identify the effects of
compliance using a survey of SMEs, for instance, keeping up to date with new regulations,
the length of time to comply, finding information about which regulations apply, deciding
how to comply, finding guidance and advice explaining how to comply, preparing and
reporting facts and figures for government, completing paperwork, having to submit the
same information more than once, and updating policies when regulations change (NAO
2009). Employment regulations have been found to increase employment costs, deter
recruitment or hamper the management of staff (Chittenden et al. 2005a; Forum of Private
Business 2012).

43

https://www.gov.uk/transposing-eu-procurement-directives
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Similarly, a survey conducted in Sweden ranked employment regulations at the top of the list
when SMEs were asked to indicate which regulations should be simplified (Företagarna
2009). In Ireland, a business perception survey also confirmed health and safety for workers,
dismissal law and employment related tax to figure among the most cited regulation
perceived as incurring the highest administrative burdens (Watt and Scully, 2007). An Italian
barometer on perceived burden of regulatory costs reports similar results with tax related
administrative costs first in the ranking, followed by health and safety regulation, social
security and environment (Giachi, 2011). However, surveys have found that where SMEs
consider themselves to be well-informed about regulation, they are more likely to report
positive effects (SBRC 2008).
There are, however, several problems with business perceptions survey data for an
understanding of the cumulative effects of EU regulation. First, no perception surveys could
be found of the cumulative effect of EU regulation. Second, perception surveys typically tell
us what SMEs think about regulation but not how it affects their business in detail nor what
they do about it (Kitching 2006). Third, perception surveys do not tell us whether SME
respondents are aware of, or understand, their obligations (Blackburn and Hart 2002;
Atkinson and Curtis 2004), or whether they comply. SME awareness and understanding of EU
regulation is likely to vary across different laws and with the cumulative volume of regulation
(Vanilla Research 2008). SME perceptions of the EU regulatory burden might be mistaken –
in particular, they may not be able to distinguish between legislation originating from the EU
and other legislation. Fourth, perception surveys typically focus on the perceived negative
effects imposes. Little or no attention is paid to the positive effects of regulation, for
instance, whether regulation might stimulate changes in working practices or support the
creation of market opportunities. Fifth, perception surveys are unable to specify the
mechanisms linking regulation to particular business outcomes: just how does regulation
generate negative and positive effects for SMEs?
Compliance Cost/Benefit Studies
These studies quantify the costs and benefits SME compliance with regulation using
quantitative survey methods and interview programmes (e.g. Collard et al. 1998; Hopkins
1998; Chittenden et al. 2002, 2003, 2005; Lancaster et al. 2003; Entec UK 2003; Crain 2005;
Kauser et al. 2005; Business New Zealand/KPMG 2005; National Research Unit 2005; Amodu
2008; Crain and Crain 2010; US Office of Management and Budget, Office of Information and
Regulatory Affairs 2011; Forum of Private Business 2013; Crews Jr 2012; SIRA 2013a, b,c).
SMEs, it is argued, face an opportunity cost in diverting scarce resources away from
productive, value-adding activities in order to comply with regulation. Compliance costs
might be defined broadly as all negative effects SMEs experience in discovering, interpreting
and complying with regulation, advice-seeking, record-keeping and providing information to
government and third parties.
It is argued that SMEs suffer compliance costs
disproportionately, partly because some costs are fixed and partly because they are unable
to specialise in regulation-handling and, unlike large firms, to achieve economies of scale
(Bradford 2004).
The UK Forum of Private Business (2013b), in a study of more than 4,000 member firms,
estimated the cost of compliance for micro, small and medium-sized employers (1-250 staff)
to have risen to £18.2 billion, divided between £11.3bn for internal salaried costs and £6.9bn
in external support costs, for instance, the use of tax and accountancy, health and safety,
employment and environment specialists. This estimate is calculated to be equivalent to
£14,800 per small business (£9,200 in internal costs and £5,600 in external costs).
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Compliance costs are estimated to be highest for tax compliance (£6bn), employment law
(4.7bn) and health and safety (3.7bn). The report further argues that such compliance costs
are dwarfed by the opportunity costs of regulation – estimated to be £37.8bn – derived from
business turnover figures from British Population Estimates data. The Federation of Small
Business (2013b, c) claims that UK small business owners spend 12 days a year dealing with
tax administration issues, costing firms an average of £3,651 per year in staff time, external
professional advice and software.
Studies differ in terms of the regulations they include within their purview, for example,
economic and social regulation (or sub-categories within these types) (e.g. Hopkins 1998;
Crain and Crain 2010). Other studies distinguish particular types of compliance cost.
Substantive, administrative and psychological compliance costs might be distinguished, for
instance (Kitching 2006). Substantive costs refer to those necessary to meet a legal
requirement, for instance, raising employee pay rates in order to comply with the National
Minimum Wage, or installing a new piece of equipment to comply with a health and safety
obligation. Administrative costs refer to those involved in identifying and interpreting
regulation, documenting practices and providing information to government and seeking
advice. Psychological costs refer to the felt anxiety SMEs experience in worrying whether
they have complied fully with regulation (e.g. Hansford et al. 2003; Kauser et al. 2005;
Chittenden et al. 2005b). Peck et al. (2012) note that psychological burdens might outweigh
substantive and administrative compliance costs, even where government seeks to
deregulate.
Compliance cost studies vary in the types of costs they specify and measure. Some studies
incorporate substantive and administrative costs; others simply focus on the administrative
costs of complying with SMEs’ information-provision obligations (NAO 2007; Rambøll
Management 2007; British Chambers of Commerce 2009; Institute of Directors 2011).
Methods of calculating compliance costs vary but usually involve imputing monetary costs to
labour time estimates to perform administrative tasks surrounding compliance, plus advisors’
fees and any additional capital and operating costs incurred. Some examples of this method
are the survey conducted by PwC Italy and Assogestioni (2010) on regulatory costs in the
investment company sector where both direct and indirect compliance costs are taken into
account44, and the “Paying Taxes 2013: the global picture” survey (PwC and World Bank,
2013) where companies’ administrative and compliance burdens are calculated as time to
comply (including preparation, filing and payment of taxes) and number of payments
(including all tax payments).
There is no consensus on the size of compliance costs due to variations in how ‘small
businesses’ are defined, the specific regulations covered, sample size and composition,
methods of calculating costs and undertaking comparisons with large enterprises (Chittenden
et al. 2002). Costs vary with the volume, complexity and rate of change of regulation, lack of
clear guidance on compliance, effectiveness of inspection and enforcement institutions and
sanctions for non-compliance (Carter et al. 2009). OECD statistics suggest most compliance
costs relate to taxation and, to a lesser extent, to employment and environmental regulations
(Confederation of Swedish Enterprise 2004). Compliance benefits for SMEs include cash flow

44

The study takes into account IT costs to fulfil regulatory requirements, labour costs and overall costs
incurred to establish a compliance function. The cumulative cost of regulation includes MiFID
compliance Market abuse discipline, Italian regulation for IMCOs, Privacy law, Anti money laundering
and work safety measures.
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benefits arising from paying taxes after liability for them has accrued (e.g. Tran-Nam et al.
2000; Chittenden et al. 2005a; Blackburn et al. 2005).
The OECD has been active since the mid-1990s in defining approaches to measure regulatory
costs. The organisation developed a number of surveys (in 1998, 2005 and 2008) that
compare OECD countries on the basis of a set of regulatory performance indicators (OECD,
2009). The result is an overall framework of what drives effective regulatory policy (Better
Regulation framework) which includes (among others) administrative and compliance costs.
In the EU these costs are usually addressed and evaluated by Members States adopting a
variation of the Standard Cost Model (SCM). The model seeks to capture administrative
compliance costs by estimating the magnitude of regulatory burdens (Standard Cost Model
Network n.d.). ‘Business as usual’ costs that would be incurred anyway in the absence of the
regulation are subtracted from the estimates. The SCM has been a key instrument in the EU
Programme for Reducing Administrative Burdens.45 Rambøll Management (2007), for
instance, used the model to estimate the administrative compliance costs of the EU Company
Law Acquis, using expert assessments of the time taken for normally efficient businesses to
discover, interpret and comply with information obligations and data requirements, including
the external costs of advice-seeking to produce overall cost estimates. Time costs were
monetised and aggregated to the business population.
National governments and EU bodies use this kind of approach to conduct impact
assessments to assess the likely economic, social and environmental effects of regulatory
proposals (European Commission 2009; Radaelli and de Francesco 2010; Staroňová 2010;
Dunlop et al. 2012). Impact assessments are supposed to identify and often monetise the
benefits as well as the costs of compliance. Impact assessments are required to conduct an
‘SME impact test’ to identify and monetise SME-specific costs and benefits. Data sources
vary, including SMEs and indirect sources including business associations and experts.
Several studies were conducted to assess the costs of European regulations using the SCM
model. For instance, in Belgium the model was adopted in Flanders in 2003 to measure
administrative costs of Flemish regulation; in Denmark, the Danish Commerce and
Companies Agency published a “Report on the Standard Cost Model measurement of the
Danish Bookkeeping Act” (Rambøll Management, 2005) while in Spain studies have been
conducted on the impact of the regulation in the pharmaceutical sector (Farmaindustria,
2006).
Rambøll Management (2011) has attempted to develop the SCM model seeking to measure
the administrative costs and burdens of regulation as experienced by businesses. This casebased, company-centric approach combines the benefits of the top-down approach of the
SCM with the bottom-up benefits of drawing on the actual experiences of firms subject to
regulation. The ‘Burden Catalogue’ has been found to be a useful tool in the companycentric approach for data capture and analysis. The catalogue identifies pre-defined burdens
anticipated to impact upon particular firms; while company data provides a firm-level
perspective, and validates and expands upon these pre-defined burden lists, adding burdens
not captured by the SCM approach. Such an approach offers the benefit of capturing the
variable micro-level regulatory administrative costs and burdens, rather than imputing costs
and burdens to an individual member of an idealised category of ‘small business’ presumed
to experience regulation in identical ways. Consequently, compliance costs, measured in
either time or monetary terms, for the same information obligations are recognised as
45

http://ec.europa.eu/dgs/secretariat_general/admin_burden/index_en.htm
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variable across companies. This should lead us to be cautious in generalising compliance cost
estimates on the basis of top-down approaches to all members of a business population.
In 2013 The Centre for European Policy Studies (CEPS) and Economisti Associati published
two studies on cumulative costs - the steel and aluminium industries. Both studies are based
on the SCM approach. The aluminium study covered 11 primary producers, about 20
secondary producers and 15 downstream producers. This is a small population and the firms
have sophisticated financial and accounting systems that can make data collection much
easier than in the case of say, several thousand micro bakeries. While the study was n
cumulative costs, it did not deal with all costs as in the case of the parallel project dealing
with the steel industry, there does not appear to be a discussion of the employment
legislation, or health and safety, for example. The aluminium study used very much a
bottom-up approach, but in the case of steel, where some 200 plants came into the scope of
the study, more of a top-down survey-based approach was used. In both instances there
were reservations raised about the ability to generalise the results due to the degree of
heterogeneity fond in different plants. Both these studies therefore focused on specific areas
rather than all legislation.
SIRA Consulting (2013a,b, c) has developed an alternative approach to the SCM – the Cost
driven Approach to Regulatory burden (CAR). This starts from actual regulatory costs
incurred in the businesses in total irrespective of the legislation in question (groups all
together). Then, looking at the various cost centres, it works back from the obligations
carried out and identifies the origins of those cost. Using that information it then works
through to the legislation involved. The costs are then assessed in terms of what can be done
to reduce them and a cost reduction plan is developed. The basis for the business analysis
(the typical firm) is a financially healthy compliant business. This approach can be expensive
to implement. In many ways it is really similar to the SCM but rather than starting from the
legislation, and working to the business, it starts from the business and works towards the
legislation. Many of the challenges in terms of identifying the actual sources of legislation
remain. It is useful if all legislation (EU, national, sub-national) is to be considered, but if only
EU aspects are in question it is less so. There ae also questions to be asked about using only
one establishment as a “typical” firm – how useful is this for a SME population consisting of
micro, small and medium sized firms which may have various degrees of robustness of
financial data and levels of compliance?
Compliance cost/benefit studies offer more than business perception surveys in highlighting
time, monetary, opportunity and psychological compliance costs. But, such studies also have
deficiencies with respect to review objectives. First, while some studies have attempted to
estimate the cumulative compliance costs of EU regulation using government impact
assessments, the limited coverage of impact assessments and incomplete data means that
estimates are not fully cumulative (e.g. Ambler et al. 2009, 2010; EUROCHAMBRES 2009).
Studies and impact assessments typically investigate particular regulations, or types of
regulations, rather than the entire panoply of EU law. Second, studies often focus solely on
costs and ignore benefits (e.g. Crain and Crain 2010), producing a one-sided picture of the
effects of regulation (Kitching 2006, 2007; Shapiro 2011). Third, critics maintain that impact
assessments are often conducted poorly, with important costs and benefits omitted or not
quantified (e.g. Hahn 1998; Hahn and Litan 2005; Chittenden et al. 2005c; NAO 2007, 2010;
European Court of Auditors 2010) or with expected costs over-estimated (Harrington et al.
2000).
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Estimating costs and benefits, particularly where these are intangible and/or likely to accrue
over the long-term is very difficult (Kitching 2006). Conversely, regulated firms might have an
interest in overstating compliance costs in order to encourage regulators to reduce them
(Bradford 2004). Governments may tend to overestimate benefits. Fourth, some compliance
cost studies take a static cost approach and neglect the dynamic effects of regulation, for
example, where regulation stimulates adaptation in business processes and products
(Edwards et al. 2003; Kitching 2007; SBRC 2008: Kitching et al. 2013a, b) or where it leads
firms to delay investment and innovation decisions (e.g. Europe Economics 2003). Simply
measuring static compliance costs tells us very little about how or why SMEs adapt to
regulation in particular ways in particular business, market and institutional contexts, nor
how these adaptations affect business performance. Compliance cost studies commonly
estimate effects for a ‘representative firm’, thereby flattening out variability in SME
responses to regulation. Such an obvious point is lost in aggregate data on SME perceptions
of regulation and estimates of compliance costs. Such an obvious point is lost in aggregate
data on SME perceptions of regulation and estimates of compliance costs. There is no single
type of SME response to regulation.
Cross-national Surveys
These quantitative studies use multi-country samples to explore whether regulation, or
particular types of regulation (for instance, product market or labour market regulation)
influence various macro-level indicators of business activity and performance, (e.g. entry
rates, investment, productivity, GDP) (e.g. Gorgens et al. 2003; Djankov et al. 2002; Grilo and
Irigoyen 2006; van Stel and Stunnenberg 2006; Klapper et al. 2006; Van Stel and Thurik 2007;
Ho and Wong 2007; Jalilian et al. 2007; Capelleras et al. 2008; Moshiri and Abdou 2009;
Frontier Economics 2012; Caballero et al. 2013). The purpose of cross-national surveys is to
compare national regulatory regimes rather than to explore micro-level effects of
regulation.46 Regulation is typically, although not universally, found to generate negative
macro-level effects.
The most useful cross-national surveys specify the mechanisms through which regulation
generates macro-level effects. Product market regulation has been found to lower
productivity by creating entry barriers which reduce the level of competition which, in turn,
protect the market share of unproductive firms, reduce the number of potential firms in the
market and distort incentives to invest and innovate (Frontier Economics 2012). Labour
market regulation has been argued to lower productivity by increasing the cost of adjusting
the labour force and adopting new technologies and reducing incentives to undertake radical
innovation and to increase productivity by enhancing job tenure and raising investment in
employee skills (Frontier Economics 2012). Environmental regulation has been claimed to
reduce investment by encouraging firms to locate in low-regulation countries (the pollution
haven hypothesis) or increases investment by (the factor endowment hypothesis) (Leiter et
al. 2011).
Regulation of ‘upstream’ industries affects measured the valued added, productivity and
export growth of ‘downstream’ industries (Barone and Cingano 2011). Furthermore, van Stel
46

A rudimentary variant of the cross-national survey ranks countries in terms of some index of
regulation. The World Economic Forum (2013), for example, ranks countries in terms of the ‘burden of
government regulation’ and related indicators such as ‘property rights’ and ‘intellectual property
protection’. The World Bank (2013) ranks countries in terms of the ease of doing business using
various indicator sets used, each of which involves regulation in some way.
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et al. (2007) provide insights into the negative effect of minimum capital requirements for
new companies on entrepreneurship rates where administrative costs seem not to have a
substantial impact. Regulation no doubt generates other mechanisms of influence; published
studies have identified some, but not all, of these. The list of regulatory influences on SMEs is
potentially very long.47
Cross-national surveys suggest a number of possible mechanisms of regulatory influence but
there are a number of problems with regard to the present study. First, we have found no
studies examining the cumulative effects of EU regulation on SMEs. Cross-national surveys
tend to focus on a subset of regulations rather than all regulation. Second, cross-national
surveys take the country rather than the SME as the unit of analysis, focusing on macrorather than micro-level effects. Studies therefore are unable to specify the micro-level
dynamic effects of regulation. They lack data on SME adaptations to regulation, motivations
for compliance/adaptation, the business, market and institutional contexts of
compliance/adaptation and the micro-level consequences. Regulation triggers multiple
mechanisms simultaneously, all of which potentially influence SME behaviour. Explaining the
cumulative effects of EU regulation means understanding the net effects of regulation, taking
into account the variable effects of particular regulations. SMEs respond very differently to
the same regulation. Third, indices of regulation used as variables in cross-national surveys
are crude and do not properly capture the diverse influences of regulation on SMEs.
Qualitative Studies
Qualitative studies investigate the dynamic effects of regulation, exploring how and why
small business owners comply with, or adapt to, regulation and how such adaptations shape
performance. Adaptation encompasses compliance but also SME action short of compliance
and action beyond that required by regulation. Qualitative studies are more sensitive to the
content of particular regulations, SME awareness of regulation, attitudes to compliance,
owner/employer business objectives, resource constraints, modes of adaptation, relations
with stakeholders and the wider contexts that influence compliance/adaptation (Heyes and
Gray 2001, 2004; Gilman et al. 2002; Ram et al. 2003, 2007; Druker et al. 2005; Grimshaw
and Carroll 2006; Jones et al. 2006a, b; SBRC 2008; Näringslivets Regelnämd 2008; Health and
Safety Executive 2009; Camaras 2008).
SME awareness of regulation and motivations to comply/adapt vary (Patton and Worthington
2003; Pratten and Lovatt 2005). SMEs often over-estimate regulatory burdens, finding them
to be less onerous than they initially envisaged (Allinson et al. 2005, 2006). Distinct attitudes
to compliance have been identified - the ‘unaware’ (Harris 2002), ‘avoider’ (Vickers et al.
2005), those in ‘vulnerable compliance’ (Petts et al. 1999), where SMEs are uncertain
whether they are in compliance (Yapp and Fairman 2005), through to ‘proactive learners’
(Vickers et al. 2005) that treat regulatory interventions as opportunities for learning and
improvement. Compliance may be affected by negative perceptions of regulation (BRE 2009).
Where negative perceptions undermine the legitimacy of regulation, SMEs may choose not
to comply, particularly where they feel able to evade it.
The effects of regulation depend upon how SMEs and their stakeholders adapt to it; effects
are variable (SBRC 2008). Arrowsmith et al. (2003) distinguish implement, ignore and critical
47

There may be many other studies not included in this review that specify additional mechanisms. If
we agree this would be a fruitful avenue for further work, I can continue the search for additional
studies.
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event responses to the UK National Minimum Wage, for instance; critical event approaches
include firms repositioning themselves in the marketplace or revising existing arrangements.
Edwards et al. (2003, 2004) conclude, on the basis of studies of employment regulations,
including the National Minimum Wage and the Working Time Regulations, that the law often
exerts only a limited effect on SMEs because product market position and informal workplace
relationships permit compliance to be absorbed with little disruption. Working Time
Regulations had little impact in practice as most case study firms operated according to worktime schedules that meant the regulations relating to maximum working hours did not apply.
Employment regulation effects often depend on employee awareness of, and willingness to
press employers to meet, their obligations (Marlow 2003). Major customers can increase
SME awareness of, and compliance with, legislative requirements (Vickers et al, 2005). The
regulatory framework becomes part of the taken-for-granted world of business owners until
such time as it requires them to adapt.
Stakeholder activities influence the effects of regulation on SMEs. Regulation might generate
opportunities for SMEs to acquire resources or to access market opportunities by influencing
the behaviour of their customers, suppliers, competitors, infrastructure providers and
regulatory authorities. Regulation mandating law firms to retain documents and regulation
mandating sailors to wear safety clothing stimulates market opportunities for SMEs storage
companies and clothing manufacturers – SMEs may be unaware of these kinds of regulatory
effects, and unable to report them, unless subject to deep probing (SBRC 2008; Kitching et al.
2013a). Regulation mandating disclosure of corporate financial accounts facilitates higher
credit ratings an access to credit by SMEs, with implications for their performance (Kitching et
al. 2011, 2013b). Because stakeholders are regulated entities too, mandating certain kinds of
behaviour might also enable SMEs by creating market opportunities (Kitching 2007; Kitching
et al. 2013a) or by stimulating changes in working practices (Ram et al. 2001, 2007; Bahn and
Kitching 2013).
Qualitative studies also suffer from a number of problems in relation to review objectives.
First, no qualitative studies have been found of the cumulative effect of EU regulation.
Second, qualitative studies typically explain the effects of regulation on SMEs in terms of the
operation of SMEs’ specific knowledge, intentions and capabilities and their very particular
circumstances. Such studies do not lend themselves sensibly to cumulation because they
recognise the diverse mechanisms through which regulation generates micro-level effects
rather than attempt to reduce those effects to a single metric. Simply summing individual
‘findings’ to produce an aggregate list of ‘effects’ neglects the very different activities and
contexts that have produced them. Third, qualitative studies tend to use data from small
samples. Critics often question the representativeness or typicality of research findings
extrapolated from small samples to large populations.
Approaches to the research design
On the basis of the foregoing literature review, it is possible to develop a conceptual
framework for the study and to assess possible research designs’ appropriateness for the
study.
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A.2

Conceptual Framework

The conceptual model specifies how EU regulation generates SME effects and enables the
benchmarking of alternative methodological approaches, to identify their advantages and
disadvantages in relation to research objectives.
Key Features
The concept of regulation has a number of features:


First, regulation only produces effects through the exercise of human agency;
unless small businesses and/or stakeholders adapt their behaviour, whether
intentionally or unconsciously, as a consequence of regulation, its effect is zero.
Simply being subject to EU regulation imposes no dynamic effects on SMEs unless
firms choose to comply/adapt (although they may incur psychological costs if anxious
about their non-compliance).48 Adaptation refers not only to compliance but also to
adjustment of business processes and products beyond that mandated by EU
regulation. The model explicitly allows for variation in SMEs’ capacity to discover,
interpret and adapt to regulation.



Second, regulation is a dynamic force shaping SME activity and performance. It
generates multiple, often contradictory influences on SMEs by enabling and
motivating action as well as constraining it. Regulation enables by making certain
actions possible; it motivates by encouraging SMEs to act in certain ways rather than
others; and it constrains by making certain courses of action impossible, or very
costly or difficult to implement.



Third, for any SME, regulation produces effects directly and indirectly. SMEs
operate within a network of stakeholders, all of whom influence their activities and
performance – including actual and prospective customers, suppliers, competitors,
infrastructure providers and regulatory authorities. Regulation affects SMEs directly,
by imposing obligations on them, including any administrative burden or compliance
cost. But it also affects SMEs indirectly by influencing the behaviour of stakeholders
with whom they interact. Stakeholders contribute to SME effects by
complying/adapting to regulation that applies to them and by responding to SME
adaptations to the regulations that apply to them. Competitors, for instance, will
likely be affected by the same EU regulation. Indirect regulatory effects might entail
linkages with distant stakeholders but might be just as important an influence on
SMEs as their direct obligations.



Fourth, regulatory effects are only partly visible to SMEs themselves. SMEs possess
only partial knowledge of these effects. Regulation influences SMEs and their
stakeholders often without explicitly entering their reasoning, generating effects
whether SMEs (or stakeholders) are aware of them or not. This is partly because
SMEs take regulation for granted when deciding to act, partly because effects arise
over time and partly because SMEs are affected by stakeholder action, of which they
might never become aware. The regulatory effects SMEs report constitute only a
subset of total effects.

48

This is not strictly true if SME stakeholders adapt to regulation and this affects SMEs. We discuss the
issue of direct and indirect regulatory influences on p13.
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Different methodological approaches possess particular strengths and limitations. Some are
better able to capture specific aspects of regulatory processes and outcomes than others,
although all research designs might find it difficult, in the absence of extensive prompting, to
achieve comprehensiveness, because SMEs are unaware of the cumulative effects of EU
regulation and may also be unable to distinguish any gold-plating element of EU regulation.
Choice of research design may entail trade-offs given overall resource constraints as
particular aims are prioritised and allowances are made for limitations of SME knowledge of
EU regulation and its effects. Decisions will have to be made regarding what is feasible and
desirable given these constraints.
Several conceptual issues need to be addressed and clarified before considering alternative
research designs to achieve the research objectives, in the light of the conceptual model set
out above. These tasks are relevant to all research designs that might be adopted, though
some designs are better suited to tackle these issues than others. Given the complexity of
some of the tasks, it is a matter of choosing the most feasible and defensible approach rather
than an ideal one.
Defining the effects of EU regulation
There are two distinct issues.
First, the study will include both negative and positive effects of EU regulation, where these
can be attributed to individual SMEs. Negative effects are, arguably, much more likely to be
reported by SMEs than positive effects because they are experienced more immediately and
perceived as more pressing. Constraints on action are much easier to identify than
conditions that enable or encourage action to achieve objectives. Tangible and intangible
effects that may accrue over the long-term and/or are heavily dependent on stakeholder
action, particularly positive effects, are likely to be understated.
Second, we assume the study is concerned primarily with the direct effects of regulation on
SMEs. Indirect effects arising from the actions of regulated stakeholders are ignored unless
SMEs report them unprompted, except for SME effects arising from stakeholder responses to
SME adaptations to regulation. For instance, EU regulations imposing changes in product
standards might encourage consumers to increase purchases, stimulating SME sales. Hence
we suggest focusing the study on direct effects that SMEs are able to attribute to EU
regulation at the time of fieldwork. This approach omits many indirect regulatory effects and
those unperceived by SMEs themselves.
Defining and measuring cumulative effects
Different approaches can be taken to defining and measuring cumulative effects. First,
SMEs might be asked an open-ended question regarding the EU regulations they believe
affect them or SMEs can be prompted to answer specific questions about particular EU
regulations. The former approach risks respondent ignorance: SMEs are not fully aware of all
EU regulation or its effects, particularly indirect effects arising from stakeholder action. The
latter approach risks our ignorance of relevant regulations and entails time costs searching
for relevant regulations.
One approach is to compile a list from interviews with relevant industry/trade associations in
each country and possibly from recent EU work to identify the top 10 ‘most burdensome
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legislative acts for SMEs’.49 (Studies such as this measure “perceived” effects). Prompting
might be essential to obtain SME views on regulations whose effects are ‘invisible’ to them.
It is likely that the study will have to settle for less than the full range of cumulative effects; it
might suffice to identify the main effects of EU regulation on SMEs. The issue of compliance
is relevant in so far as non-compliance entails no direct effects.50 If full compliance with EU
regulation is assumed - an unrealistic assumption - estimated effects will be overstated.
Hence we suggest focusing the study on the principal EU regulations; most direct effects
arguably arise from the main regulations.
Setting aside the ‘gold plating’ element of EU regulation
This is potentially a very difficult issue. Identifying the gold-plating element for any EU
regulation might be difficult. The task of specifying the gold-plating element for SMEs in 5-8
sectors in 9 countries seriously multiplies this complexity. The gold-plating element would
have to be specified for each EU regulation for each sector in each country. How common a
problem this will be is difficult to estimate in advance; in many cases, there will be no goldplating while other national governments may regularly do so. The Ramboll/ Bertelsmann
study (2006) mentioned above does provide some useful methodological guidelines in this
respect, distinguishing between cost-increasing, cost-decreasing and cost-neutral goldplating.
Gold-plating potentially differs between regulations in a single country and between
countries with respect to the same regulation. So, estimates of gold-plating are likely to
vary widely. Estimating the gold-plating element requires considerable work prior to main
fieldwork stage during which data will be collected from SMEs. Industry/trade associations,
SMEs in the relevant sectors and countries, and the research and practitioner literatures are
possible sources of information on gold-plating that might be used. The problem is further
aggravated by SME ignorance of which regulations originate in the EU; many SMEs will need
to be informed. In the main fieldwork stage, one option might be to offer SMEs a prompt list
of relevant EU regulations, tailored to specific sectors, and to specify the gold-plating
element to them. In the absence of guidance, SMEs might find it impossible to distinguish
the gold-plating element of any individual EU regulation. Hence we suggest identifying the
gold-plating element of the main EU regulations relevant to SMEs in the selected sectors in
each country.
Given the difficulty of these tasks, and the limited resources available to tackle them, the
selected research design might be one that is satisfactory, contributing valuable insights
into important regulatory effects, rather than ideal one enabling full attainment of
research objectives set out in the proposal. Specifically, the study may have to settle for
identifying the main effects of EU regulation on SMEs, rather than full cumulative effects, and
making some – rather than complete - allowance for gold-plating.
Review of Research Designs
Four different approaches to the study of the effects of regulation were identified in the
literature review. Here their potential contribution to the present study is considered.

49

The EU conducted a public consultation (September-December 2012) inviting SMEs and their
organisations to contribute their views online http://ec.europa.eu/enterprise/policies/sme/publicconsultation-new/index_en.htm
50
To repeat an earlier point, non-compliance might entail psychological costs.
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While Individual studies often incorporate one or more of the types distinguished, it is useful
to consider them in terms of the four types:


Business perception surveys;



Compliance cost/benefit studies;



Cross-national surveys;



Qualitative studies.

Four generic research designs are outlined, based on the types of studies, to consider how
each type might contribute to addressing the research objectives in the light of the
conception of regulation and its effects set out earlier. For each design we consider how it
might be used to achieve the research objectives before elaborating the
challenges/limitations of each approach. Research designs might be combined.
Research Design 1 - Business Perceptions Survey
Perceptions surveys might enable general claims about the perceived effects of EU regulation
to be made. SMEs might be asked, for example, whether the effects of EU regulation have
been mainly negative, mainly positive or broadly neutral. We could then claim that X per
cent of SMEs report the effects of EU regulation to be ‘mainly negative’, for instance. A
slightly more sophisticated scaling approach might scale SME perceptions, for example, using
a 5- or 7-point scale from (perhaps) ‘totally negative effects’ at one end of the scale through
‘neutral’ to ‘totally positive effects’ at the other end of the scale, with a range of
intermediate points labelled as ‘moderately negative effects’ or ‘mostly negative effects’, for
instance. Scaling approaches permit more sophisticated data analysis because they provide
more fine-grained data.
Challenges/limitations of the business perception approach for understanding the cumulative
effects of EU regulation:


Limited insight into cumulative effects – survey results would provide crude
measures of the perceived effects of EU regulation. Such measures would provide no
detail on how the effects of individual EU regulations aggregate or combine to
produce cumulative effects. SME responses might be dominated by experience of
specific EU regulations rather than their cumulative effects, particularly where
experiences are recent and powerful.



Meaning of SME responses - perception surveys are unable to provide a detailed
understanding of what respondents mean when they report negative or positive
effects, or why they respond in the ways they do.



Negative effects overstated - SMEs are likely to emphasise negative effects because
they are more aware of constraints on action than on the conditions that make
positive effects possible. This is a generic problem for all research designs but
perhaps more important in perceptions surveys where there is no opportunity to
probe respondents in depth for the meaning of their answers and their reasons
behind their views.



Problem of setting aside gold-plating – perception surveys are unable to provide
deep insights into SME awareness and understanding of EU regulations. Where SMEs
lack knowledge of gold-plating, reported perceptions will incorporate the goldplating. This problem will be multiplied across multiple EU regulations, sectors and
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countries. This problem is generic to all research designs but perhaps more
debilitating in perceptions surveys because SME awareness and understanding of
gold-plating cannot be probed further.


Neglect of agency and dynamic effects – perceptions surveys adopt a very static
approach to specifying and measuring the effects of EU regulation and are unable to
say anything about how and why SMEs comply/adapt with EU regulation, levels of
compliance, the circumstances which shape SME compliance/adaptation or how
stakeholders respond to SME adaptations.

This kind of study is suitable for producing general statements of the perceived cumulative
effects of EU regulation. Alternative research designs are needed for a deeper, more detailed
understanding of regulatory processes and effects.
Research Design 2: Compliance Cost/Benefit Study
Compliance cost/benefit studies might seek to quantify, or monetise, cumulative effects.
Such approaches are better suited to capturing the magnitude of regulatory effects,
understood in terms of the time, monetary and psychological costs associated with EU
regulation, often monetised. This might be considered reasonably appropriate when
estimating costs.
Positive effects might also be monetised, although the value of such speculation might be
questioned. Compliance cost/benefit approaches are more sophisticated than perception
surveys and much more familiar to the Commission. Relevant costs and benefits would need
to be defined and a method agreed as to how to calculate them and whether they would be
monetised. A focus on cumulative effects suggests that the list should be comprehensive,
extending well beyond the time taken to comply with information obligations for
government, to include measures of the costs involved in finding out about EU regulation,
deciding whether it applies, interpreting obligations, advice-seeking, adapting practices
and/or products, making required investments in plant or machinery if needed, documenting
procedures, reporting to government and other designated authorities, and any opportunity
costs of investments or innovations abandoned or delayed. Benefits might include any
market opportunities arising from investments or innovations implemented or brought
forward as a consequence of EU regulation.
Challenges/limitations of the compliance cost approach for understanding the cumulative
effects of EU regulation:


Possible partial neglect of agency and dynamic effects – compliance cost/benefit studies
are unable to fully take account of negative and positive effects arising from the activities
of SMEs and their stakeholders. This is partly because benefits accrue over time and may
be unknown to SMEs themselves. Static approaches arguably emphasise the negative
effects of regulation.



Estimating the cumulative costs of EU regulation – this requires identifying a
comprehensive list of EU regulations that affect SMEs in particular sectors and countries.
Such a list might be very difficult and costly to compile because of national and sector
diversity, and might be unwieldy to obtain SMEs responses to it during the fieldwork
stage.



Understatement of positive effects - compliance cost/benefit studies often define effects
in terms of a single metric such as time or money whereas positive effects might be
better understood as the opportunities arising in particular circumstances which SMEs
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need to act on in order to benefit from them. Monetising positive effects is necessarily
speculative, difficult to justify and dependent on SME action that is uncertain at the time
of fieldwork.


Problem of isolating gold-plating – similar to the problem identified for perception
surveys.

This kind of study is better suited to specifying the magnitude of the perceived cumulative
effects of EU regulation. But alternative research designs are needed for a deeper, more
detailed understanding of regulatory processes and to identify positive regulatory effects.
Research Design 3: Cross-National Survey
Cross-national survey approaches are perhaps of least direct relevance to the present study,
as they take the nation-state as the unit of analysis rather than the SME. The most useful of
these studies specify a range of mechanisms linking regulation to measures of macro-level
performance, for example, investment, innovation and productivity. Such studies might
influence instrument design and the types of questions asked. SMEs might be asked
questions about whether such links hold at micro-level.
Research Design 4: Qualitative Study
Qualitative studies are better suited than other methodological approaches to developing an
understanding of: SME awareness and understanding of EU regulation, levels of compliance,
motivations for compliance/adaptation, modes of compliance/adaptation, the circumstances
supporting or hindering compliance/adaptation, and the micro-level consequences of
compliance/adaptation.
Such an approach might be able to offer powerful insights into how and why EU regulation
produces the effects it does. The dialogic nature of methods of qualitative data collection
might also facilitate probing of SME responses and clarification of SME queries or response
errors. (The SCM approach uses many of these elements in the course of lengthy high quality
interviews, preferably face-to-face.)
Challenges/limitations of face-to-face interview research designs for understanding the
cumulative effects of EU regulation:


Problems of estimating cumulative effects – qualitative data may not lend itself to
cumulating results. SMEs may be able to give accounts of the effects of specific
regulations but these will take the form of describing and explaining actions in particular
settings rather than as abbreviated single metric measures such as time or monetary
indices.



Problem of isolating gold-plating – similar to the problem identified for perception
surveys.



Generalizability – the use of small samples highlights the difficulties of ensuring
representativeness in relation to the broader population of similar SMEs and of
extrapolating findings to that population. The sample may or may not be typical in terms
of population characteristics.

This kind of study is better suited to providing a deeper, more detailed understanding of how
and why particular regulatory effects occur for particular SMEs. Alternative research designs
are needed for obtaining data from a larger sample on the general perceived effects of EU
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regulation or in estimating their magnitude, assuming key conceptual and measurement
issues can be addressed.
Other aspects of Measuring Costs and Effects of Compliance with Legislation
Compliance with EU law incurs a wide range of costs. In this section we set out what we think
should be included as these cost items51. One particular issue concerns the point that in
Commission impact assessments of administrative burden the item can be disregarded if it is
considered to be not material. However, the reality is that if there are several items of low
materiality they can overall add up to a significant amount.
Costs of Regulation – Financial and Administrative
Diagram B.1 below illustrates the different types of costs that regulation can impose on
businesses.
Direct financial costs are the result of a concrete and direct obligation to transfer a sum of
money to the Government or the competent authority. These costs are therefore not related
to a need for information on the part of the Government. Such costs include administrative
charges, taxes, etc. For example, the fees for applying for a permit would be a financial cost
of regulation. However, it can be debated whether these are not really also compliance costs
as they would not have been incurred had the legislation not existed. Discussion with the
project Steering Group has indicated that these should be included in the study.
There are also costs incurred by the relevant organisations collecting these payments which
should be included.
Diagram B.1 The different costs of regulation to businesses

Long-term structural costs are the costs for the continuous fulfilment of a statutory duty and
what they mean for the firm, the industry, possibly in terms of competitiveness. They could
for example influence sector or industry structure if companies use outsourcing, or wish to
51

Here we follow the guidance as se out in the International Standard Cost Manual by the SCM
Network, and the Commission’s Impact Assessment Guidelines (2009).
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withdraw from markets, or delocalise activities. Again, these are not strictly speaking
considered to be “compliance costs” but they would not have existed had the legislation not
created the costs. However, it is quite complex to estimate their relationship with costs, and
it has been agreed with the Steering Group that the primary focus of the study will be on
those costs more directly related to then firm and its activities.
Compliance costs strictly speaking are generally concerned to be all the costs of complying
with regulation, with the exception of direct financial costs and long term structural
consequences. In the context of the Standard Cost Model, these can be divided into
‘substantive compliance costs’ and ‘administrative costs’.
Examples of substantive compliance costs include: installing filters in accordance with
environmental requirements and investing in physical facilities in compliance with working
conditions regulations. This is an area of some complexity. If for example, to comply, a
company has to undertake investments that it would not have undertaken otherwise: e.g.
creating a separating wall between two containers, or adding an air conditioning plant, or
buying machinery necessary to carry out required tests, this is relatively straightforward. If
however the company would have invested in a new chimney, or some such fixed asset it is
required to invest in due to the law, because it was getting old, but is having to do so earlier
because of the need to comply, and to higher specifications than it would otherwise have, it
becomes more complex. It may also be more expensive because to comply, all the factories
in the region might be doing so at the same time and the suppliers can, or may have to,
charge higher prices (or both).
Examples of administrative costs include: documentation of the installation of a filter, and an
annual report on working conditions.
Administrative Costs versus Administrative Burdens
Administrative burdens are the part of administrative costs that businesses sustain simply
because it is a regulatory requirement. Administrative burdens are thus a subset of the
administrative costs in that the administrative costs also encompass the administrative
activities that the businesses will continue to conduct if the regulations were removed.
Diagram B.2 Administrative burdens versus administrative costs
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The SCM measures administrative costs from government regulation. As such some
activities that businesses may continue in the absence of regulation will be included. For
example in the case above the firm may wish to produce documentation about the filter
anyway so that buyers are well informed. Such administrative activities that have no relation
to regulation are naturally not included, i.e. administrative tasks that the business carries out
in connection with running the business and that are not necessary to comply with regulatory
requirements.
To determine whether businesses would continue an administrative activity if an
information obligation was to be discontinued can be very difficult and resource intensive.
So, one of the critical aspects of the methodology is how to deal with the separation of the
administrative burden from the “business as usual” case. There might in practice be major
differences between firms in the same sector in this respect as they might have different
operating approaches. For example, would firms still produce financial accounts if there were
no EU Law? Because of this it is sometimes decided to assess this on a qualitative basis.
Also, it might be the case that EU legislation and its transposition has led to a reduction in
national administrative burden, so it is necessary to ensure that the administrative burden is
measured on a “net” basis. Another source of complexity is that learning effects can reduce
costs over time, so they need to be seen in a dynamic setting.
Other costs
Firms do not exist in a vacuum. In addition to the preceding items, firms may have to test
and control whether those supplying to them have complied with the relevant legislation,
and may even be required to do so as regards firms they supply to, or prove to those they
are supplying that they have complied. For example, the onus is usually on the firm as
regards the tax-related matters for the labour it buys, and the contracts it engages in with
those supplying labour.
Other cost items are harder to measure and quantify. These include, potentially,
opportunity costs and costs of monitoring and surveillance by the public sector. Some
might also argue that the costs of debating and preparing revised versions of the legislation,
in parliament if needed, should be included as an element of cumulative cost:


Opportunity costs may in some cases be important. For example, in an evaluation of
the REACH regulation recently carried out by CSES survey interview findings
suggested that there was a significant transfer of R&D resources to administrative
activities to deal with the requirements of the Regulation.



Some of the wider market and competitive effects may also imply significant costs.



Tax payers, of which SMEs are a significant proportion, must also ultimately bear the
costs of enforcement and surveillance incurred by Member States which can be
substantial, as this may involve recruitment and training of people throughout the
EU, and in some cases setting up significant regulatory bodies to ensure compliance –
such as for example the European Chemicals Agency, or OSHA.

Our view is that the notion of “cumulative costs of compliance” is wide ranging and involves
estimates and measurements that vary widely in terms of their level of certainty and
robustness even between firms in a specific industry or at different stages in the value chain.
A study such as this will not produce a single, definitive number as its result. We expect a
range and positions within that range.
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Effects and Cumulative Effects
When considering effects of compliance, these could be considered as readily identifiable/
quantifiable or more intangible and hard to pin down. The most readily identifiable effect is
of course increased costs. Depending on the response to increased costs, there may be
effects on prices, employment, training, productivity, investment, innovation, market entry,
outsourcing, risk, uncertainty, and access to finance. The actual nature of those effects will
probably vary among firms in specific industry and over time. In many industries studies have
been conducted on the benefits of the legislation, and in recent years all new legislation is
preceded by an impact study. However, these ex ante studies are not conducted in terms of
actual experience, and it is highly likely that there are still sectors where follow-up studies
need to be carried out.
It has been agreed with the Steering Group that the focus of the study should be on those
effect that are more readily identifiable by the firms in question, rather than on more wide
ranging speculative effects that may emerge in the future. It is only once costs and benefits
have been considered that it is possible to move to a “net costs” (that is gross costs less value
of benefits) position as regards the effects of compliance with EU laws.
Conclusions - Review of Methodological Options
Studies of the effects of regulation on SMEs have been reviewed, classified and critiqued
with a view to extracting what might be of value for a study of the cumulative effects of EU
regulation. Four broad types of study have been distinguished – business perception studies,
compliance cost and cost-benefit studies, cross-national surveys of regulation and business
activity, and qualitative studies of business adaptation to regulation. A conceptual model has
been presented to show how regulation shapes SME activity and performance. This model
can be used to benchmark research designs to determine how well they might address
different aspects of a study investigating the cumulative costs of EU regulation.
All research designs presented face challenges/limitations in identifying, understanding and
measuring the cumulative effects of EU regulation: defining effects; ensuring negative effects
are not overstated and positive effects are not understated (acknowledging that SMEs have
only partial insight into regulatory effects); paying due regard to issues of agency and
dynamic effects; identifying EU regulation relevant to SMEs in particular sectors in particular
countries; estimating/measuring cumulative effects; the problem of gold-plating; and
generalizability of research findings from a sample to the relevant SME population. Dealing
with the issue of gold-plating presents a very serious and difficult challenge to the conduct of
fieldwork whatever research design is ultimately adopted.
The best approach is probably to combine elements of different study types in a single
research design to address the deficiencies of particular types of study. Reliance on a single
type of study might produce a partial and unbalanced assessment of the costs of the
cumulative effects of compliance to EU regulation on SMEs. All four types of study
potentially have something to contribute to the research design and might be combined to
go some way to achieving research objectives. Perception surveys might deliver data on
SMEs’ general perceptions of the effects of EU regulation. A compliance cost/benefit study
might attempt to gauge the magnitude of the effects. Cross-national surveys might guide the
development of research instruments, in particular the wording of particular questions.
Qualitative data is needed to obtain substantial insight into forms of SME
compliance/adaptation and their effects. But, it is unlikely that the full cumulative effects of
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EU regulation can be specified. It may be necessary to scale back research objectives to
something that is attainable yet still valuable for the Commission.
Identifying the Relevant Legislation to Compare Countries and Sectors
Whichever methodological approach is adopted the following process for identification of
relevant legislation is envisaged.
We will consult the DGENTR website, the relevant industry associations (EU and national
level), commission publications, such as the Acquis of the European Union under the
management of DG Enterprise and Industry list of measures (The “Pink Book”), and interview
some firms. One issue that has emerged is the potential number of bits of legislation that
could be involved. For example, in a parallel study to this one, CSES has found, in a
manufacturer of electrical equipment, the presence of 9 regulations of a product nature and
53 standards all of which have to be maintained and updated, and in addition there will be
those related to the various factors of production involved in the context of this study. Here
the option that presents itself is to concentrate on the larger most important parts, but the
proviso mentioned above concerning the cumulative costs
of many small or minor
measures will need to be born in mind as well. The plan is to develop a map of relevant
measures, some of which could be considered “vertical” relating to a particular sector, and
others as “horizontal” that affect all (or most) firms of given legal; personalities.
A more challenging matter to identify is the differences in ways that measures have been
applied in different Member States, and where appropriate, transposed into national
legislation, and where transposed, how that differed from what existed previously, if at all.
This will require discussions with EU and national industry associations and the relevant
national authorities in those Member States. We will identify the main measures. However, it
is unlikely that it will be possible to obtain a complete rendition of this for all sectors.
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APPENDIX B

SECTOR AND COUNTRY SELECTION

This appendix sets out the approach adopted as regards the selection of sectors and
countries to be the subjects of the study.
The context for this exercise in the overall project is set out in appendix A. The project
requires a comparative analysis of the situation in 9 Member States of five sectors to
assess the cost of the cumulative effects of compliance with EU legislation for SMEs.
Here we set out the approach to the selection of sectors as adopted by the Steering Group.
We set out the required criteria and the method used to choose the sectors. From this list,
we agreed a final selection of five sectors with the Steering Group for the research.

B.1

Sector selection

Sector selection criteria
The terms of reference specify that the sectors selected need to be present in all 9
economies and they must be “vital” for those economies. Other criteria for selection
provided in the terms of reference are:





They must be comparable.
They must be of similar relative size relative size (e.g. share in national GDP and labour
market) of the sector in the Member State.
They must be of sufficient absolute size (number of companies and full time equivalent
employees) - to enable valid sample sizes.
Data about the economic activity must be available.

Some comments as regards these criteria are made below.
Table B.2.1

Sector selection criteria

Criteria

Comments

Presence in all 9
economies

Presence is linked to the other criteria below: comparability, similar relative
size and absolute size, as well as availability of data. A presence of 1-2% in
Malta may not meet the required criteria of absolute size and availability of
data which could be met by a 1-2% presence in say, Italy or Spain.

“Vital”
for
economy.

“Vital” could include several dimensions – for example as a major employer,
viability of the sector (present and future), as a driver of future development,
a foreign exchange earner or as a provider of inputs to other sectors.

the

Comparability

Comparing sectors across such a diverse geo-economic landscape as exists in
the EU needs to be done with circumspection. For example the so-called
“chemical industry” in Romania is very different to that in Finland and that in
the UK. The sectors selected should be similar in the activities they carry out
– this may require a more detailed look at sub-sector level to ensure
comparability.

Similar relative size

Sectors should reflect a similar relative size in the economies in question to
make them comparable – for example tourism might be responsible for 15%
of GDP in one economy, but only half or less of that in other economies.
Similar situations might prevail as regards financial services, or agriculture,
for example. Inclusion of such sectors would skew results of the research.

Absolute size

This is a challenge in some smaller economies such as Malta and Estonia,
which is aggravated by the point about existence of data (below). From the
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point of view of a targeted CATI survey, there may not be a sufficiently large
population of firms in existence to obtain statistically robust results
(comparable to other countries), or enough firms of comparable activity.
Data availability

In some economies there is not NACE data available at the level of sector or
disaggregated level required (e.g. at firm level). It may be necessary to obtain
data (if it exists) from national Member State level rather than Eurostat data.

Sector selection approach
In order to ensure a robust selection system that meets these criteria to the extent possible
we have adopted a two-stage filtering approach to identify potential sectors for the study
and will use Eurostat data as the primary source. Where Eurostat data is not available, we
will do a case by case judgement.
The first stage consists of considering the Eurostat data at section and division levels to
identify sectors that can be excluded based on various criteria (see below). The second
stage involves considering the remaining divisions and sections in terms of the criteria listed
above to identify those to be put forward to the Steering Group for selection of the final
five.
First filter
Steps in the first filtering process were as follows:
1. Identification of NACE sections (A to U).
2. Exclusion of NACE sections dominated by the public sector, e.g. public administration
and defence (O), education (P), health and social work (Q).
3. Exclusion of NACE sections dominated by large employers, e.g. energy supply (D), water
and sewerage (E), transportation and storage (H).
4. Exclusion of special cases and atypical sectors, e.g. agriculture (A), mining and quarrying
(B), financial and insurance activities (K), other service activities (S), activities of
households (T), activities of extraterritorial organisations and bodies (U). We were also
advised that tourism is receiving specific attention and should not be considered for this
study.
5. Search on Eurostat to determine availability of data for NACE Sections and Divisions;
exclusion of sectors where the required data is limited, unavailable or not comparable,
e.g. agriculture, forestry and fishing (A).
6. Exclusion of NACE Sections that are subject to little sector-specific EU legislation, e.g.
real estate (L)
7. Identification of those sectors highlighted as priorities of DG ENTR, i.e. on Europa, e.g.
construction, food, electrical engineering, ICT, mechanical engineering.
8. For comparison, inclusion of sectors which are not priorities of DG ENTR and which are
the subject of little, if any, sector-specific legislation, i.e. office administrative, office
support and other business support activities (N82), sports activities and amusement
and recreation activities (R93).
Following the approach set out above, the following eleven sectors were identified as
candidates for the second, more detailed, filtering stage from which the final 7-10 to be
considered by the Steering Group would be selected. The eleven sectors are listed in the
table below, showing the appropriate NACE classification as well as any links to the
priorities of DG ENTR. In the sub-sections that follow, we consider the appropriateness for
selection of the sectors in more detail.
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Table B.2.2

Sector codes and DGENTR priorities

Sector
Food and drink
Iron and steel
Computer, electronic and
optical products
Electrical engineering
Machinery
Construction
Publishing
Telecommunications

Computer and information
services
Office and business support
services
Sports and recreation

NACE Code
C10 Manufacture of food products
C11 Manufacture of beverages
C24 Manufacture of basic metals
C26 Manufacture of computer,
electronic and optical products
C27 Manufacture of electrical
equipment
C28 Manufacture of machinery and
equipment
F Construction
J58 Publishing activities
J61 Telecommunications

J62 Computer programming,
consultancy and related activities
J63 Information service activities
N82 Office administrative, office
support and other business support
activities
R93 Sports activities and amusement
and recreation activities

Link to DG ENTR priority
Food industry

Information &
communication
technologies (ICT)
Electrical engineering
Mechanical engineering
Construction
Radio and
telecommunications
terminal equipment
(R&TTE)
Information &
communication
technologies (ICT)

The second filter
Here the sectors are considered in more detail.
(a)

Manufacture of food and drink (and tobacco products)

The manufacture of food includes processing and preserving of meat and production of
meat products; processing and preserving of fish, crustaceans and molluscs; processing and
preserving of fruit and vegetables; manufacture of vegetable and animal oils and fats;
manufacture of dairy products; operation of dairies and cheese making; manufacture of
grain mill products, starches and starch products; manufacture of bakery and farinaceous
products; manufacture of other food products; and, manufacture of prepared animal feeds.
Manufacture of beverages includes distilling, rectifying and blending of spirits; manufacture
of wine from grape; manufacture of cider and other fruit wines; manufacture of other nondistilled fermented; manufacture of beer, of malt and of soft drinks; and, production of
mineral waters and other bottled waters.
Manufacture of tobacco products is the whole category description.
The table below summarises the overall EU position.
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Table B.2.3

Food, beverages, tobacco characteristics

Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€220bn
4,669,100
287,491
223,290
47,399
10,906

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

Number of SMEs
DE

DK

32,389

1,588

EE

ES

377

27,830

IE

IT

539

57,016

LU

MT

164 …

PL

13,977

SE

3,454

SI

1,171

There appears to be a reasonable number of SMEs present in all the Member States in
question although in the case of Malta there is no Eurostat data available, and the number
in Luxembourg seems quite low.
Although the share of GVA varies from 4.39% in Ireland to 0.7% in Luxembourg, in most
countries it is around 2%, and represents a similar figure as regards share in total
employment. While the employment data for PL are missing, the GVA value suggests that
there should be a significant level at least comparable to other countries.
Given the necessity to ensure health and safety for human beings and animal welfare, the
processing and preserving of food and drink is also the subject of much European food
safety legislation.
(b)

Manufacture of base metals

Manufacture of basic metals includes manufacture of basic iron and steel and of ferroalloys; of tubes, pipes, hollow profiles and related fittings, of steel; manufacture of other
products of first processing of steel e.g. cold drawing of bars, cold rolling of narrow strip,
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and cold forming or folding and cold drawing of wire; manufacture of basic precious and
other non-ferrous metals (e.g. aluminium, lead, zinc , tin and copper); other non-ferrous
metal production and processing of nuclear fuel. It also includes casting of metals (e.g. iron,
steel, light metals) and other non-ferrous metals.
The table below summarises the overall EU position.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€61bn
1,167,100
17,953
10,914
4,096
1,960

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

Numbers of SMEs
DE
2707

DK

EE
163

IE
27 …

ES
1385

IT

LU
3823

MT
6 …

PL

SE
1003

SI
476

128

The GVA data suggests some presence of the sector in most Member States in question, but
it is not that large and quite uneven, from 0.82% in SL and 0.78% in DE to 0% in Malta and
Eurostat data for some countries is missing. Employment shares also show a good deal of
variation, and data is lacking in quite a few countries. Firm numbers suggest that in some
countries where GVA and employment data is lacking, there is a strong presence, for
example in Spain and Poland. But in some countries – Estonia and Luxembourg, firm
numbers are very low, they are missing in Malta and quite low in DK, IE and SL.
The iron and steel industries have historically been considered essential to a national
economy because of their contribution to the development of infrastructure and wider
economic development. They have also been of political significance because of their role in
armament production and, more recently, because of the decline in employment (and the
consequent need for redeployment of workers) in these industries in recent decades. Given
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the risks of pollution and to health and safety, these industries are also subject to a
considerable body of EU legislation, such as the Industrial Emissions Directive 2010/75/EU
(Integrated Pollution Prevention and Control).
(c)

Manufacture of computer, electronic and optical products

This sector covers the manufacture of electronic components and boards; of computers and
peripheral equipment; communication equipment; consumer electronics; instruments and
appliances for measuring, testing and navigation; watches and clocks; irradiation, electromedical and electrotherapeutic equipment; optical instruments and photographic
equipment; and of magnetic and optical media.
The overall position in the EU is summarised in the table below.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€73bn
1,410,600
44,100
32,000
7,600
2,560

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

Number of SMEs
DK

DE
536

EE
8150

IE
101

ES
93

IT
2643

LU
6128

MT
7 …

PL

SI
2776

303

SE
1718

The data suggest that in the case of LU there are very few firms, and in IE and EE numbers
are low, while data are not available for MT, although there is a fair presence throughout in
terms of percentage of national GVA and percentage of national employment.
This sector is also the subject of specific EU legislation intended to encourage common
standards and specifications that allow the free movement of goods within the internal
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market, whilst also ensuring safety in the production (e.g. use of chemicals), consumption
and disposal of such products.
(d)

Manufacture of electrical equipment

The manufacture of electrical equipment includes electric motors, generators, transformers
and electricity distribution and control apparatus; batteries and accumulators; wiring and
wiring devices; fibre optic cables; electric lighting equipment; domestic appliances; nonelectric domestic appliances; and, manufacture of other electrical equipment.
The overall position in the EU is summarised in the table below.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€88bn
1,470,900
52,000
38,669
8,745
3,050

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

Number of SMEs52
DE
5,905

DK

EE
434

ES
78

2,525

IE

IT
73

8,979

LU

MT
17 …

PL
2,160

SE

SI
982

389

LU seems to be bit low on companies, while IE and MT do not provide data.
Although some employment data seems to be missing, the %GVA data suggest a fair
presence in most countries.

Figure for Ireland only includes enterprises with <10 employees and with 20-249 employees; data on the
number enterprises with 10-19 employees is not available from Eurostat
52
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A major supplier to other sectors, electrical engineering is very sensitive to the economic
cycle. The sector is subject to a body of EU legislation that particularly relates to the safety
and compatibility of products, including the Electromagnetic Compatibility Directive
2004/108/EC (EMC) and the Low Voltage Directive (LVD) 2006/95/EC.
(e)

Manufacture of machinery and equipment nec

Manufacture of machinery and equipment (not elsewhere classified) is a broad sector
covering general purpose machinery such as engines and turbines (except aircraft, vehicle
and cycle engines); fluid power equipment; other pumps and compressors; other taps and
valves: bearings, gears, gearing and driving elements; other general-purpose machinery
(such as ovens, furnaces and furnace burners; lifting and handling equipment; office
machinery and equipment (except computers and peripherals); power-driven hand tools;
non-domestic cooling and ventilation equipment; other general-purpose machinery; metal
forming machinery and machine tools; and other special-purpose machinery (such as
machinery for metallurgy, mining, quarrying and construction, etc.).
The overall EU position is summarised in the table below.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€181bn
3,050,000
98,059
61,900
24,631
7,807

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

Numbers of SMEs
DE
15885

DK

EE
1660

126

ES
6170

IE
285

IT
24403

LU

MT
22 …

PL
4420

SE
3144

SI
779
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There seems to be a reasonable presence of the sector in most economies (employment
data are not available for PL in 2010) although it is quite low in MT, but the number of firms
in LU is low and not available for MT.
As a supplier to many other sectors, including agriculture and forestry, mining, quarrying,
construction, food and drink, textiles and leather, machinery and equipment is essential to
the wider economy but also vulnerable to the economic cycle. This sector also makes a
major contribution to the European economy as a strong export industry. The industry is
subject to a wide range of EU legislation.
(f)

Construction

Within construction is included: construction of buildings encompassing development of
building projects; construction of residential and non-residential buildings; civil engineering
including construction of roads, railways, motorways, bridges and tunnels; construction of
utility projects (e.g. for fluids, electricity and telecommunications); water projects and
specialised construction activities. It also includes demolition and site preparation; test
drilling and boring; and electrical, plumbing and other construction installation activities as
well as building completion and finishing (e.g. plastering, joinery installation, etc.); and,
roofing activities.
The table below summarises the position in the EU.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€686bn
15,857,300
3,292,331
3,090,322
195,528
20,531

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.
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Number of SMEs
DE
238,713

DK
31,558

EE
7,438

ES
370,837

IE
32,282

IT
607,685

LU
3,161

MT
…

PL
232,830

SE
87,079

SI
…

The data relating to construction makes it clear that this sector is well represented in most
of the countries under consideration, although in SL and MT firm numbers are not available
through Eurostat, there are significant numbers of firms present.
Construction is a major employer and essential to the development of infrastructure and
thus also to wider economic development. It is also highly sensitive to the economic cycle.
Given the risks inherent in construction activity, the sector is subject to a wide range of EU
legislation, such as for example relating to health and safety, including the Construction
Products Regulation (EU) No 305/2011 (CPR). According to the Commission, such legislation
is also intended to “ensure reliable information on construction products in relation to their
performance”.
(g)

Publishing

The publishing sector covers publishing of books, periodicals and other publishing activities,
including directories and mailing lists, newspapers, journals and periodicals, and publishing
of software and computer games.
The table below summarises the EU position.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€67bn
1,023,200
90,000
83,489
7,740
2,174

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.
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DK
1,387

EE
298

ES
7,984 …

IE

IT

LU
6,319

MT
127 …

PL
6,069

SE
6,266

SI
572

The charts and table suggest that publishing is a significant sector in most economies except
in the case of ES where we do not have Eurostat data. However, it is unlikely that the
position in ES will be different from that in the rest of the EU. There are many firms present
although there are no firm numbers in the case of IE and MT.
The boundaries between electronic and paper-based publishing are becoming increasingly
blurred, as more and more publications are published on-line as well as or instead of in
paper formats. The trend towards digitisation poses challenges to the industry, with many
SMEs struggling to invest in digital technologies and adapt their business models. As well as
its economic importance, the Commission highlights the role of the publishing industry in
the development and preservation of culture, information, education and democracy at
large.53
(h)

Telecommunications

Telecommunications
includes
wired
telecommunications activities, satellite
telecommunications activities.

telecommunications
activities,
wireless
telecommunications activities and other

The table below summarises the overall position in the EU.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€185bn
1,030,300
40,190
36,500
2,742
674

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

53

http://ec.europa.eu/digital-agenda/en/publishing-industries
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Number of SMEs54
DE

DK

2,446

EE
358

ES
143

4,911

IE

IT
364

3,790

LU

MT
77 …

PL
5,683

SE

SI
832

325

There seems to be a reasonable presence of the sector in all the countries in question,
although employment numbers are not available in LU and PL, and firm numbers are not
provided for IE and MT.
Europe’s telecommunications sector is considered to be a global leader, particularly in the
area of cellular communications. As well as being a significant employer in its own right, the
telecommunications sector is vital to the functioning of business and to the everyday life of
citizens. Indeed, the Commission highlights the fact that there are more than 250 million
daily internet users in Europe, and virtually every European owns a mobile phone. Its nature
requires the sector to be subject both to competition rules and legislation relating to sectorspecific issues such as radio spectrum, common technical standards and the safety of
products. The Radio Equipment and Telecommunications Terminal Equipment Directive,
Directive 1999/5/EC is particularly important in that respect.
(i)

Computer programming and consultancy, and information services

This includes Computer programming, consultancy and related activities, computer facilities
management activities, and other information technology and computer service activities.
Information service activities include: data processing, hosting and related activities; web
portals; other information service activities; and, news agency activities.
The overall position in the EU is summarised in the table below.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€201bn
3,236,200
609,000
582,911
29,133
5,839

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

54

Figure for Ireland only includes enterprises with <50 employees; data on the number of mediumsized enterprises (50 to 249 employees) is not available from Eurostat.

157

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector and Country Selection

B

Number of SMEs
DE
67763

DK
9540

EE
1781

ES
26284 …

IE

IT
80229

LU

MT
1358 …

PL
37487

SE
34699

SI
4124

The charts and table suggest that this sector meets the criteria required for all countries,
even if firm numbers for LU and PL are not provided.
The provision of these services has steadily grown in volume in recent decades, in line with
the increased use of ICTs. At the same time, increased possibilities for outsourcing such
services to other, lower-cost countries creates certain risks for the sector and a
corresponding need to adapt. There is also the need to for the necessary expertise to use
and exploit Key Enabling Technologies. The sector is the subject of a much lighter body of
EU regulation than is the manufacture of ICT products.
(j)

Office and business support services

This sector covers all aspects of office and business support services, including combined
office administrative service activities; photocopying, document preparation and other
specialised office support; activities of call centres; organisation of conventions and trade
shows; activities of collection agencies and credit bureaus; and, packaging activities.
The overall position in the EU is summarised in the table below.
Characteristic
Gross value added (at basic prices)
55
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€71bn
N/A
475,757
450,000
16,708
3,500

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

55

Eurostat figure is unavailable.
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Number of SMEs
DE
29,126.00

DK
2,394.00

EE
1,305.00

ES
36,778.00

IE
1,590.00

IT
72,875.00

LU
MT
528.00 …

PL
12,560.00

SE
4,658.00

SI
1,143.00

The charts and table suggest a reasonable presence across the countries in question
although % GVA for LU and MT and % employment data for LU, MT and PL are not available.
As a supplier to businesses and other organisations, the sector is reliant on the performance
of those sectors and thus relatively sensitive to the economic cycle. The sector is also
dominated by micro-enterprises employing less than 10 people. As a provider of a diverse
range of services rather than of products, it tends not to be the subject of sector-specific EU
legislation.
(j)

Sports, amusement and recreation

Sports and recreation covers a diversity of activities, including operation of sports facilities;
activities of sport clubs; fitness facilities; amusement and recreation activities; activities of
amusement parks and theme parks; and, other amusement and recreation activities.
The table below summarises the overall position in the EU.
Characteristic
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

56

Volume
€54bn
1,645,600
N/A
N/A
N/A
N/A

The following charts and table consider the position of the sector from the point of view of
the selection criteria listed above.

56

Data on the number of enterprises is unavailable from Eurostat.

159

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector and Country Selection

B

Number of SMEs
DE
39787 …

DK

EE
1754

ES
29224 …

IE

IT
26037

LU

MT
162 …

PL

SE

SI
1833

There does seem to be a certain comparability for the overall sector between the Member
States in question – even if data is missing in a few instances (IE % GVA, and ES and PL %
employment).
The growth of the “leisure economy” in recent years suggests that this sector may increase
in economic significance in the future, and its importance may grow in terms of a driver of
improved health for the population. Given the diversity of the sector, it is hard to identify
specific pieces of EU legislation that apply to the sector as a whole. EU legislation relevant
to this sector tends to relate either to health and safety (e.g. for amusement and theme
parks) or to be generic.
Selection of sectors
The key results of the preceding review of data are summarised in the table in landscape on
the following page.
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Sectors are ranked in terms of A, B and C where A is considered a strong candidate, B a potential candidate and C as a dispensable.
Ranking of sectors in terms of selection criteria.
Criteria

Manufacture of food,
beverages
and tobacco

Manufacture of base
metals

Manufacture of
computer,
electronic
and optical
products

Manufacture of
electrical
equipment

Manufacture of
machinery
and
equipment

Construction

Publishing

Telecommu
nications

Computer
programming
and
consultancy,
and
information
services

Office and
business
support
services

Sports and
recreation

Presence

Yes

Not for all

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Vital

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Comparable
Relative
size: GVA
Relative
size:
employme
nt
Absolute
size
Data*

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

0 – 0.8%

0.2-2.5%

Yes,
reasonably
0.2 – 3.2%

Yes

1-2%

Yes,
reasonably
0.2 -1.5%

2->8%

0.3 –0.9%

1- 4%

1-2.5%

0.1–0.6%

0.2-0.6%

Ranking

(most>0.5%)

1-2%

0 – 0.8%

0.2 – 1.2%

0.2 – 1.5%

0.5 – 2.0%

6 – 10%

0.2 –0.7%

0.3- 1%

1 – 2%

0.2-1.2%

0.4-1%

Sufficient

Gaps

OK (LU?)

OK (LU)

OK (LU)

OK

OK

OK

OK

OK

OK

Good

Gaps

Good

Good

Good

Good

Good

Good

Good

Good

Good

A

C

B

B

B

A

B

B

A

B

B

* No Eurostat firm data available for MT. Also for LU in several instances firm data is not available. Good” suggests data should be available.

161

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector and Country Selection

B

The table above suggest that there are three strong candidates for the five to be selected manufacture of food, beverages and tobacco (from which tobacco can be readily excluded),
construction, and computer programming and consultancy, and information services.
From the remainder, two more could be selected, but they could very possibly be
manufacture of electrical equipment, and manufacture of machinery and equipment.
However, the actual selection were to be considered and agreed with the Steering Group,
and the workshop participants may also wish to provide some inputs.
On the basis of the above findings and discussion with the Steering Group, the following
sectors were selected.
Sector name
Bakeries (manufacture)

Retail of bakery products
Construction
Electrical equipment

Computer programming

B.2

NACE code
10.71 Manufacture of bread; manufacture of fresh pastry goods and
cakes
10.72 Manufacture of rusks and biscuits; manufacture of preserved
pastry goods and cakes
47.1 Retail sale in non-specialised stores
47.2 Retail sale of food, beverages and tobacco in specialised stores
41.2 Construction of residential and non-residential buildings
27.1 Manufacture of electric motors, generators, transformers and
electricity distribution
and control apparatus
62.01 Computer programming activities
62.02 Computer consultancy activities

Country selection

The above considerations and conclusions as regards sector selection have implications for
country selection. Invariably, LU and MT tend to have small numbers of firms or sizes or %
shares of the sectors in question. This is not surprising given the size of those economies and
the extent to which they are specialised.
The two countries suggested as possible replacements; IE and SI would go a good way to
meeting those shortcomings. However, this matter is not independent of the methodological
approach selected.
If the large scale CATI survey approach were to be adopted, there would almost certainly be a
problem in terms of obtaining sufficient responses from MT and LU. However, if the more
detailed SCM approach is adopted, it may be possible to work with such smaller sample sizes.
For the study, the following countries were agreed: Estonia, Germany, Ireland, Italy, Poland,
Spain, Slovakia, Slovenia and Sweden.
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7.

APPENDIX C
LEGISLATIVE FRAMEWORKS AND
DESCRIPTION OF EU LEGISLATION FOR SECTORS SELECTED

In APPENDIX C, key elements relating to the legislative frameworks affecting the sectors
and events that this study focuses on are set out (see APPENDIX A - LITERATURE REVIEW,
METHODOLOGY DEVELOPMENT AND BIBLIOGRAPHY)

C.1

Introduction

An important early step in assessing the cumulative effects of the costs of EU law for SMEs is
to identify the relevant pieces of legislation and consider their likely effects. This
consideration has helped us in the consultation of stakeholders and SMEs. It will also help
with the formulation of recommendations as to how the design, implementation and
enforcement of legislation can impose the lowest level of costs on SMEs whilst still achieving
objectives related to health and safety, environment and consumer protection and the
functioning of the internal market.
In this section, we therefore consider legislation that is likely to affect SMEs. We consider
two cross-cutting areas of legislation, relating to businesses and employment in general. We
then consider legislation that is particularly relevant to the five sectors covered by this study
– though much of this legislation applies to many or all sectors, rather than only to the case
study sectors.

C.2

EU legislative framework: cross-cutting legislation

Cross-cutting business legislation
Within the current study, two areas of EU legislation were identified that can be considered
as particularly relevant to all SMEs. They relate to public procurement and value-added tax
(VAT). We consider each of them in turn.
First, there is EU legislation relating to public procurement. One of the notable
achievements of the legislative programme leading up to the realisation of the Single
Market in the early 1990s was the consolidation of a common framework for public
procurement – the purchasing of works, goods and services by public authorities. By
reforming earlier Directives dating from the 1970’s and establishing common rules of
procedure, important barriers were dismantled and public contracts were opened up to
competition from across the European Community. This was achieved through the
application of principles embodied in the EC Treaty - transparency, equal treatment,
proportionality and mutual recognition - to all contracts awarded by a public authority to
“third parties”. The legislation was codified in four core public procurement directives: The
Public Supplies Directive (93/36/EEC), the Public Works Directive (93/37/EEC), the Public
Service Directive (92/50/EEC) and the Utilities Directive (93/38/EEC).
These directives establishing the Single Market in procurement were revised in 2004,
notably in the new Utilities Directive (2004/17/EC) and the consolidating ‘Classic’ Directive
(2004/18/EC) on the coordination of procedures for the award of public works contracts,
public supply contracts and public service contracts. The revised Directives took into
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account developments in case law and also the results of a consultation, to which both
contracting authorities and suppliers contributed. They provide the basis for the rules that
apply currently, though new legislation was adopted in early 2014, with a further revision of
the provisions and the addition of a new directive on concession contracts. However, this
legislation is not yet in force. The Member States have until April 2016 to transpose the new
rules into their national law (except with regard to e-procurement, where the deadline is
September 2018).
From the perspective of businesses, the Directives currently in force govern the
implementation of the standard procedures associated with public procurement, including
the publication of calls for tender in the Official Journal, the permissible procedures to be
adopted, the observation of time delays between the publication of a call and the required
deadline for response, the permissible reasons for excluding tenderers, criteria relating to
financial and technical capacity and the restriction of the permissible criteria for the award
of a contract to the lowest price or the most economically advantageous tender. These
provisions are intended to ensure that markets are open and transparent to businesses,
including SMEs, but the provisions governing checks on the suitability of economic operators
tendering for contracts on the basis of criteria relating to their economic and financial
capacity, and their technical and professional knowledge or abilities can still appear
burdensome, especially when each authority has slightly differing requirements. This issue
and others, for example relating to the use of e-procurement, have been addressed in the
latest legislation.
Second, there is legislation relating to value-added tax (VAT). In operating in a single
market, the differing rules of each Member State governing VAT pose a series of problems
for enterprises, which Directive 2006/112/EC on the common system of value added tax was
intended to address, at least as far as this is compatible with Member States’ responsibility
for fiscal matters. This legislation brought together various provisions in a single piece of
legislation, providing a clearer overview of EU VAT legislation.
The common system of VAT aims to remove any distortion of competition through the
imposition of taxes on goods and services sold at each stage of production and distribution,
but allowing the tax paid on earlier stages to be reclaimed. Consequently (with a few
exceptions), the tax accounts for the same proportion of the value of a product, no matter
where it sits in the value chain. The legislation does, however, allow Member States to
charge different rates above a minimum of 15%, to have a lower rate (at least 5%) if they
choose on goods and services in a defined list and to have exemptions. There are also
exceptions and derogations. The United Kingdom and Ireland, for instance, apply zero rates
to certain goods and services, meaning that no tax is charged on them, but that tax paid on
inputs can be claimed back. The overall result, however, is that businesses face differing
standard rates across the EU (ranging from 15% to 25%) and also differing coverage and
procedures.
The 2006 Directive also establishes rules for the administration of VAT for goods and
services traded both within and across national borders and also in relation to imports from
outside the EU. It defines the concept of a ‘taxable person’ as any individual, partnership or
company that supplies taxable goods and services in the course of business, while also
establishing that a ‘person’ whose annual turnover is less than a threshold limit (which
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differs across the Member States), does not have to charge VAT on their sales. Taxable
persons are responsible for providing returns to the tax authorities of their country detailing
transactions, VAT charged and deductions for VAT paid on inputs. The Directive also
requires businesses to specify the VAT charged in invoices and, if they are registered, to
provide their unique VAT number.
The legislation establishes that VAT is charged on services in the location where the service
is performed and that if a good or service is exported (to countries outside of the EU) no
VAT is chargeable, though the VAT already paid on inputs can be deducted. VAT must be
paid on goods imported. For goods sold to other EU countries, those supplied to taxable
persons (or VAT registered traders) are exempted (zero-rated) as long as the person
receiving the goods can provide a VAT number. The person receiving the goods is
responsible for the VAT due on the transaction and needs to account for any VAT due in his
normal VAT return at the rate in force in the country of destination.
It can be seen that businesses have a large responsibility in the operation of the VAT system.
Cross-cutting employment legislation
One of the main intentions of EU employment legislation is to ensure fair and safe
employment practices, so that the European Single Market does not lead to a lowering of
labour standards or distortions in competition. Labour law is primarily a competence of
Member States and for that reason, EU employment legislation is limited to two main areas:
working conditions and information and consultation of workers. There are around 48
pieces of EU employment legislation, of which most are Directives, and which can be
grouped into the following main types.
All employers across the EU are required to comply with a body of European labour law
focussed on ensuring equality and preventing different forms of discrimination, such as the
Directives on equal treatment in employment and occupation (2000/78/EC), racial
discrimination (2000/43/EC), equal pay between men and women (75/117/EEC), equal
treatment for men and women as regards access to employment, vocational training and
working conditions (76/207/EEC) and in occupational social security schemes (96/97/EC). It
could be expected that employers would not incur significant burdens in complying with the
substance of this legislation; indeed, there is evidence that ensuring equality is good for
business.57 They might, however, incur an administrative burden in monitoring their own
performance and retaining evidence of compliance.
There is a body of legislation that recognises the need for protection of employees in
particular situations. Two Directives ensure that employees undertaking fixed-term work or
part-time work are treated no less favourably than permanent or full-time employees, e.g.
with regard to pay, holidays, access to training, etc. The Fixed-Term Work Directive also
outlaws the abuse of successive fixed-term contracts between the same employer and
employee for the same work. There are also Directives giving protection to young people,
pregnant workers and workers that have recently given birth or who are breastfeeding, and
workers requiring parental leave. The extent to which these Directives impose costs on
57

See, for example, DG EMPL (2005), The Business Case for Diversity.

165

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Legislative frameworks and description of EU
legislation for sectors selected

C

business would be a matter for empirical research; employers may incur both substantive
and administrative costs of compliance, but these might be less than the benefits of higher
productivity, staff motivation etc. that are typically associated with good working
conditions.
Other pieces of legislation relate to working conditions. The Employment Conditions
Directive (91/533/EEC) establishes employers’ obligation to inform employees of the
conditions applicable to the contract or employment relationship, except for employees
hired for one month or less or those on a working week of eight hours maximum and others
whose employment is of a casual and/or specific nature. Given these exemptions, much of
the requirements by this Directive are likely to be fulfilled by the “business-as-usual”
activities of responsible employers. In contrast, the Working Time Directive (2003/88/EC),
which limits the working week to 48 hours (for most occupations) and stipulates mandatory
rest periods on a daily, weekly and annual basis, has proved more contentious. Some
employers’ organisations have claimed that it imposes unreasonable costs on business,
whilst the labour unions have demanded more effective protection. DG EMPL reports that
talks between European workers' and employers' organisations were held throughout 2012
as part of the review of the Directive, but that no agreement was reached.58
European legislation has also created rights for employees and their representatives to be
informed and consulted, particularly where significant changes to the level, nature or
structure of employment are proposed within an enterprise, e.g. collective redundancies,
insolvency, transfer of undertakings, cross-border mergers. Compliance with this body of
legislation will impose a very direct cost on enterprises employing at least 50 employees (or
at least 20 employees, to the choice made by the Member State). However, there is the
potential for these forms of social dialogue to create better employer-employee relations,
which can ultimately have a net effect on revenues or profits that is positive.
Last, there is a body of legislation relating to health and safety. Two Directives apply across
the workforce, ensuring minimum requirements for the workplace and promoting measures
to improve health and safety at work. A number of Directives are not particularly relevant to
the current study as they cover specific sectors (e.g. working time in the air, rail, sea and
road sectors). Other Directives address very specific risks and might be particularly relevant
to employers in the construction and (to a lesser extent) electrical engineering sectors
covered by this study. They address risks related to temporary and mobile work sites,
boreholes, extraction and prospecting, explosive atmospheres, appropriate equipment,
working at height, manual handling and health and safety signs. The Directive on display
screens would also cover desk-based employees across all sectors. Businesses across all
sectors would incur very direct costs in complying with the substantive requirements of this
body of legislation, e.g. in terms of purchasing equipment or following particular
procedures. They would also incur an administrative cost in monitoring their workplaces and
retaining evidence of compliance. However, many of the costs of compliance could be
considered as “business-as-usual”, since responsible employers would not wish to incur the
costs and loss of productivity associated with accidents and injuries, as well as the risks of
litigation and adverse publicity.
58

http://ec.europa.eu/social/main.jsp?catId=706&langId=en&intPageId=205
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C.3

EU legislative framework for specific sectors

The construction sector
The diversity of activities within the construction sector - and the corresponding diversity of
risks – means that there is not one overarching piece of legislation affecting all operators.
Instead, there is a range of legislation, some of which is specific to this industry and some of
which is generic to all sectors. Depending on the nature of its activity, an SME might have to
comply with several pieces of legislation but not with the whole body. Within the overall
body of legislation, we can identify some particular areas that are likely to apply.
First, there are at least eight Directives requiring compliance with health and safety
standards (some of which relate to employment as discussed above). There are different
steps that need to be taken to ensure compliance with these standards including:










Appoint of health and safety managers and comply with opinions of external health
and safety managers (92/57/ECC);
Conducting risk assessments and determining risks according to specific procedures
and standards (94/9/EC, 2003/10/EC, 2009/148/EC, 2006/42/EC);
Ensuring that risk exposure is not excessive (90/269/EEC, 94/9/EC, 2003/10/EC,
2009/148/EC);
Providing equipment to workers and assessing the quality of equipment according
to common guidelines, (2001/45/EC, 89/656/EEC, 2003/10/EC);
Evaluating whether health and safety requirements of work sites are met and
regularly inspection work sites (Annex IV of 92/57/ECC, 2001/45/EC);
Providing information to employees, offering training and consulting employees on
health and safety considerations (2001/45/EC, 90/269/EEC, 2003/10/EC);
Health surveillance, e.g. where hearing is affected or other severe health issues can
arise (e.g. asbestos) (2003/10/EC, 2009/148/EC);
Compliance with procedural requirements, for instance asking authorities for
permissions (2009/148/EC)
For employees, wearing personal protection equipment provided by the employer
(89/656/EEC and actively contributing to consultation or training (2001/45/EC,
90/269/EEC, 2003/10/EC).

As with the health and safety legislation relating to employment, this body of legislation
would impose very direct costs on construction companies in terms of purchasing
equipment, following particular procedures, monitoring their workplaces and retaining
evidence of compliance. But again, many of these costs of compliance could be considered
as “business-as-usual” for responsible employers who wish to minimise the risks and costs
related to accidents and injuries in the workplace.
Another important field covered by four different directives in the construction area is
environmental sustainability. The relevant directives: Energy Efficiency Directive
2012/27/EU, Eco-Design Directive 09/125/EC, Waste Management Directive 2008/98/EC
and Landfill Directive 99/31/EC impose obligations operators. Respectively, measures that
need to be taken by producers include the establishment of energy efficiency schemes, the
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compliance with product requirements and the compliance with procedural requirements of
waste disposal.
The current study has mostly been focussed on the provision of construction services. It is
also worth highlighting two Directives that deal with the establishment of technical
standards, which are intended to facilitate the free movement of goods in the internal
market. The Machinery Directive 2006/42/EC establishes a conformity assessment
procedure to certify that machinery meets essential EU-wide requirements. This test can be
either conducted by the manufacturer or by a notified body. By applying a similar approach,
the Construction Products Regulation 305 (2011) establishes a “common technical
language", offering uniform assessment methods of the performance of construction
products. The language shall be applied by manufactures, competent member state
authorities and by users. The overarching aim of this standard-setting is to achieve
credibility, simplification of procedures and clarification of basic concepts. From the point of
view of SMEs providing construction services, certain compliance costs might be incurred in
using machinery and construction products in conformity with the EU legislation. Against
this can be set the benefits of wider (and sometime cheaper) access to products and
machinery that conforms to common EU standards.
The electrical engineering sector
Companies in the electrical engineering sector must comply with a body of legislation that
relates to the safety, standards, safe disposal and environmental sustainability of their
products and production processes.
Regarding safety, there is the requirement to comply with the General Product Safety
Directive (GPSD) (2001/95/EC), which applies to all consumer products (unless specifically
covered by other EU legislation). The GPSD provides a generic definition of a safe product
and requires producers to have the safety of their products assessed against EU standards,
Community technical specification and codes of good practice. Producers must also inform
consumers of the risks associated with their products, take steps to minimise risk and
ensure traceability of products. Ensuring conformity with the GPSD imposes a cost on
producers but provides the opportunity to supply products across EU28. The cost of
compliance with the GPSD would usually be lower than the cost of compliance with 28
different sets of safety requirements at national level. Employers in the electrical
engineering sector may also have to comply with some of the health and safety legislation
relating to employment discussed above, for example, relating to explosive atmospheres,
appropriate equipment, manual handling or health and safety signs. Those working in a
potentially explosive atmosphere would also have to comply with the ATEX Directive
(94/9/EC).
Regarding standards, a producer of electrical engineering products might have to comply
with several Directives, depending on the nature of the product. These include the
Machinery Directive (2006/42/EC), Electromagnetic Compatibility Directive (2004/108/EC)
and Low Voltage Directive (2006/95/EC). As with all EU product legislation, these Directives
impose a direct cost relating to the conformity assessment procedures required to certify
that products are compliant. Again, these costs, although not insignificant, might be
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expected to be lower than the costs of complying with 28 different sets of national
legislation.
Two pieces of legislation relate to the recycling and use of hazardous substances in
electrical and electronic equipment. The Waste Electrical and Electronic Equipment (WEEE)
Directive (2012/19/EU) imposes the responsibility for the disposal of waste electrical and
electronic equipment on the manufacturers or distributors of such equipment. Those
companies must establish an infrastructure for collecting WEEE, although this can take the
form of a fee paid to national producer compliance schemes. The WEEE Directive thus
clearly imposes a very significant cost on (responsible) producers and offers little, if any
direct benefit to them, except perhaps better access to valuable raw materials. The
Restriction of Hazardous Substances Directive 2002/95/EC (RoHS) restricts the use of six
hazardous materials in the manufacture of various types of electronic and electrical
equipment. As with other EU product legislation, compliance with RoHS requires producers
to follow a conformity assessment procedure, which implies a certain cost. Whilst producers
have complained about the high cost of compliance, there are reports of RoHS stimulating
innovation and technological advances in production.
Last, there is the Eco-Design Directive (2005/32/EC), which defines environmental
requirements for energy-using appliances. The Directive applies to all such products placed
on the market, as well as parts that are intended to be used in such products. It does not
impose mandatory requirements for specific products but instead relies on implementing
measures and voluntary agreements. To be compliant, producers must follow the
conformity assessment procedure, apply the declaration of conformity and retain technical
data on the appliance. As with RoHS, this imposes a certain cost on producers, but there is
again evidence of the legislation driving innovation and technological development, which
can help producers in serving global markets.
The food sector (bakeries)
The health, hygiene and environmental risks associated with food manufacture and
distribution mean that these sectors are significant body of EU legislation. This legislation
aims to protect human life whilst facilitating the functioning of the internal market. An
overarching Regulation sets out General Principles and Requirement of Food Law
(178/2002), including risk analysis, the precautionary principle, transparency and
traceability. The Regulation the clears lays the primary responsibility for ensuring the safety
of food with the food business. Food businesses must also comply with a number of specific
pieces of legislation.
Some of this legislation relates to food labelling and nutrition and health claims. Regulation
1169/2011 on Food Labelling specifies a number of requirements for producers including
general rules on labelling and rules for specific foods (e.g. beef, chocolate). Food labels must
be indelible and easy to see. They must indicate certain ingredients as a percentage of the
final product and substances known as allergens. In general, nutrition labelling is governed
by Council Directive 90/496/EEC, as amended by Commission Directives 2003/120/EC and
2008/100/EC. More specifically, Regulation (EC) No 1924/2006 regulates any claims which
states, suggests or implies that a food has particular beneficial nutritional properties, e.g.
related to energy, fat content, protein, sugar and salt.

169

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Legislative frameworks and description of EU
legislation for sectors selected

C

Food products are also subject to EU legislation relating to Product packaging, namely
Regulation 1935/2004. This Regulation covers packaging, bottles (plastic and glass), cutlery,
and adhesives and inks for printing labels. It includes specific provisions concerning “active”
and “intelligent” packaging which extends the shelf-life of food or which reacts when food
has gone off. Food contact materials must also be traceable from production to sale. The
nature of materials and articles intended to come into contact with food is to be described
on their labelling. Compliance with the Regulation imposes a substantive cost on producers
(i.e. in terms of using particular materials or following particular processes), as well as an
administrative cost (in terms of monitoring and demonstrating evidence of compliance).
However, for businesses serving the European market, these costs are likely to be less than
the costs of compliance with 28 separate pieces of national legislation. Moreover, high
standards are likely to boost consumer confidence and thus sales.
Food hygiene is also a very important area of legislation for food businesses. Regulation
852/2004 applies basic common hygiene requirements on food businesses, with specific
requirements for certain categories of food. All businesses subject to the Regulation must
conform to the Hazard Analysis and Critical Control Point (HACCP) principles. Such
businesses are subject to routine inspection by enforcement officers of the relevant national
or regional authorities who check that the business has an appropriate HACCP-based food
safety management system in place. Compliance with HACCP clearly involves a degree of
cost. However, it can be argued that such costs are largely a “business-as-usual” cost for any
responsible and reputable producer.
The IT services sector
The body of EU legislation relating to IT services and programming is relatively light,
reflecting the low level of risks posed to health, safety and the environment. As well as the
cross-cutting legislation relating to businesses and employment in general (described
above), we can highlight certain pieces of legislation that are highly relevant for firms in the
IT sector, but also relevant to any business that uses IT equipment, has a web site or sells
goods online.
First, Directive (90/270/EEC) addresses the risks used by Display Screen Equipment. In
terms of enterprises using IT equipment as part of its normal business operations, there are
health and safety issues, the most significant of which relates to the use of display screens.
European legislation protects the safety and health of workers using display screen
equipment through Directive 90/270/EEC, which is intended to supplement the general
provisions of Directive 89/391/EEC concerning health and safety at work. The Directive
mainly applies to desktop computers where there is prolonged and continuous use. Laptop
and other portable systems are excluded except where they are in prolonged use at a
workstation Other exclusions include computer systems mainly intended for public use,
workstations and computer systems on board a means of transport, traditional typewriters
and equipment having a small display (calculators, cash registers, etc.). Under the Directive,
employers are obliged to evaluate workstations with a view to bringing them into line with
the requirements of the Directive, inform, consult and train workers in relation to the
relevant issues, organise the daily activities of workers using display screen equipment so
that they are interrupted by breaks or changes of activity and arrange for workers to
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undergo eye tests before commencing their display screen work, and subsequently at
regular intervals and especially if visual difficulties develop. If necessary, employers must
provide employees with special corrective appliances, without charge.
Most businesses these days store data electronically, relating to their customers, associated
businesses and their employees. The storage and management of these data must conform
to European legislation in this area, currently in the form of the Data Protection Directive
(95/46/EC), as transposed into national legislation. The legislation, in fact, relates to the
processing of any ‘personal data’, by which is meant information that can be directly or
indirectly related to an identifiable natural person. ‘Processing’ of these data is subject to a
series of rules, ensuring that the data are only used for the purpose for which they were
collected or for other legitimate purposes (defined in the legislation) and that they are
properly managed to ensure their security. In 2012, the European Commission proposed a
substantial reform of the EU's data protection rules, but there has been considerable debate
over these proposals and the text of a new Regulation and supporting Directive are still
under consideration by the European Parliament and the Council.
Under current legislation, businesses are required by the 1995 Directive to nominate a data
controller, who is responsible for compliance with the legislation. The business and its data
controller must register with an independent supervisory authority, set up in each Member
State, with the remit to monitor data protection, give advice to the government and to start
legal proceedings when appropriate. Registration may involve paying a fee.
The current regime has caused certain difficulties, especially for enterprises operating across
several Member States, since it has been necessary to register in each country and to follow
the rules established in the local implementation of the Directive. The proposed new
Regulation aims to address this problem by establishing a single data protection authority
for each business.
The legislation also restricts the transmission of data outside of the EU to jurisdictions that
do not have similar provision for data protection.
Second, businesses developing or using computer programs need to respect the intellectual
property of other computer programmers if they are incorporating code or ideas into their
own work. The Legal Protection of Computer Programs Directive (2009/24/EC) established
a European-wide basis for this principle and confirmed that programs (and their preparatory
design material) should be protected, under the law of copyright, as literary works within
the meaning of the Berne Convention for the Protection of Literary and Artistic Works.
The Directive also sets out limitations of the exclusive rights of the right-holder, establishing,
for instance, that a person having a right to use a computer program may make a back-up
copy in so far as it is necessary for that use. This person may also observe, study or test the
functioning of the program in order to determine the ideas and principles which underlie
any element of the program without the agreement of the right-holder. There are also
provisions designed to facilitate the interoperability of computer programs.
Third, businesses advertising or selling goods and services online are directly covered by the
Directive on electronic commerce (2000/31/EC) – as are online service providers. In effect,
virtually any commercial web site is covered, not just those explicitly involved in e-
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commerce. Enterprises providing web sites and e-commerce software for their clients will
usually need to ensure that the software they provide complies with the Directive as
implemented in the Member States in which their clients operate.
The Electronic Commerce Directive, adopted in 2000, aimed to establish an Internal Market
framework for electronic commerce, providing common rules on issues such as the
transparency and information requirements for online service providers, commercial
communications, electronic contracts and limitations on the liability of intermediary service
providers. It provided legal certainty be determining that information society services are
subject to the law of the Member State in which the service provider is established and that
Member States in which an information society service is received cannot restrict them.
At a practical level, businesses covered by the Directive need to ensure that they provide a
minimum amount of information on their web sites, including their name, geographic and
email addresses, a company's registration number and other details of registration in trade
or similar registers, the VAT number, details of any professional body with which the service
provider is registered, professional titles and the Member State where that title has been
granted and where the service provider exercises a regulated profession, reference to the
applicable professional rules. Prices must be clear and unambiguous and state if they
include tax and delivery costs.
The Directive also has provisions governing the placing of an order online, including allowing
purchasers to review and correct information they have entered and the need to
acknowledge the receipt of an order. Finally, the E-commerce Directive gave Member States
discretion to determine whether spamming is allowed. So, there are variations across
Member States in the extent to which spamming is lawful.
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APPENDIX E SECTOR REPORTS

E.1

Introduction

In this appendix, sector reports for the five sectors under consideration in this study are provided.
They are based on the interview programmes and some additional desk research where relevant.
The table below sets out the number of sector interviews by country that the reports are based on.
Within the individual sector reports more detail is provided in terms of a breakdown by events in
question. In a few instances there were more than one event discussed in an interview so that the
total number of events discussed was 262. In each sector report the number and breakdown by
type of the events is provided.
Table E.1.1 Number of interviews by country and sector
Sectors

Construction
of residential
and nonresidential
buildings

Electrical
equipment
- electric
motors

Food
manufacture
- bakery

Food retail
- bakery
products

Member States
DE Germany

5

7

6

5

ICT - computer
programming
and
consultancy/
information
services
9

Grand
Total

EE Estonia

7

4

7

5

7

30

ES Spain

5

3

2

3

7

20

IL Ireland

4

4

7

1

4

20

IT Italy

-

7

9

7

7

30

PL Poland

4

5

7

5

7

28

SE Sweden

5

5

7

6

7

30

SI Slovenia

9

2

6

5

8

30

SK Slovakia

6

5

6

6

7

30

Grand Total

45

42

57

43

63

250

32
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The distribution of interviews between sectors in terms of firm size categories (micro, small and
medium) is provided below.
Table E.1.2

Distribution of interviews between sectors in terms of firm size categories
Bakeries

Construction

Micro

Small

Medium

Total

Micro

Small

Medium

Total

Estonia

0.0

3.4

10.2

13.6

0.0

4.7

11.6

16.3

Germany

0.0

0.0

13.6

13.6

0.0

4.7

7.0

11.6

Ireland

3.4

3.4

3.4

10.2

2.3

4.7

4.7

11.6

Italy

8.5

3.4

5.1

16.9

0.0

0.0

0.0

0.0

Poland

0.0

6.8

5.1

11.9

0.0

4.7

4.7

9.3

Slovakia

0.0

3.4

6.8

10.2

0.0

2.3

11.6

14.0

Slovenia

0.0

5.1

5.1

10.2

0.0

14.0

9.3

23.3

Spain

0.0

0.0

0.0

0.0

0.0

0.0

2.3

2.3

Sweden

0.0

6.8

6.8

13.6

0.0

2.3

9.3

11.6

11.9

32.2

55.9

100.0

2.3

37.2

60.5

100.0

Electrical Equipment

ICT Services

Micro

Small

Medium

Total

Micro

Small

Medium

Total

Estonia

2.3

0.0

7.0

9.3

0.0

3.2

9.5

12.7

Germany

0.0

4.7

14.0

18.6

0.0

6.3

7.9

14.3

Ireland

4.7

2.3

2.3

9.3

0.0

1.6

4.8

6.3

Italy

0.0

2.3

14.0

16.3

1.6

4.8

4.8

11.1

Poland

0.0

4.7

7.0

11.6

0.0

6.3

4.8

11.1

Slovakia

2.3

0.0

9.3

11.6

0.0

1.6

9.5

11.1

Slovenia

0.0

2.3

2.3

4.7

0.0

6.3

6.3

12.7

Spain

0.0

0.0

7.0

7.0

0.0

0.0

7.9

7.9

Sweden

0.0

2.3

9.3

11.6

0.0

3.2

9.5

12.7

9.3

18.6

72.1

100.0

1.6

33.3

65.1

100.0

Retail-Bakery
Micro

Small

Medium

Total

Estonia

0.0

4.8

7.1

11.9

Germany

0.0

2.4

9.5

11.9

Ireland

2.4

0.0

0.0

2.4

Italy

11.9

0.0

7.1

19.0

Poland

0.0

7.1

4.8

11.9

Slovakia

2.4

4.8

7.1

14.3

Slovenia

0.0

2.4

9.5

11.9

Spain

0.0

0.0

2.4

2.4

Sweden

0.0

9.5

4.8

14.3

16.7

31.0

52.4

100.0
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Structure of the reports

Each sector report has been structured as follows.
First, some contextual information about the sector is provided since this has an impact on the costs
and cumulative effects of legislation. Then the profile of interview responses by country and type of
event is provided. This is followed by a concise summary as to what types of legislation might accrue
to specific events.
Subsequently, the responses to the interviews are set out and discussed under the following main
headings:


Categories of legislation complied with (e.g. employment, business-related, product-related and
environmental).



Analysis of compliance actions and costs – based on the Standard Cost Model (SCM) approach in
that a distinction is made between familiarisation costs, adaptation costs and administrative
costs. This categorisation was used to assess the actions take and their costs.



Enforcement – issues relating to enforcement specific to the sector.



The effects of legislation on costs, events and overall (cumulative) effects.



Conclusions

As regards the identification and assessment of the overall effects, the ten elements identified in the
survey have been used as a proxy for “cumulative effects”. The ten “elements” are further grouped
into three categories: people/ customers; markets and operations. The “averages” are obtained by
scoring a firm’s “strong agreement” as +2, “agreement” as +1, neutral = 0, “disagree” as -1 and
“strongly disagree” as -2. When looking at individual country results, it should also be remembered
to scale these in terms of the size of country to get overall picture e.g. a strong negative in Estonia is
different to a slight positive in Germany.
It should be stressed that whilst some useful cost data has been obtained, many SMEs that
participated in the study could not readily distinguish between EU and non-EU legislation, nor could
they produce useful cost data. As a result, we have used our own knowledge where appropriate to
tease out differences and to interpret the information provided.
E.1.2

Assessment of costs and effects of compliance

On the basis of these reports it has been possible to characterise the nature of the legislation the
sectors are subject to and to rank the sectors in terms of costs.
The ranking has been based on the following factors.






The extent of legislation present in the sector
Responses to the question as to whether compliance has led to a reduction in costs
Incidence of compliance costs
The nature of the inspection regime/ scope for non-compliance
Qualitative responses in interviews with enterprises and associations.

As regards the question as to whether EU legislation has led to a reduction in costs, the least
negative response was from the ICT Services sector, followed by bakeries and electrical equipment,
then construction and food retail.
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When considering how and where compliance costs impact the sectors (familiarisation/ adaptation/
administration), the results suggest the following: in the case of bakeries, while familiarisation costs
and adaptation costs are present, most costs are incurred through administration (e.g. monitoring,
reporting), and these costs tend to be relatively low. In the case of construction, the sector is
subject to a very broad range and scope of legislation given the extensive interaction with the public
and the environment and the degree of hazard inherent in construction activities, so costs are
continually incurred throughout the whole familiarisation, adaptation and administration process,
leading to a high level of overall compliance costs. As regards electrical equipment, there are
important familiarisation costs and adaptation costs to design the standards into the products, as
well as administration costs, again given the inherent hazards of working with electrical power
equipment. So costs here are also relatively high. In the case of ICT services, cost levels are low
overall. For retail of food products, there are familiarisation costs, and there might be some
adaptation costs, and some administrative costs, but overall the level of costs is quite low.
A further key factor that influences compliance cost levels strongly is the level of compliance and the
nature of the inspection regime. Given the inherent hazards and high levels of risk present in the
construction and electrical equipment sectors, there is less inertia to comply with legislation,
especially when, as is very much the case in these two sectors, there is quite an intensive supply
chain involved and the whole supply chain is subject to compliance in order for the final product to
be able to comply. There is therefore inspection and monitoring by the private sector over and
above what public bodies may carry out. This is only partly present in the case of bakeries and
bakery retail where larger contracts with regional or national supermarkets are in question that
triggers robust internal compliance mechanisms. This was not mentioned as a factor in ICT Services
interviews.
On the basis of the preceding considerations we rank the costs of compliance in the sectors as
follows, with 1 as highest and 5 as lowest. It should be born in mind that there may be significant
differences between enterprises within a sector, related to for example, the size of the enterprise,
the nature of the sector (relatively few or many micro/ small firms) and the nature of clients served)
1.
2.
3.
4.
5.

ICT services
Food retail (bakery products)
Food manufacture (bakeries)
Construction
Electrical equipment manufacture
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E.2

Food Manufacture: bakeries

E.2.1

Introduction and sector profile

Estimated annual consumption of bakery products across Europe is 40 - 45 million tonnes, of which
around 80% is bread and 8% viennoiserie, 10% patisserie and 2% savoury.59 However, there are
significant national variations as regards: per capita bread consumption ranging from 80kg in Austria
and Germany to less than 50kg in the UK and Ireland; the balance between bread and other bakery
production (55-45% in Cyprus, close to 90-10% in Poland and Latvia); and freshness with less than
10% fresh in Estonia and about 99% fresh in Turkey.
Whilst overall demand is stable, its nature is changing as consumers seek greater variety and
convenience. This has resulted in a wider selection of wholemeal breads, increasing popularity of
speciality breads, rising sliced and wrapped bread, and morning goods.
The sector is subject to wider – but often contradictory - social trends, which, on the one hand,
encourage healthier diet, whilst, on the other, encourage more convenience and (unhealthy)
indulgence, as less time is spent on home food preparation and consumption
The European bakery product sector can be characterised as consisting of two main types of
business. On the one hand there are very many micro and small businesses, often family-owned,
generically known as “craft” (or artisanal) bakeries; on the other there is a smaller group of large
bakeries, known as “industrial” bakeries, some of which can be very large.
There is a wide variation in market shares of these two types in different countries. At one end of
the scale, in Bulgaria, 39 industrial bakeries account for 87% per cent of production and 816 craft
bakeries for 10%.60 At the other end of the scale, in Greece, 22 industrial bakeries account for 3.5%
of production and 8,000 craft bakeries for 93%. Data that is available about countries that are part
of this study are set out in the table below. In Estonia we were told that the five largest firms have
some 80-90% of the market.
Table E.2.1 Bakeries - production and market share 2012
Country

Germany
Italy
Slovenia
Spain

Number of
industrial
bakeries
50
190
289
40 (frozen dough)

Number of craft
bakeries
11,000
25,000
190
13,000

Market share of
industrial
bakeries (%)
40
15
55
19

Market share of
craft bakeries (%)
45
85
45
47

Source: AIBI Bread Market Report 2012, July 2013, p.4

These businesses differ markedly in terms of the nature of their operations. For example, as regards
employment, not only do the industrial bakeries employ more people, for which different control
systems are required, but the often have higher staff turnover and are based on more impersonal
relationships, all of which has implications for regulation and compliance. So in many ways craft
bakeries are spared much of that. On the other hand, if there is a legal case against a small bakery, it
can destroy it, whereas a larger firm will survive more easily. Also as regards markets, which for craft
bakeries tend to be local or within a small radius (e.g. 30-40 km), it means they do not have to use
59
60

Gira (2013); The Gira European Bakery Panorama, Mini Market Report 2013, p5
AIBI, Bread Market Report 2013
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specialised trucks to transport produce, and often do not have to package it, which also has
implications in terms of regulation and cost, as will be seen below. It also means that craft bakeries
are more dependent on new products and services for business as they cannot compete in terms of
scale and low cost, an area where the industrial bakers can operate on regional, national or even
global scale.
This division therefore is critical as regards costs and effects of legislation, and also for firm growth if
businesses want to move from the smaller playing field into the larger arena.
E.2.2

Respondent profile

The findings of this bakery sector report are based interviews relating to 62 events spread across
different countries and events, as set out in the table below:
Table E.2.2 Manufacturing (bakery) sector – interviews breakdown

Country

Recruited a
new
employee
Nº

Estonia
Germany
Ireland
Italy
Poland
Slovakia
Slovenia
Spain
Sweden
Total

1
2
3
0
3
2
2
1
1
15

%

7
13
20
0
20
13
13
7
7
100

Invested in a
new plant and
machinery
Nº

0
1
1
3
0
2
2
1
2
12

%

0
8
8
25
0
17
17
8
17
100

Developed a
new product or
service
Nº

5
2
2
7
4
1
2
0
4
27

%

19
7
7
26
15
4
7
0
15
100

Entered a new
market
elsewhere in
the EU
Nº
%

0
0
1
0
0
0
0
0
1
2

0
0
50
0
0
0
0
0
50
100

Other
Nº

2
3
0
0
0
1
0
0
0
6

%

33
50
0
0
0
17
0
0
0
100

Total
Nº

8
8
7
10
7
6
6
2
8
62

%

13
13
11
16
11
10
10
3
13
100

As the table above shows, some 24% of interviews were regarding the recruitment of a new
employee, 45% new product development, 19% investing in plant, machinery, equipment; and 3% in
new market entry. 10% dealt with other events, in this case, usually to do with food labelling.
Given the characteristics of the sector, with many small enterprises competing very much on
product differentiation and quality, it is not surprising that many opted for a discussion surrounding
NPD as this is very central to their activities. Smaller firms have less interest in employment, so this
does not feature so large, and even less on expanding into other EU markets as that is almost by
definition something they tend not to do. However, in the highly competitive environment of small
bakery operations, part of product and service development may involve investment in plant,
machinery and equipment, hence the interest in that area.
E.2.3

Applicable legislation

The overall objective of the European Union's food safety policy is to protect consumer health and
interests while guaranteeing the smooth operation of the single market. To this end control
standards are established for food and food product hygiene, animal health and welfare, plant
health and preventing the risk of contamination from external substances. Rules on appropriate
labelling for these foodstuffs and food products are laid down. This also encompasses the “From the
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Farm to the Fork' approach, to ensure a high level of safety for foodstuffs and food products
marketed within the EU, with traceability at all stages of the production and distribution chains. A
detailed list of legislation relevant to bakeries is set out in Appendix B of the report. The key areas in
question are:


General principles and requirements of Food Law as set out in Regulation 178/2002.



Food Labelling: Directive 2000/13/EC until December 2014, when Regulation 1169/2011 comes
into operation.



Nutrition and health claims: Regulation 1924/2006, Regulation 907/ 2013 (generic descriptors),
and Regulation (EU) 1047/ 2012 (nutrition)



Nutrition labelling: the following are relevant – 90/496/EEC, 2003/120/EEC and 2008/100/EEC.



Food hygiene: Regulation (EC) 852/2004; Regulation (EC) 853/2004 (food of animal origin),
Regulation 854 (2004 (official controls an products of animal origin), and Directive 2004/41/EC
(repealing other directives)



Product packaging: Regulation 1935/2004

In addition to these sector specific laws there is also a wide range of cross-cutting laws dealing with
employment, health and safety, and business related matters as defined elsewhere in the report.
These include: Directive No 1999/92/EC on minimum requirements for improving the safety

and health protection of workers potentially at risk from explosive atmospheres; Regulation
No 561/2006/EC on the harmonisation of certain social legislation relating to road transport;
Regulation No 3821/85/EEC on recording equipment in road transport; Directive No
2000/78/EC establishing a general framework for equal treatment in employment and
occupation; Directive No 95/46/EC on data protection; Directive No 2006/112/EC on the
common system of VAT; Directive No 2005/29/EC concerning unfair business-to-consumer
commercial practices in the internal market; Directive No 2011/83/EU on consumer rights
The table below sets out legal requirements surrounding the events selected.
Table E.2.3 Bakeries – Events and laws
Event
Investment
in new plant

Machinery
and
equipment

Legal requirement
 Requirements as regards walls, floors,
ceilings, (HACCP)
 Requirements as regards paths, footways,
etc.
 Environmental requirements as regards
waste disposal
 Risk assessment
 Onus is on provider to ensure compliance
 Ovens, extraction equipment etc. (HACCP)
 Must be tested by an external tester once
installed
 Operator training needed (documented)
 Revise/ new procedures(HACCP)
 If moved from one location to another it
needs to be retested, etc.

Comment (if any)
Higher specifications add to
costs

Higher specifications increase
costs
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Employment






New Market
Entry
New Product
Development

Labelling

E.2.4
E.2.4.1


















Risk assessment
Hygiene certificate - record
Annual training on hygiene/ health and safety
records
WTD – check hours FT/ PT/ holiday/ parental
leave etc. requirements, recoding and storing
equipment
Personal data storage
Employment contracts
Employment records
Welfare checks
Consulting with co-workers on new EU rules
Risk assessment
VAT/ EU/ Customs filing

Appears to affect large
employers more than small
family/
craft
businesses.
However, if a problem emerges
in a smaller business the
consequences may be greater.

These are the only additional
requirements - if comply with
all other requirements
Process development and internal testing Increases costs, time, test can
hold up development, may
(HACCP)/ record
reduce
the
supply
of
External testing/ record
ingredients
Sources of ingredients (traceability) - record
Labels/ tickets (ingredients) – new
Packaging
Nutritional (coming up)
Creating ingredients records
New labels/ tickets – old and new products
Acquisition of machinery

Interview responses
Categories of legislation complied with

In order to obtain some understanding of the various layers of legislation that bakeries have to
contend with in carrying out the activities in question, they were asked which types of legislation
they have to comply with. The responses are set out in the chart below.
Chart E.2.1 Which legislation does the business have to comply with in relation to the event(s)
that you have described?
Unsurprisingly the most
often
mentioned
was
product legislation, as this
is what is “top of the mind”
for most people in the
industry
given
the
imminent coming into
operation of Regulation
1169/2011 which has new
requirements as regards
product labelling. Many
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companies had comments about the implications of this which will be pursued further below. Of
course, for some firms, such as those carrying out new investments in plant or machinery this was
not the most critical matter, but still important. However, what was understood by “product
legislation” went wider than just changes in labelling. It includes the whole array of legislation
related to food safety – which includes hygiene, Hazard Analysis and Critical Control Point (HACCP)
systems, testing ingredients, training, etc. But on the whole, primacy of product legislation was
prevalent in all Member States, without exception.
The next type of legislation examined was business legislation, which involves financial reporting,
tax (e.g. VAT), compiling company data records, etc. While this was second overall among types of
legislation, there was quite a high degree of variation between Member States in terms of
responses. In some, such as Estonia and Slovakia it was rated very high, while in others such as Italy
and Poland it was very low. While we are not working with representative samples, this could be
partly explained by different interpretations of the term “business legislation”, with some thinking of
it as the “milieu”, while others thought that it referred to the business functions within the firm that
are very often outsourced to the accountant and is as a result not really a matter of concern to the
owner.
Employment legislation was also important from several points of view. In a small firm it might be
necessary to use part-time workers on occasion, which can be complicated given the legislation at
both EU and sometimes at Member State level which can be more protective of such workers. Some
Member States have “last in first out” policies which, as was explained by a Swedish entrepreneur
building a team to build new branches for her bakery, can make team building very hard if you
cannot recruit and retain those most appropriate for the team. In addition such small businesses
tended to avoid employing young people as they were often not considered to be worth the
remuneration they expected, and protected in various ways. In larger firms based on impersonal
work relationships labour legislation became accordingly more important as a regulator of conduct.
The larger firms interviewed were always much more aware of the nature and sources of legislation
involved in managing shift work, holiday pay, training in different languages, etc. Employment
legislation is generally considered around middling importance – mentioned more often in Ireland
and Slovakia, and less in Italy. In Germany we found that awareness of employment legislation was
low because as part of their training to practice as bakers do a course on employment (working
hours, etc.) and they do not realise, although they implement the legislation, that it is of EU origin.
Environmental legislation, while not mentioned that often, is also becoming increasingly important.
This involves training, and also structural elements about plant, walls, floors ceilings that have to
comply with higher standards (eco design as well as HACCP). Staff also needs to be trained on waste
management and machinery requirements and general operations need to build in matters
concerning energy legislation. There is little variation between Member States on the frequency
with which environmental legislation is mentioned.
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Chart E.2.2 As far as you know, do the requirements set out in the legislation come (mainly) from:
the European Union or your own government (MS)?
As is to be expected, MSMEs are
often not aware of the sources of
legislation that affects them.
However in some instances it is
very clear. For example, as
regards the new labelling
requirements for bakeries this is
certainly the case, as is reflected
in the bar chart to the left. Also,
there are instances as regards
business legislation, for example
in both Slovenia and the Slovak
Republic where companies are
aware of the fact that national governments are more rigid in their regulations than the EU and they
welcome EU legislation as a more relaxed set of rules. In other cases, as in the case of the German
bakeries, firms are just not aware of the fact that the legislation they are implementing is from the
EU.
E.2.4.2

Compliance actions and costs

E.2.4.2.1 Familiarisation actions & costs
Chart E.2.3 Which of the following familiarisation actions have you undertaken / do you
undertake with respect to the EU legislation?
Bakeries carry out a wide
range of activities to
familiarise themselves with
legislation that could affect
them, as reflected in the bar
chart to the left. The most
frequently
mentioned
method of familiarisation
with legal considerations
was through provision of
information
and
staff
training. Usually this would
involve sending a person on
a course to familiarise themselves with what is required. This person would then bring the others in
the firm up to speed through a training session, or sessions delivered throughout the year or as
required if needs be for a one-off (e.g. update on the labelling regulation). Companies also use
external expertise (e.g. to keep them updated on technical/ legal details, or special areas such as
HACCP, or sometimes this is “free” as when provided by industry associations). They also employ
staff specifically for the purpose (although not all the staff time may be fully dedicated to EU specific
matters), or buy information (e.g. specifications, or reports).
Examples of familiarisation actions and related costs in the different member states follow. In
Germany the Purchasing Co-operative keeps up to date on behalf of its members and the
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Zentralverband for its members. One company says it has a member of staff that undergoes a
briefing session once a year for a day (8 hours, €840) and another that it sends its staff on a yearly
two hour briefing session at a cost of €3000 per year. An Estonian company specifically recruited a
member of staff to look at legislation, although it is for wider ranging than just EU legislation and
they will not be devoted full time to just that (€25,000 per year, of which a good share is a business
as usual cost). Consultation with other workers (in compliance with EU laws) was also mentioned in
one instance which involved meetings between five people. Another firm reported spending €5000
per year (recurring) to an external consultant for providing updates on legislative developments.
Two mentioned one-off payments of €1000 and €1500 respectively for one-off payments relating to
information purchases.
In Sweden a company that had entered new export markets said the only familiarisation expenses
involved was incurred through the accountant who had to fill in a few forms for VAT and customs. As
they already were British Retail Consortium (BRC) compliant they could effectively export anywhere
in the EU, and most of the rest of the world as well. One firm sends one member of staff on a
refresher course once a year for €500. External consultants were also used at costs of €3000, €3500
and €10000 per annum, but between 35-75% of these costs were business as usual costs.
In Italy examples of familiarisation costs included reliance on the accountant for updates and use of
external consultants at €5000 per year (recurring) to this end. Another instance was where two
members of staff went for training twice a year (10 days per year) and €4000 was spent on buying
information. Most firms saw keeping updated as a task of the enterprise’s management/ owner. A
person was recruited to deal specifically with legislation in Poland at €700 per month although not
all time was spent on purely EU –related matters.
In Slovenia, the onus of familiarisation rested mainly with owners, although one firm mentioned use
of an external consultant to update the HACCP system at a cost of €200. Slovak companies used the
Baker’s Guild, employment of staff for the purpose and purchase of information and services €45000 per year (of which 30-40% was business as usual). Another firm was BRC certified.
E.2.4.2.2 Adaptation actions and costs
Adaptation actions identified by survey respondents are set out in the bar chart below. Most
frequent actions involved informing and training staff, followed by labelling and working with
suppliers and then redesigning products to comply with the legislation. A good deal of this is no
doubt directly attributable to the impending application of Regulation 1169/2011. Other actions
involve working with customers, changes in transport, adapting premises, and after-sales support to
customers.
Examples of actions and related costs are given for several countries. In Germany hygiene
certification and training are mentioned, as are the needs to identify all the ingredients in the in
recipes for old and new products. Recipes need to be checked and labels changed where required.
Examples of costs incurred include time of staff having to enter recipes into the computer
programme (€8,000 one-off cost) to which is to be added the monthly rental of the computer
programme (€60 per month) and monthly updates at €100 per month (four hours). Another firm
mentioned the need to check all recipes (€2,240) as a one-off cost, followed by a recurring cost of
€7,000 for each new product to check and change labels. Recurring training expenses were
mentioned by one firm as €3,200 per year, to which needs to be added salary costs (lost time) and
travel and subsistence expenses.
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Chart E.2.4 Which of the following adaptive actions have you undertaken / do you undertake in
order to comply with the substantive requirements of the legislation?

In Estonia daily training costs were €400 per day per employee (once a year), but a part of this was
considered a business as usual cost. Other companies mentioned changes in transportation needed
for new products (e.g. chilled containers) and recurring additional external expertise fees of €1,000
per year. Another mentioned that two members of staff (at €25,000 per year each) were specifically
there to deal with legislation issues, but some 75% of their presence was a business as usual cost.
In Ireland a small craft bakery made the point that by staying small they can stay below the radar of
many of the legislative authorities. Compliance involved very little – for example to change labelling
took half an hour on their machine, to do the source of ingredients documentation was a few
minutes – they do not have many and they do not change often, staff don’t change often and work
legislation is straightforward and routine, annual training is routine and not costly, and a few small
changes as regards waste management were not problematic. This contrasted markedly with the
bakers in the >50 employees category where special biometric time-recording equipment had to be
acquired by one firm to ensure compliance with the Working Time Directive, which involved a cost
of €10,000 as a one-off and €3,000 annual recurring costs. A good 20% of one administrative
employee’s time is spent dealing with matters to do with holiday pay, sickness, etc. which is further
complicated by language matters as many of the employees are now from Eastern Europe – which
also makes checking their personal details and qualifications (e.g. hygiene certificates) more difficult.
High turnover of staff also means that money invested in training is lost when members of staff
leave and new employees need to be trained and do the required courses. Legislation as regards
transport (e.g. to do with tachometers, etc.) was found to be so burdensome that outbound logistics
was outsourced. The changes in labelling would require a one-off investment of some €80,000 from
them.
A few Italian firms mentioned that they rely on their accountant to make any changes required. One
mentioned staff training at €3,000 per year, while another paid external laboratories €4,000 per year
for their analyses. They also invest much of their own time in working with suppliers, etc. Polish
companies mainly made reference to regular training required, one mentioning its 10 employees get
an annual update and training costs about €4-600 per day, plus wages and lost production. Swedes
emphasised external reporting, internal testing and that staff time not recorded, was the main
expense.
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Slovenian companies identified several actions and costs. These include ½ day HACCP training,
(€200); having to pay more for new equipment due to HACCP requirements (€10,000); the need to
have equipment that has been moved rechecked (€1,500); increased building costs of 10-15% due to
HACCP needs; and higher specs for new equipment – for the same reason (€9,000); legal expenses
(€1,500); testing for NPD – each time - €1-2,500; and recurring training and testing costs. Slovakian
companies mentioned working with customers, having to change buildings (€200,000 of which 60%
was probably business as usual cost); replacing a machine (€45,000 although the machine was old
and had to be replaced at some stage anyway – so there was a major element of business as usual
there as well). Then mention was made of recurring staff time and annual training.
E.2.4.2.3 Administrative actions and costs
Internal testing, inspection or monitoring, compiling and storing information and external reporting
were the most often mentioned administrative actions taken to comply with the legislation.
Chart E.2.5 Which of the following administrative actions have you undertaken / do you
undertake in order to comply with the legislation?

Examples of administrative actions mentioned by German firms are: the company needs to make
sure that certificates on hygiene training are up to date; proof of training has to be kept at the sales
point and to be presented in case of visits of the enforcing institution; and, the company needs to
find a way to provide customers with information on allergens (most probably in form of folders in
the points of sale) and keep it up to date. One firm put it “the major burdens are documentary
requirements, not the activities demanded in the legislation”.
A small Estonian firm advised that for these activities staff costs would amount to 70% business as
usual costs as much of it would in fact take place anyway. It is not a major additional burden. The
large Irish bakery said that there are two employees (€60,000 per year) that are fully engaged in
dealing with legislation-related administration (H&S, etc.), but that between 60-90% of this was a
business as usual cost. A small bakery said that the administration costs “do not keep me awake at
night”. It is a case of minutes every day, rather than hours. A Polish bakery said that for the whole
firm administration takes about one hour per day, and that implementing HACCP had cost about
€10,000 over the past four years. The Slovak company also mentioned the number of one hour a
day.
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The Swedish and the Irish exporters emphasised that as regards entering new EU markets, the
administration activities and costs involved are minimal as it just involves doing an additional VAT
return, and reporting data to the statistical office/ customs. In Slovenia the following details were
obtained about costs:


Staff time: regular collection and forwarding information for staff on HACCP requirements,
waste, package disposal, etc.: 11 staff x 36 hours x 15 EUR. Services include regular medical
examinations for staff - average annual cost (240 EUR), and regular training for staff carried out
by external expert: EUR 200.Other cost include labelling of products - estimated annual cost high due to frequent changes – about EUR 3,000, and annual costs associated with waste
(disposal: EUR 360), reporting on packaging put on the market (EUR 1,680), and environmental
tax (EUR 60) in total amount of EUR 8,340. (SI/BAK/1)



Staff time: costs associated with preparation of analyses and reports every week: technologists
and 10 bakers: 12 staff x 5 hours x 10 EUR. Services: 4 x annual reviews by foreign experts (IFS
standards) for all products; associate cost with the new product is estimated at EUR 750.
Purchase of equipment: equipment for design and printing of labels. Other costs: weekly
information for staff (10 staff x 1 hour x 50 weeks). (SI/BAK/2)



Staff time: Staff involved in ongoing external testing of the product (management, bakers,
auxiliary workers, etc.): 10 persons x 10 hours x (average) 14 EUR/hour. Services: The cost of
product analysis carried out by external laboratory. Equipment: the company purchased
equipment for vacuum packaging and labelling. (SI/BAK/4)



Staff time is related to maintaining HACCP system (annual training cost). (SI/BAK/6)



Staff time: The cost includes staff (manager’s) time spent annually for internal inspection of the
new employee’s work and reporting data related to employment legislation, obtained subsidy
for employment, safety at work, etc.: approx. 0.5 hours per employee monthly: 0.5 hours x 12
months x 10 EUR. Services: The cost includes an estimated amount of the fee paid. (SI/BAK/6)

E.2.4.3

EU law as an additional burden

European product legislation was seen as imposing an additional burden on the respondent firms, as
were some other types of legislation, albeit to a lesser extent. As regards the non-product related
legislation it is worth recalling that the firms were not always able to distinguish the EU from
national laws.
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Chart E2.6 To what extent do the EU laws you have to comply with impose an additional
burden/cost on the business over and above purely national legislation?
EU legislation is considered an
additional burden because firms
are asked to do thingst they were
not doing earlier such as producing
lists of ingredients and allergens,
declaring those lists and storing
them for future reference if neeed
e.g. for inspections. These then
are added to to existing
requiremenst as regards H&S
records, employee personal data
protection,
environmental
legislation, etc. much of which
does not originate at ntioneal
level, and all of which creates a
cumulative burden.
EU legislation is seen as having become increasingly burdensome in food, product, environmental
areas, but particularly as regards food, given the developments under way no doubt. There are some
variations between countries with for example the view in Slovakia being that national regulation
predominates generally.
Chart E.2.7 Over time, to what extent, if at all, have the (EU) requirements you have to comply
with become more/less burdensome/costly?
The view as regards whether EU
requirements have become more
costly reflects those in the
previous paragraph.

E.2.4.4

Enforcement

The institutions involved in enforcement are of various kinds:


Those to do with food hygiene, health and safety, such as the Veterinary Office in Germany, or
Food Safety Authority Ireland (FSAI), the Veterinary and Food Institute (Slovakia), etc. These
tend to inspect regularly, about four times a year, sometimes through a local inspector who may
be managed by a local chamber of commerce (as in Italy)



Environmental inspection – usually once a year.



Taxation/ Inland Revenue/ Customs authorities – ad hoc inspections.
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The Economic Control Office or equivalent to which data may have to be submitted.



Social Welfare/ Labour inspectorates - to do with working hours, benefits, etc. of employees – ad
hoc inspections.

The stringency with which inspections are carried out does vary although a few countries did
mention that their enforcement agencies tend to be strict (Germany) or over punctilious in their
inspections (Slovenia, and especially Slovakia).
The wide range of responses in terms of “stringency” preclude making generalisations, but many
respondents did say that as regards the local level of inspections to do with health and safety, or
hygiene, there were often elements that came across as rather arbitrary, and in some countries a
lack of familiarisation with the law, or differences in interpretation was prevalent.
As regards the food/ health and safety inspections, there was not really any time required for
preparation for inspections, as compliance was on-going and firms have to keep up to date in real
time, and most inspections were unannounced. The inspections themselves could take between 1-3
hours with 1-2 hours being most frequently mentioned although one firm said that there might be
follow up questions over the following days that could take more time. In Spain the point was made
that different Autonomous Communities might have different standards, and these may in turn
differ from local standards, which creates complexity and costs for the bakeries in question.
E.2.4.5

Effects

E.2.4.5.1 Costs
The table below sets out the overall view as regards costs imposed by legislation. Half agree that the
long terms costs imposed by adapting products, processes or employment conditions imposed by
the legislation are negligible, since requirements can be incorporated into the design. Just 10%
disagree with the proposition.
At the same time, some 64% agree that short term costs of adaptation can be high. More than half
agree that administrative requirements can be easily incorporated into the day-to-day operations of
the firm.
Finally, some three quarters of firms say that most of the testing of products, health and safety,
quality control, environmental and employment-related requirements would be met even if there
was no legislation.
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Chart E.2.8 How do you think the costs imposed by legislation affect your business?

When considering the question of costs in terms of events the findings are as follows.


Entering a new market in the EU.

There do not appear to be any material incremental costs of compliance associated with this event.
The reason is that once the required legislation has been complied with to sell nationally, there is
not new legislation affecting expansion into other EU markets. This might be slightly different if it
meant that for example transport methods that had not been used previously are now used (e.g.
large lorries), or if staff were to be employed in the new markets, but this was not the case in the
examples we came across. The costs would already all have been incurred before the event


Employment

In the case of employment a wide range of costs is involved, but many of these are not substantial in
terms of firm dimension and often they do also contain a significant business as usual element. For
example, staff would need to be trained in health and safety measures in the business; it needs to be
ensured that hygiene is paramount; staff need holidays and time off in case of sickness; etc.
However it does seem that the larger a firm gets (industrial bakeries), the more the legislative
factors have an impact as there is a shift from personal, or even family relationships and
understandings, to more impersonal market relationships. In addition there are costs related to
business legislation (personal data protection) and financial reporting related to employment.
In some instances though there was mention of opportunity costs incurred related to for example
part-time employment where good, willing and knowledgeable staff could not be given more hours
because of EU legislation.



Developing new products or services (NPD)

A good number of compliance costs can be seen as fixed, in the sense that whatever staff do they
have to be incurred – in particular those related to employment for example, and waste disposal,
and all the related checking, testing, compiling of data, etc.
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Costs as regards new product development per se are those undertaken specifically for that purpose
and they would be: obtaining ingredients, recording them, checking the mixes, testing the products,
developing labels, transporting them to the purchasers (where appropriate). Some respondents did
say that these costs, all of which were not required in the pre- Regulation 1169/2011 context, were
possibly a constraint on new product development in instances where an opportunity was identified
that needed to be filled very quickly. But in reality much of the costs to be incurred are unrelated to
this Regulation.


Investment in plant, machinery and equipment

Costs do arise in the case of these investments. They mainly relate to having to meet higher
compliance standards, whether for buildings, or machinery or equipment, than would otherwise be
the case. This is related to the materials, the structures and the design of the installations and as
such they can be substantial substantive costs, even if one-off. The increase mentioned is in the
region of 10-15%. They need to be inspected before being operated, and are regularly checked and
monitored as well. When machinery or equipment is moved they need to be re-checked before
they can be operated. For equipment like ovens the onus is on the supplier to meet compliance with
relevant standards.


Cumulative costs

In all these instances cumulative costs of compliance arise and play a role throughout all the stages
of the firm’s value chain.
In terms of the support functions in the value chain, it makes human resource management more
complex and costly: the need to obtain hygiene certificates, ensure training, keep records, ensure
accurate time-keeping to comply with the WTD and part time work and other legislation, comply
with data protection, all add costs to HR management. As regards company procurement activities,
there is a range of costs incurred there as well – having to keep records of suppliers to ensure
traceability, and track which customers were supplied with what. Research and development is
affected by the costs resulting from the need to carry out testing (internal and external) and to be
able to provide test results for ingredients and recipes. While a good deal of this is a business as
usual exercise, some firms have indicated that that it could slow NPD down or even sometimes stop
it. Information support systems: need to be more developed and more resilient as they are
required to capture, to process and store more data. Firm infrastructure is affected by cost increases
to comply with environmental and health and safety legislation (HACCP) and waste management
requirements, etc.
As regards operational functions there is also a wide range of effects: goods inwards processing
costs are increased by having to ensure traceability, manufacturing costs are increased through
increased staff costs (e.g. lost time in training, time spent recording cleaning and hygiene activities),
and increased costs of buildings, machinery and equipment and the related amortisation costs,
goods outwards can be affected through the requirement to use certain kinds of vans or trucks (e.g.
for chilled produce) and/ or to track their movements; distribution costs are increased through
enhanced labelling and packaging requirements; customer service is affected from a cost point of
view through labelling and ingredients requirements for information and traceability.
All these add together to constitute the cumulative costs of compliance to be absorbed by the
company in realising the specific events in question.
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E.2.4.5.2 Cumulative effects
Based on the interview results the cumulative effects in terms of thier effects on firms (according to
the ten headings – elements - in the chart) can be categorised into three groups: effects on people/
customers; firm/ markets; firm/ operations. The charts at the end of this section provide some
further clarifiaction as regards the underlying relationships in the bar chart below as it looks at the
responses in terms of an overall repsonse per element and within that on a country basis.
Chart E.2.9 To what extent do you agree or disagree with the following statements about the
effects of the relevant EU legislation compared to a hypothetical no legislation scenario?

Thus it appears that on average, the areas where EU legislation is perceived to have had a positive
(agree/ strongly agree) effect are mainly within the first category, where it is positive as regards
working conditions (etc.) and consumer confidence (etc.), although as regards staff satisfaction and
morale it is not. Within this group though there is a consistent pattern among countries, were
Germany and to a lesser extent Italy and Poland register lower responses than the other countries.
As regards the market-related criteria responses are generally negative and as regards the
operational criteria they are generally even more towards the negative.
The responses do reflect overall responses from the interviews: in Estonia, Ireland, where it has
raised standards, and Sweden the food laws are generally perceived as having contributed to the
development of the industry.
E.2.5

Conclusions

In the bakery sector, the costs of legislation are related to the structure of the industry within a
country. The cumulative effects were found to vary, both in terms of the effects on the firms in
question and in terms of the way the legislation is being implemented across the different countries
within study scope.
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In Spain there was evidence cumulative costs related to the way in which EU legislation was
implemented. In some instances it has been the case that smaller countries have been subject to
more national gold plating implementation measures than larger countries.
Overall costs of compliance with EU law seem, in the bakeries considered, to be reasonable, if not
modest. This makes logical sense in the context of the nature of the commission’s food safety
policy. The majority of bakery resources (flour, powders and water) tend to be inert, and the
working environment is not particularly hazardous. Where more complex vegetable and animal
products are included in the bakery products, the legislation does become, accordingly, more
onerous. But costs, cumulative costs, tend not to be an issue on the agendas of industry associations
as there are other much more pressing problems related to for example recruiting, retaining and
rewarding skilled labour, and bread/ bakery product consumption patterns and demand. This does
not mean that there are not instances where they could be particularly onerous for individual firms,
or even have a rather negative consequence for the industry as a whole, as regards for example
restrictions to do with part time employment, or dampening the possibilities to grow from small into
larger firms, but overall most firms spoken to do not consider compliance costs an issue. The actual
data gathered related to actions and costs do provide supporting evidence for such a statement.
As regards the comment that in many instances much of the testing would take place anyway, it is
worth recalling that “talk is cheap” and it just takes a handful of non-compliers to upset a market by
destroying the level playing field.
Chart E.5.10 Overall (cumulative) effects of EU legislation: staff, standards and consumer confidence
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Chart E.5.11 Markets

Chart E.5.12 Enterprise effects

194

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Construction

E

E.3

Construction

E.3.1

Introduction and sector profile

Within construction (NACE code F) is included: the construction of buildings encompassing
development of building projects; construction of residential and non-residential buildings; civil
engineering including construction of roads, railways, motorways, bridges and tunnels; construction
of utility projects (e.g. for fluids, electricity and telecommunications); water projects and specialised
construction activities. It also includes demolition and site preparation; test drilling and boring; and
electrical, plumbing and other construction installation activities as well as building completion and
finishing (e.g. plastering, joinery installation, etc.); and roofing activities.
The table below summarises the position in the EU.
Table E.3.1 Sector characteristics
Gross value added (at basic prices)
Total employment
Number of enterprises
Number of micro-enterprises (<10 employees)
Number of small enterprises (10-49 employees)
Number of medium-sized enterprises (50-249 employees)

Volume
€686bn
15,857,300
3,292,331
3,090,322
195,528
20,531

For the purposes of this study the focus was on construction of residential and non-residential
buildings (NACE code 41.2).
A very wide range of legislation is applicable in the construction sector, reflecting the wide range of
activities involved, the hazards and risks in question, and the large number of people that may be
affected. Several construction industry associations agreed to an interview (there are more details
in the country reports in appendix D).
There were some common threads running through the industry association feedback. These are
that firms in the sector experience problems due to the volume and frequent changes in legislation
relating to construction products, public procurement, late payment, sales law, energy efficiency,
employment law (e.g. many third country employees), road transport, national adaption of EU law
(in some Member States EU law was seen insufficient to meet what was required), or other
instances where directives are implemented in a not very helpful manner. Given the importance of
employees in the sector, the national implementation of occupational safety and health laws, the
working time (and related) directive, and special laws related to construction site security etc. were
seen as very important in the sector overall.
In several instances the national measures were seen as key – both in the sense of being what is
supported by the industry and in the sense of creating unnecessary problems.
E.3.2

Respondent profile

The table below sets out the profile of origin of firms by country and events discussed. 43% of
interviews were to do with recruiting a new employee, 32% on investment in new plant, machinery
and equipment, 15% to do with new product or service development, 2% on entering a new market
elsewhere in the EU and 9% to do with “other”.
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Table E.3.2 Construction sector – interviews breakdown

Country

Recruited a
new
employee
Nº

Estonia
Germany
Ireland
Italy
Poland
Slovakia
Slovenia
Spain
Sweden
Total
E.3.3

5
2
3
0
1
4
1
1
3
20

%

25
10
15
0
5
20
5
5
15
100

Invested in
a new plant
and
machinery
Nº
%

1
1
0
0
3
2
4
3
1
15

7
7
0
0
20
13
27
20
7
100

Developed a
new product
or service
Nº

%

0
0
2
0
0
0
4
1
0
7

0
0
29
0
0
0
57
14
0
100

Entered a new
market
elsewhere in
the EU
Nº
%

1
0
0
0
0
0
0
0
0
1

100
0
0
0
0
0
0
0
0
100

Total

Other
Nº

%

0
2
0
0
0
0
1
0
1
4

0
50
0
0
0
0
25
0
25
100

Nº

%

7
5
5
0
4
6
10
5
5
47

15
11
11
0
9
13
21
11
11
100

Applicable legislation

The diversity of activities within the construction sector - and the corresponding diversity of hazards
and risks – means that there is not one overarching piece of legislation affecting all operators. The
European Union has embarked on the harmonisation of European standards concerning
construction products, on the one hand, and placed the emphasis on the environmental aspects
linked to the sector, on the other. In practice, there is a range of legislation, some of which is
specific to this industry and some of which is generic to all sectors. Depending on the nature of its
activity, an SME might have to comply with several pieces of legislation but not with the whole body.
Within the overall body of legislation, we can identify some particular areas that are likely to apply. A
summary overview is provided below and a detailed summary of applicable legislation is provided in
Appendix C:


Health and safety standards; at least eight Directives require employers to take steps to address
risks related to temporary and mobile work sites, working at heights, manual handling,
explosives, noise, asbestos and machinery.



Environmental sustainability; in certain instances, operators may need to take measures
including the establishment of energy efficiency schemes, compliance with product
requirements and the compliance with procedural requirements of waste disposal.



Technical standards; in particular, the Construction Products Regulation 305 (2011) establishes a
“common technical language", offering uniform assessment methods of the performance of
construction products.

In addition, firms in the construction sector are subject to the cross-cutting EU legislation (e.g.
employment, health and safety, business-related) that covers all sectors.
In order to demonstrate the different types of legal requirements that are applicable to firms in the
construction sector by “event”, examples of different types of legal requirements that firms may
encounter are provided in the table below.

196

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Construction

E

Table E.3.3 Construction
Event
Legal requirements
Investment in  Purchasing products and equipment that comply
new
plant,
with the Machinery Directive
machinery and  Ensuring workers have any necessary personal
equipment
protective equipment
 Compliance with emissions standards, in the case of
new vehicles
Recruitment & Recruitment
employment
 Check EU and national immigration rules on the use
of temporary and longer-term employment (labour
mobility is common in the construction sector).
Health and safety
 Appoint health and safety managers and comply
with opinions of external health and safety
managers
 Conduct risk assessments and determine risks
according to specific procedures and standards
 Ensure that risk exposure is not excessive
 Provide equipment to workers and assess the
quality of equipment according to common
guidelines
 Evaluating whether health and safety requirements
of work sites are met and regularly inspect work
sites
 Provide information to employees, offer training
and consult employees on health and safety
considerations
 Health surveillance, e.g. where hearing is affected
or other severe health issues can arise
 Comply with procedural requirements, for instance
asking authorities for permissions
 For employees, wear personal protection
equipment provided by the employer and actively
contribute to consultation or training
Employment
 Check certificate (where appropriate)
 Working Time: check hours FT/ PT/ holiday/
parental leave etc. requirements, recoding and
storing equipment
 Personal data storage
 Maintain employment contracts and employment
records (e.g. in relation to fixed and part-time
workers)
 Consult workers on new EU rules
 Worker consultations in case of mass redundancies
(for companies larger than 50 employees)

Comment (if any)

Consultancy and legal
advice may be required
in order to employ third
country professionals
Keeping
basic
computerised
employment records is
high BAU
Monitoring
working
hours is high BAU
External
advice,
information and support
in drafting health and
safety guidance for staff
may be needed (one-off
cost), but cost of annual
updating and checking is
minimal.
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NPD
(New 
Product
/
Service

Development);

E.3.4

VAT filing and additional administrative time in
requesting VAT reimbursements for expenses
incurred in other Member States
Familiarisation with different VAT rates in different
EU countries in which the firm operates
Ensure compliance with EU requirements on
buildings and energy efficiency
Ensure new products (manufactured, distributed or
installed) comply with eco-design requirements
and/or the Construction Products Regulation

These are the only
additional requirements
- if comply with all other
requirements
Producers must subject
their products to a
conformity assessment
process and apply the
CE mark, which usually
requires a fee to be paid
to a notified body.
Distributors
and
installers must ensure
they
handle
only
products that have been
subject to conformity
assessment.

Interview responses

The SMEs interviewed for this study were asked which legislation they had to comply with in relation
to the business events discussed. The chart below summarises the responses to this question.
E.3.4.1

Categories of legislation complied with

Chart E.3.1 Which legislation does the business have to comply with in relation to the event(s)
that you have described?
Given the events mentioned and
the legislation affecting the
sector, it is not surprising that
employment legislation was the
type most commonly mentioned,
being mentioned by nearly threequarters of all companies.
Employment legislation was also
mentioned most often in all
countries, except Slovenia (where
it was nevertheless mentioned by
all but one company). When
asked, the companies tended to
mention different pieces of legislation, mostly at national level. Few mentioned EU legislation.
Several companies mentioned generic legislation affecting all sectors, such as that relating to social
security.
Legislation does not seem to make recruitment difficult. Indeed, since most construction jobs
require the employee to have professional qualifications, this tends to simplify recruitment and
reduce risks faced by the employer. Instead, it is the ongoing requirements related to the
occupational health and safety of all employees that are more demanding. Here, a wide range of
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requirements were mentioned by different employees, for example, relating to the need for health
checks, working clothes and protective equipment on site, etc.
Environmental legislation was the next most significant type of legislation, being mentioned by
nearly one in two of all respondents. Those companies involved in producing construction products
or constructing particular types of building might face demanding requirements of legislation, such
as the Energy Efficiency Directive, which was mentioned in Estonia and Slovenia. The Spanish
company interviewed mentioned that the Directive on the energy performance of buildings was the
most burdensome piece of EU legislation. Companies affected by environmental legislation were
mostly located in just a few countries, namely, Ireland, Slovenia and Slovakia, suggesting that EU
legislation is enforced more stringently there and/or there are specific pieces of national legislation.
For example, SMEs in Ireland and Slovenia made particular reference to legislation relating to the
disposal of waste products. Legislation relating to planning and building was also mentioned
occasionally, although such legislation originates at national level.
Business-related legislation was mentioned by one-third of companies. For example, one German
company referred to legislation relating to the use of banking details. However, such legislation was
mostly reported to originate at national rather than EU level.
Product legislation was mentioned only by one-quarter of respondents, although those respondents
mostly reported that such legislation originated at EU level. Such legislation was mostly only
mentioned in Slovakia and Slovenia. In the latter case, it appears that there is national legislation
related to quality and safety of building materials, which is additional to EU legislation. For
companies involved in producing or distributing construction products, legislation such as the EU’s
Construction Product Regulation or other internal market legislation was particularly important.
In the case of employment legislation, there is a low level of awareness as to whether legislation
originates at EU or national level, with nearly one in five companies stating that they did not know.
Many companies also seemed unaware that certain pieces of national legislation are in fact
transpositions of EU directives. Those SMEs reporting that they needed to comply with
environmental and/or product legislation tended to be clear that such legislation originated from the
EU.
Chart E.3.2 As far as you know, do the requirements set out in the legislation come (mainly) from
the European Union (EU) or your own government (MS)?
Most
firms
thought
that
employment legislation originated
primarily from the national
government, as did business related
legislation. Environmental and
product legislation were seen as
mainly of EU origin.
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Compliance actions and costs

E.3.4.2.1 Familiarisation actions and costs
Companies were asked about their familiarisation actions and related costs. Responses are
summarised in the chart below.
Chart E.3.3 Which of the following familiarisation actions have you undertaken / do you
undertake with respect to the EU legislation?
The most common action taken to
ensure a company is familiar with
legislation
is
to
provide
information and/or training for
staff. This activity appears to be
largely informal and incorporated
into the day-to-day operations of
the company; few reported that
they sent staff on specific training
courses to familiarise themselves
with the requirements of the
legislation. Companies were not
able to specify the cost of this
informal activity, since it is largely incorporated into the day-to-day operations of the company; one
firm in Estonia estimated that it accounted for no more than 5% of staff time. The approach
reported by a company in Slovenia is perhaps typical: “the owner-manager gets familiar with all new
regulations related to construction (e.g. materials, energy efficiency-related measurements) and
then informs the workers and subcontractors with whom he usually works. The owner/manager
sometimes attends special seminars related to familiarisation with construction-related legislation”.
Many employees also gained knowledge of the legislation during the course of training leading to
the relevant professional qualification required for certain roles.
Nearly one-half of companies used external consultants to provide information, advice or guidance.
This included all four companies in Ireland. One of those reported that it used consultants to report
on the requirements of the legislation, particularly at the stage of tendering for new contracts. This
was estimated to cost €3,000-€4,000 per annum, compared to a turnover of around €0.75m
(equivalent to 0.4 - 0.5% of turnover). Another used consultants to provide advice on employment
and health and safety issues at a cost of around €2,500 per annum, compared to a turnover of
around €2.80m (equivalent to 0.01% of turnover).
Around one-third of companies purchased information relating to legislation. Most often, such
information related to technical standards, such as those required by ISO accreditation and/or EU
internal market legislation. For example, one company in Ireland reported purchasing standards
relating to the application of paints, preparation of surfaces, pharmaceutical paints, CE marking,
whilst another in Estonia reported purchasing information about standards relating to steel
transmission structures. In one case, again in Slovenia, such information was provided by
membership of the relevant national standardisation office.
Around one-quarter of companies employed specific staff responsible for ensuring familiarisation
and compliance with the legislation. No instances were identified of SMEs employing individual staff
members solely to ensure familiarisation with EU legislation. Instead, this task tended to be part of a
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wider responsibility for a range of legal issues. For example, one company in Estonia employed a fulltime lawyer whose role included keeping up-to-date with developments in legislation, examining
implications for the company and keeping management and employees informed. A company in
Ireland said that they discuss new legislation at their weekly internal meetings, which absorb about
72 hours per year at a cost of €1,300 although the whole meeting is not dedicated to legislation
familiarisation matters.
In Slovenia firms reported a wide range of actions which incurred familiarisation costs ranging from
€480 to €9504 per year.
E.3.4.2.2 Adaptation actions and costs
The bar chart below provides the results of the question as regards which adaptive companies
undertook to comply with the legislation and what the relevant costs were.
The companies interviewed reported that training staff in skills or in roles necessary to satisfy the
requirements of EU legislation was the most common adaptive action – undertaken by nearly twothirds of companies. Interestingly, very few companies (7%) had adapted their recruitment or
employment practices in response to the legislation. An Irish company of 15 people reported that
staff training in Health and Safety cost them about €5-6,000 per year.
Some companies did not think that hiring a new employee involves any additional cost which relates
to EU legislation. Some costs do arise when the company has to hire young people who do not have
an occupational health and safety certificate, which is needed according to the Occupational Health
and Safety Act. Therefore, there is a need to provide training on occupation health and safety at the
workplace. Still, in the case of small and medium-sized construction companies the training of
employees is carried out mainly by the colleagues through learning by doing process. Offering
external training is rather rare. However, one German company referred to new requirements for its
lorry drivers to participate in a 5-day training course every five years. In addition to training costs,
companies also need to spend money on buying working clothes, personal protective equipment
and tools.
Chart E.3.4 Which of the following adaptive actions have you undertaken / do you undertake in
order to comply with the substantive requirements of the legislation?
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Of the other adaptive actions, the most common were working with suppliers, redesigning
processes, working with customers, transportation of goods, adapting premises and redesigning
products, each reported by between one fifth and two fifths of companies. Those actions that were
taken tended to relate to issues other than health and safety of employees. For example, many
adaptive actions were undertaken to ensure that buildings conform to energy efficiency
requirements. The need to use certain building materials or to dispose of waste properly also led
some companies to undertake adaptive actions.


One company in Slovenia reported that the need to confirm energy performance
required it to re-design its production process to include measurements for the purpose
of energy performance certificates and to train staff in carrying out energy efficiency
measurements. The same company chooses only to buy from reliable suppliers
(producers and distributors) supplying high-quality building materials and products.
Nevertheless, the company reports having to check all its regular suppliers for material
and product certificates. It replaced two of the smaller suppliers because they did not have
relevant certificates in place yet. In addition, the company informs all its subcontractors about
new requirements related to building material and products and checks that they are able to
furnish relevant certificates.



One Estonian company that was expanding into a new market reported that the most important
requirement was to obtain the CE mark, as this provides confidence in the reliability of the
product. For this company, the adaptation costs also included staff training, as well as
acquisition of protective clothing, following the health and safety requirements and adopting the
necessary changes in ensuring the green production process.



A Polish firm that had acquired new machinery and equipment reported that this required
expenditure on staff training in the skills required, but also an how to transport it. Businesses as
usual costs were estimated to be in the order of 50%. Another Polish firm said that when they
bought a forklift truck they had to adjust their premises to be able to store it legally, build a new
room for data storage, work with suppliers and change transport methods to comply with some
legislation (although it did involve some BAU costs as well).



Two Irish companies reported adaptive actions related to waste disposal. Due to the
requirements of legislation, the first reported having to find new distributors with healthcare
licence insurance, e.g. around distribution of potentially hazardous products. This had added
20% (€15k) to that part of its costs over the last 3 years. The other reported having to use a
specialist haulier to transport waste such as topsoil, vegetation, etc. to a special disposal site
even if not harmful.



A German firm had to redesign its processes of handling client data which incurred a one-off cost
of €2,000 and an annual recurring cost of €1,200. Another German company said that the SEPA
payment system they had been forced to adopt had been of little benefit but involved effort.

Few of the companies were able to specify the costs of adaptive actions. Many confirmed that they
considered such costs almost entirely “business-as-usual” costs. Even where specific costs can be
identified, notably protective equipment, the companies emphasised that such costs would be
incurred in the absence of legislation.
There were some exceptions. For example, the Spanish company reported that it had incurred a
one-off cost of €25,000 related to the purchase of specific materials and which it said was entirely
due to the “excessive” requirements of the legislation – many of which had been introduced at the
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national level during the process of transposing EU legislation. One German company reported that
a 5-day training course for 6 members of staff had cost €2,250 in using an external training provider,
as well as the internal cost of staff time of €10,000. Another German company reported that it had
had to purchase new lorries at a cost of €500,000 in order to comply with legislation relating to
emissions in cities.
E.3.4.2.3 Administrative actions and costs
In contrast to the adaptive actions, most companies had undertaken at least 2 or 3 of the different
types of administrative actions. External reporting to authorities, risk analysis and compiling and
storing information were undertaken by more than half of all companies. Across all companies, such
actions were particularly related to health and safety requirements. In Estonia, for example, the
recruitment of a new employee typically requires the company to report to the Health Insurance
Fund. However, there were several instances in which administrative actions were considered to be
part of the business-as-usual operations of the company.
Chart E.3.5 Which of the following administrative actions have you undertaken / do you
undertake in order to comply with the legislation?

Internal testing, inspection or monitoring, external testing or inspection, and conformity
assessment were undertaken by more than one quarter of companies. In the case of one Estonian
company, such testing was part of the wider process of ensuring retention of ISO accreditation of its
quality management systems; this was considered a business-as-usual cost, since it was necessary
for participating in public procurement. The ISO audit itself had cost € 1,176. One Polish company
had incurred a cost of €2,000 in using an external company to create its internal audit procedures.
The same company had also undergone conformity assessment of its products, which had incurred a
fee of €3,750 from the notified body.
A few of the companies were able to provide data on the total cost of administrative actions. One
Estonian company estimated that they accounted for no more than 5-10% of staff time. A Swedish
company estimated the cost of administrative actions to be €26,000 per annum against a turnover of
€1-5m (0.17%). One Irish company reported that it spent about 2 staff days per month on reporting
to the authorities (@€150 per day), equivalent to about 0.5% of its annual turnover of €0.75m.
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The extent to which such costs could be considered as a business-as-usual expenditure varied
widely. In Slovenia, estimates ranged from 5-100%. One Estonian company stated that at least 90%
of such costs could be considered as business-as-usual
E.3.4.3 EU law as an additional burden
As the table below shows, a minority of SMEs reported that EU legislation imposes an additional
burden on the business; just over one quarter reported that environmental or product legislation
posed a burden, whilst fewer than one in five said the same of business-related legislation and fewer
than one in ten said the same of employment legislation. For all types of legislation, more companies
reported that EU legislation did not pose an additional burden (or the same number of companies, in
the case of environmental legislation. For example, interviewees in Estonia reported that SMEs tend
to incur only modest or even minimal cumulative costs related to EU legislation. The costs incurred
are mainly related to following the requirements in national legislation (i.e. Building Act and
Occupational Health and Safety Act) and mostly these costs are business as usual costs.
Chart E.3.6 To what extent do the EU laws you have to comply with impose an additional
burden/cost on the business over and above purely national legislation?
The opinions of respondents
tend to reflect the nature of
their business activities and the
country they are in. Those
involved
in
providing
construction services mostly
reported that employment
legislation was most relevant to
them and that any burden
mostly originated from national
legislation. For example, in
Ireland, 3 of the three providers
of
construction
services
reported that the requirement
to comply with different pieces of EU legislation did not impose a cumulative burden/cost on the
business. Instead, it appears that the heavier burden relates either to the supply of construction
products/building materials or to the energy efficiency/environmental performance of buildings. For
example, one company in Slovenia reported that it must ensure that the laboratory undertaking the
conformity assessment of its products is accredited and that testing one product typically costs
€20,000. Other companies in Slovenia reported that new regulations requiring them to gain
certificates for the building materials used were particularly burdensome, in part through the
additional work that needed to be undertaken with suppliers and subcontractors. Similarly, new
requirements to gain energy performance certificates had also proved costly in Slovenia.
There were some differences between Member States. There were no instances of companies in
Germany and Sweden reporting that EU legislation imposed an additional burden and few in Estonia,
Poland and Slovakia. Most companies in Slovenia reported that both EU product legislation and EU
environmental legislation imposed an additional burden.
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Chart E.3.7 Over time, to what extent, if at all, have the (EU) requirements you have to comply
with become more/less burdensome/costly?
It is worth recalling that many
respondents admitted that in
general they are not familiar with
EU legislation and employees are
not aware of them either. It is
difficult for SMEs to make a
complete and accurate distinction
as to whether the requirements
come from EU or national
legislation. For that reason, more
than 40% of companies were
unable to say whether EU
legislation imposed an additional
burden or not. Similarly, many companies interviewed were generally unable to state whether the
requirements of EU legislation had become more or less burdensome over time, as the bar chart to
the left illustrates.
However, among those that saw legislation as becoming more burdensome, some did that that was
not a bad thing, as one Irish respondent put it: “About 10-15 years ago health and safety was a bit
lax, which wasn’t great. It’s up to the individual to take responsibility”.
E.3.4.4

Enforcement

Given the wide range of activities and legislation involved it is not surprising that building companies
are subject to very wide of enforcement bodies. There is not a great deal of variation in this among
the countries that are part of the study.
The Institutions most often identified are: the Ministry of Finance, Customs and Excise, Labour
Inspectorate, Health and Safety Inspectorate, Construction Inspectorate, Transport, Environmental
Authorities, Family and Social Affairs, Planning, and the Ministry of the Interior (migration).
Frequency of inspections varies by country and inspectorate. In Poland Social Insurance inspection
takes place every two years, as does the inspection by the Chief Sanitary Inspectorate and usually
take less than a day to carry out. Health and Safety Inspections can occur six times a year in Ireland
as sites are visited, and take 30 minutes to two hours (if there is a problem). Inspections of facilities
can occur three times a year, and take up to six hours.
In the majority of instances the inspection regime was considered “very” stringent, and would take
place without notice so that firms have to be continually compliant.
In some countries such as Estonia, Slovakia and Slovenia it was stated that problems were
sometimes caused because the legislation was not clear and differences in interpretation were
possible. It was particularly at this level that the national influences on legislation were apparent.
E.3.4.5

Effects
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E.3.4.5.1 Costs
Turning now to what the construction companies interviewed consider to be overall effects on types
of cost, the findings are set out in the bar chart below.
Chart E.3.8 How do you think the costs imposed by legislation affect your business?

It is worth mentioning that there was a very high degree of unanimity among the countries that are
part of the study as regards these findings.


About a third agreed that long term costs of adjusting products, processes and employment are
negligible as requirements of the legislation can be incorporated into the design. This may of
course lead to a higher cost base, unless economies are identified elsewhere.



About two-thirds thought that adjusting to EU legislation can impose significant costs on
companies in the short-term, when new legislation is introduced or changes are made to existing
legislation.



The companies interviewed are quite evenly divided in their opinion as to whether the
administrative requirements of the legislation can be easily incorporated into the day-to-day
operation of the company.



There is a consensus that most of the costs related to the requirements of the legislation (e.g.
testing, health and safety actions) would be incurred anyway in the absence of legislation.

As regards the specific events in question, the conclusions were as follows.


Entering a new market in the EU

Building companies tend to be quite local, especially micro enterprises and small firms, and only one
among our respondents selected this event for discussion. The company was still at a relatively early
stage in the process, but indicated that the initial challenge for them was to understand what the
relevant specifications in the market were. These standards are often related to others and they
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bought in external advice to help with that. Often these would be locally determined, rather than
through EU legislation. In addition different countries may have requirements as regards using
specialists with specific qualifications for specific processes, or construction activities, and health
and safety regulations. Again, these would often be implemented nationally or even locally, rather
than through direct EU level legislation.


Employing a new person

In addition to the EU-level costs related to employment (providing a contract, working time, etc.)
there is a wide range of construction specific certification required to work for example as a site
foreman, a brick layer, a plumber or an electrician. There are also special jobs which require specific
certificates (e.g. working with asbestos, damp proofing, etc.), provisions for working in sites and
construction areas, driving lorries, etc.


New product development

As regards developing new products for the building industry, a wide range of single market
conformity regulations needs to be complied with.


Investing in plant, machinery or equipment

A very wide range of legislation accrues to this event – for example the establishment of a new
concrete mixing plant, or even setting up a new building site. This reflects the hazards and risks
present in such an environment.
Emergence of cumulative costs
In view of the very long and complex supply and value chains involved, it is possible for cumulative
costs to emerge in many ways through the result s of different pieces of legislation along the
process. One such a case was mentioned specifically by the national association as regards the
construction process at construction sites. There you have, e.g. rules related to recruitment and
dismissal of employees combined with requirements on organisation and safety at construction sites
(required qualification + personal & company liability guarantees + certification of building materials
and products + working hours, etc.) as well as transport of products, materials and equipment to and
from the site and removal of waste. In addition there are issues surrounding public procurement
and late payment all of which add costs to undertaking a building enterprise. The effects are felt
throughout all parts of the companies’ value chains (both in primary and support operations).
E.3.4.5.2 Cumulative effects
From the point of view of the companies interviewed, overall cumulative effects as represented by
the ten elements identified in the interview programme are set out in the bar chart below.
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Chart E.3.9 To what extent do you agree or disagree with the following statements about the
effects of the relevant EU legislation compared to a hypothetical no legislation scenario?

The individual country results compared to the group average is set out in the charts at the end of
this section.
Looking at the first category, that dealing with working conditions, staff satisfaction and consumer
confidence, the overall averages reflect those in other sectors with working standards and consumer
confidence in the positive range, and staff morale negative. The variation by country within these
averages is also quite similar, with Germany and Poland often in the strongly negative area, and
Estonia and Ireland quite strongly positive.
As regards the second category, market related factors, the overall result for opportunities and
incentives to innovate is positive, with a strong positive result from Ireland, and the overall average
as regards opportunities to expand market share only just negative. This is for example, the case as
regards Germany, the largest market in the EU. So in this respect there are some important
differences as regards some of the other sectors considered for this study.
As regards the third category, the result is similar that in other sectors, where there has not been a
positive response related to costs, productivity, sales or profitability.
E.3.5

Conclusions

On the basis of the preceding paragraphs the following conclusions can be drawn.
Employment legislation is the main area of EU legislation that is particularly demanding for SMEs
that provide construction services. The demands of EU employment legislation relate mostly to
health and safety in the workplace, which in this case includes places filled with hazard and risks
such as construction sites. Those companies involved in constructing certain types of building might
face demanding requirements of environmental legislation, in particular in relation to the energy
efficiency/performance of buildings.
Since most construction jobs require the employee to have professional qualifications, this tends,
from one point of view, to simplify recruitment, but from the other there is a need for checking
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certification and ensuring that staff have the correct, genuine, qualifications and that they are up to
date. Some also need annual (or regular) training to keep them up to date. However, this does
reduce risks faced by the employer. Many of these specifications are of national, rather than EU
origin.
The main activity undertaken to comply with EU legislation is the training and informing of staff with
respect to legislative requirements and the actions necessary to comply with them. Such activities
tend to be delivered in an informal way and incorporated into the day-to-day operations of the
company, rather than posing significant additional cost.
For companies involved in producing or supplying construction products, distributing construction
products, legislation such as the EU’s Construction Product Regulation or other internal market
legislation (e.g. REACH) is particularly important. This is an additional source of cost accumulation
for building companies.
Costs accumulate quite readily throughout the long value chains that building companies have: from
staff and raw materials sourced in third countries, through local sites with substantial preventive
measures such as those related health and safety to work, all of which is inspected, to shipping out
of waste materials in large trucks to landfill sites.
Actions to comply with the substance of the legislation mostly consist of business-as-usual activities
that companies say they would undertake in the absence of legislation, e.g. provision of equipment,
training in on-site safety, etc.
Administrative actions required by the legislation tend to consist mostly of reporting to local
authorities and risk analysis with respect to health and safety issues.
SMEs tend to incur only modest or even marginal cumulative costs related to EU legislation. The
costs incurred are mainly related to following the requirements in national legislation.
Legislation can impose significant costs on companies in the short-term, when new legislation is
introduced or changes are made to existing legislation.
Most of the substantive requirements of the legislation (e.g. testing, health and safety actions)
would have been undertaken anyway in the absence of legislation.
EU legislation is seen as having has provided benefits in the form of improved consumer confidence
in products and services, improved standards and working conditions and opportunities to innovate.
EU legislation has not particularly contributed to net increases in productivity, sales or profitability.
Even though the SMEs interviewed are not fully aware of the actual sources of legislation they need
to comply with, there is evidence from several countries (e.g. Estonia, Slovenia, and Ireland) that the
activities of local/national implementation in this sector du lead to cumulative effects – both as
regards costs and other effects – for businesses.

209

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Construction

E

Chart E.3.10 Effects on staff, standards and consumer confidence

Chart E.3.11 Markets

210

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Construction

E

Chart E.3.12 Enterprise effects
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E.4

Electrical equipment

E.4.1

Introduction and sector profile

The electrical engineering sector is a significant industrial sector within the European economy, and
covers a number of sub-sectors. This analysis covers firms in the electrical equipment sector (NACE
code 27) excluding firms in the domestic appliances (NACE 27.5) and other electrical equipment
(NACE 27.9).
According to a 2013 study for DG ENTR on the Competitiveness of the Electrical and Electronic
Engineering Industry, the electrical and electronic engineering industry (EEI) is one of the EU’s largest
industries with a gross output of € 703 billion, equivalent to 10% of total manufacturing (TM) gross
output. A workforce of 3.4 million generates a value added of € 214 billion (2010 prices), and the
EU-27 EEI value added at constant prices grew at an annual average rate (AAR) of 2.7 % between
1998 and 2012.
Electrical engineering accounts for 60 % of EEI value added, electronic engineering approximately
30%, and electrical and electronic components the remaining 10%. Electrical engineering
manufacturing produces intermediate products that are used by a broad range of manufacturing
industries, whilst electrical and electronic components provide semiconductors and printed circuit
boards (PCB) to a wide range of industries.
The EEI has performed strongly in international markets and has a high global market share.
According to DG ENTR, the EU is ranked second in the world with a share of 21% of global
production behind China (30%) and ahead of both the U.S. and Japan (each with 19%). In terms of
value added, the EU is also in 2nd position after the US and is ahead of both Japan and China, due to
specialisation in medium/high-tech products. Although the EEI has a reputation for the quality and
reliability of its products, competitors from outside the EU are closing the gap. The EU-EEI’s exports
were €226 billion in 2012, 35 % of total production.
For the purposes of the survey we focused on NACE 27.1 Manufacture of electric motors, generators
and transformers and Manufacture of electricity distribution and control apparatus. The table below
sets out some key comparative data pertaining to the electrical equipment sector in the countries
studied:
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Table E.4.1 Electrical equipment sector – enterprise profile

Estonia (2011)
Enterprises
Turnover

0 to
10 to 19 20 to 49 50 to 249
250 or
9 employed employed employed employed more employed
Nº
Nº
Nº
Nº
Nº
30

8

12

15

3

Total
Nº
68

1

1

21

58

n.d.

480

27

33

371

272

n.d.

4,219

1,879

1,044

545

671

238

4,378

754

2,524

2,716

13,839

72,484

92,317

6,980

15,186

18,939

72,637

282,274

396,016

Enterprises

34

20

7

n.d.

n.d.

85

Turnover

24

44

33

n.d.

n.d.

605

138

262

234

n.d.

n.d.

2,694

Employment
Germany
Enterprises
Turnover
Employment
Ireland

Employment
Italy
Enterprises

3,765

932

493

256

39

5,485

Turnover

1,148

1,894

3,522

9,112

9,334

25,011

12,320

12,601

14,842

24,489

28,255

92,507

1,213

90

106

145

52

1,606

209

67

196

1,499

3,066

6,507

3,862

924

2,241

16,811

25,537

59,747

556

20

21

50

10

679

25

22

35

407

819

1,911

691

252

714

5,550

6,466

20,964

Enterprises

577

61

59

45

5

747

Turnover

171

n.d

314

1,260

n.d.

4,952

1,182

n.d

1,661

4,938

n.d.

16,578

Enterprises

8,054

2,175

1,243

1,182

347

13,048

Turnover

2,332

4,552

6,837

26,175

85,703

131,783

25,200

29,258

39,002

124,697

342,532

592,725

Employment
Poland
Enterprises
Turnover
Employment
Slovakia
Enterprises
Turnover
Employment
Sweden

Employment
All

Employment

Source: Eurostat, 2014
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E.4.2

Respondent profile

The findings of this report on the electrical equipment sector are based on 43 interviews spread
across the different countries within the study’s scope and are based on a number of different types
of event, as set out in the table below. Approximately a sixth of interviews were on recruitment of a
new employee, 7% investing in plant, machinery, equipment; 58% in new product development, and
9% in new market entry. Some 9% dealt with other events.
Table E.4.2 Electrical equipment sector – event breakdown
Recruited a
new
employee

Country
Estonia
Germany
Ireland
Italy
Poland
Slovakia
Slovenia
Spain
Sweden
Total
E.4.3

Invested in a
new plant
and
machinery
Nº
%

Nº

%

0

0

0

2

29

1

Developed a
new product
or service

Entered a
new market
elsewhere
in the EU
Nº
%

Nº

%

0

3

12

0

0

0

4

16

14

0

0

1

1

14

0

0

1

14

1

33

2

29

0

0

0

0

Total

Other
Nº

%

Nº

%

0

1

25

4

9

1

25

1

25

8

19

4

1

25

1

25

4

9

5

20

1

25

0

0

7

16

3

12

0

0

0

0

5

12

0

3

12

0

0

0

0

5

12

1

33

1

4

0

0

0

0

2

5

0

1

33

1

4

1

25

0

0

3

7

0

0

0

0

4

16

0

0

1

25

5

12

7

100

3

100

25

100

4

100

4

100

43

100

Applicable Legislation

The EU regulatory framework on electrical equipment focuses on three major aspects: ensuring
health and safety, setting technical standards in order to further harmonize the internal market and
guaranteeing environmental sustainability. Decision No 768/2008/EC provides a common framework
for the marketing of products placed on the market in accordance with the essential requirements
set out in pieces of Union harmonization legislation, such as the LVD, the EMC and the Machinery
Directive.
The electrical equipment sector is subject to a number of different types of legislation. This includes
industrial product legislation to promote technical harmonisation, environmental legislation (e.g. the
WEEE Directive), internal market legislation with an environmental focus, such as REACH and RoHS,
as well as generic employment and business-related legislation common to all firms. A list of
relevant applicable legislation is provided below:
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Low Voltage Directive (LVD) - 2006/95/EC



Machinery Directive - 2006/42/EC



Electromagnetic compatibility (EMC) 2004/108/EC



Explosives (ATEX) Directive - 94/9/EC



Waste Electrical and Electronic Equipment (WEEE) Directive - 2012/19/EU



RoHS Directive (Restriction of the use of certain hazardous substances in electrical and electronic
equipment (recast)- Directive 2011/65/EU



General Product Safety Directive - 2001/95/EC (this will shortly be repealed following the
adoption of the Product Safety and Market Surveillance Package (COM(2013) 78) on consumer
product safety, repealing Council Directive 87/357/EEC and Directive 2001/95/EC



Energy-efficiency Directive - 2012/27/EU



Eco-design Directive (new legislation is now in place: no longer 2005/32/EC but 2009/125/EC).
This was formerly Directive 2005/32/EC Directive 2009/125/EC

There are two main European Directives that apply to electrical and electronic equipment with
respect to health, safety and performance: the Low Voltage Directive (LVD) 2006/95/EC, and
Electromagnetic Compatibility (EMC) Directive 2004/108/EC. These are based on the "New
Approach" principles which ensure a high level of protection. They set out the essential
requirements, the voluntary use of standards, and the conformity assessment procedures. The
absence of third-party mandatory conformity assessment reduces the burden on manufacturers.
Firms must apply CE marking in accordance with the common requirements for Union harmonisation
legislation. These Directives have directly and substantially contributed to the Single Market for
electrical and electronic products.
Additional environmental requirements may also need to be applied (e.g. RoHS, WEEE, energy
efficiency requirements directives 2000/55/EC and 1996/57/EC). EU legislation affecting electrical
products: Energy Labelling of household appliances, Eco-design legislation, Office Equipment Energy Star Programme, Waste Electrical and Electronic Equipment (WEEE) and Restriction of
Hazardous Substances (RoHS), General Product Safety Directive (GPSD) 2001/95/EC.
Examples of different types of legal requirements that electrical equipment firms may encounter as
related to the specific events under discussion are provided in the following table. It should be noted
that whilst there are specific pieces of Union harmonisation legislation applicable to firms in the
electrical equipment, firms are also subject to general European legislation applicable to all firms
(e.g. employment, health and safety, business-related).
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Table E.4.3 Electrical equipment – events and laws
Event

Legal requirements

Comment (if any)

Investment in new
plant, machinery
and equipment

The LVD and the EMC - if firms determine to carry out testing and
conformity assessment of products internally, there are the oneoff costs of purchasing testing equipment and annual costs to
check that the equipment is in order and for recalibration.

Since the LVD and the EMC
allow scope for the testing
and conformity assessment of
products internally, plants will
need to be fit for purpose and
investment made in testing
equipment to test products
against
the
essential
requirements and harmonised
standards. Alternatively, this
can be carried out by a third
party notified body

Employment

Although there is no specific legislation concerning New plants
and machinery per se, production facilities will need to be
designed with compliance requirements relating to the
manufacture of electrical equipment products in mind e.g. is
production line able to produce products that meet the essential
requirements, does the factory and / or testing facility allow for
internal testing of products as part of conformity assessment
procedures?
A generic set of legislation applies to firms in all sectors e.g.







New markets/
exporting services
to another EU
country



New product and
service
development









European Framework Directive on Safety and Health at Work
(Directive 89/391 EEC) - development of occupational health
& safety manual, training on health and safety, health &
safety risk assessments
Working Time Directive (2003/88/EC), Fixed Time Workers
Directive (1999/70/EC) and the Part-Time Workers Directive
(97/81/EC) – check hours FT/ PT/ holiday/ parental leave etc.
requirements, recoding and storing equipment, maintain
employment contracts and employment records (e.g. in
relation to fixed and part-time workers)
Data Protection Directive (95/46/EC) - personal data storage
of employment records
European framework directive on information and
consultation (2002/14/EC) - consulting with co-workers on
new EU rules, worker consultations in case of collective
redundancies (for companies larger than 50 employees)
VAT filing and additional administrative time in requesting
VAT reimbursements for expenses incurred in other Member
States
Familiarisation with different VAT rates in different EU
countries in which the firm operates

Low Voltage Directive (LVD) – internal or third party
conformity assessment, CE marking and Declaration of
Conformity (DoC)
RoHS Directive (2011/65/EU) – impacts the selection of raw
materials and the need for substitutes to replace any banned
hazardous substances.
REACH Regulation – testing the chemicals used in electrical
equipment products, ensuring that downstream users (DUs)
are made aware about chemical properties
WEEE Directive – the disposal of electrical waste has
implications for manufacturers, with end-of-lifecycle costs.

Keeping basic computerised
employment records - high
BAU
Monitoring working hours high BAU
External advice, information
and support in drafting health
and safety guidance for staff
may be needed (one-off cost),
but cost of annual updating
and checking is minimal.

No additional compliance
costs in exporting since
products can be placed on the
market in one Member State
and then legally sold in any
other EU Member State under
the common framework for
the marketing of products
(Decision No 768/2008/EC)
The LVD and EMC are the
main pieces of legislation
applicable
to
electrical
equipment products. Although
no mandatory third party
conformity assessment, given
the importance of electrical
safety, many manufacturers
use a third party conformity
assessment body such as a
notified body.

Source: Examples are taken from the interview feedback
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E.4.4

Interview responses

E.4.4.1

Categories of legislation complied with

In order to obtain some understanding of the European legislation that electrical equipment
manufacturers have to contend with in carrying out the activities in question, they were asked which
types of legislation they have to comply with. The responses are set out in the bar chart below.
Chart E.4.1 Which legislation does the business have to comply with in relation to the event(s)
that you have described?
Environmental legislation was
mentioned most often, closely
followed by product legislation
and
then
business
and
employment
legislation.
Product
legislation
was
highlighted by respondents in
Ireland, Germany, Estonia,
Slovakia,
and
Sweden.
Although companies in Italy
and Poland had product
development events, their
emphasis
was
on
environmental
legislation,
which was also important for Sweden. Employment legislation was highlighted in all Member
States, except Estonia and Poland and Sweden. Business legislation was highlighted in more
Member States (Estonia, Germany, Italy and Slovakia).
Chart E.4.2 As far as you know, do the requirements set out in the legislation come (mainly) from:
the European Union or your own government (MS)?
The awareness of, and views
on, the source of legislative
requirements were broadly
consistent, with the EU
identified as the origin of all
except business-related and
employment (Italy) regulation,
with a particular emphasis on
environmental legislation.
However, most respondents in
Poland did not have a clear
view of the origin of legislation and did not provide any input, although in the case of product
legislation requirements were associated with EU Directives, whilst those in Slovakia rather more
mixed.
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E.4.4.2

Compliance actions and costs

E.4.4.2.1 Familiarisation actions & costs
Electrical equipment companies carried out a wide range of activities to familiarise themselves with
legislation that could affect them, as reflected in the bar chart below.
Purchasing information was highlighted by respondents in Estonia, Italy and Sweden. The provision
of information and training existing staff were most important for companies in Germany, Ireland,
and Poland. Other actions were training existing staff [only] (Slovakia), hiring new staff (Germany,
Sweden), and buying in external expertise (Italy, Slovakia and Sweden).
Chart E.4.3
Which of the following familiarisation actions have you undertaken / do you
undertake with respect to the EU legislation?
A range of costs was provided.
Estonian respondents cited
€50.000 for an external
consultant for support in
understanding the implications
of the legislation, plus €16,000
annually for 400 hours work of
one employee, and training fees
of €300 (10 hours for 3 staff). In
Italy, costs included a recurring
€8.500 third party services in
relation to employment, one-off information purchase of €400, travel to Brussels and Milan for
meetings in order to understand the new product legislation of €2.700, and around €3500 for
management time (around 15 days). In Poland estimates included a one-off fee of € 12.000 to a
company to assist with preparatory action and information, and annual for two employees lasting 1
to 2 days for no more than €40/employee. A Slovakian firm paid annual fees €500 for external
expertise and €1.500 for information as well as around €14.000 for around 200 hours spent training
of new staff. In Sweden a respondent focused on a new product had one-off costs for external
support of around €40.000, plus annual fees of €2.500 for information (standards documents and
other) and around €5.600 worth of staff time for around 125 hours of familiarisation actions.
E.4.4.2.2 Adaptation actions and costs
Adaptation actions identified by survey respondents are set out in the bar chart below. Training of
staff in skills and required roles was most frequently mentioned, close to redesigning products and
processes to comply. Next was working with suppliers, labelling, and working with customers.
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Chart E.4.4 Which of the following adaptive actions have you undertaken / do you undertake in
order to comply with the substantive requirements of the legislation?

A range of actions and associated costs was provided:
 Estonia - one-off product development/re-design costs of around €550.000 for 3 products


Italy - actual or expected R&D for product redesign (€200.000), costs of new materials to be
used in product design (€1.600), investment in new equipment (€200.000). [For all Italian
firms, these costs were primarily a function of legislation]



Slovakia – annual training of €20,000. [Most Slovakian companies indicated that such costs
are largely considered part of the business as usual scenario (80-100%) and that they expect
to have to incur them irrespective]



Sweden one-off costs of external experts of around €40.000 for the testing in relation to the
EMC Directive and recurring costs for internal staff time of around €76.000; for new
equipment (€25.0000) and materials (€30.000) to ensure compliance with RoHS Directive.
Together with staff costs the total costs were estimated at around €100.000; new
equipment (€200.000) investment and staff time allocated (€90.000), plus €30,000 for
materials on an ongoing basis.

E.4.4.2.3

Administrative actions & costs

Administrative actions identified by survey respondents are set out in the bar chart below. The most
frequently undertaken actions were internal testing (respondents in all countries except Ireland)
and compiling and storing information (respondents in all countries except Germany). Thereafter
respondents had also carried out conformity assessment (Estonia, Poland, Sweden), external
reporting to authorities (Estonia, Poland, Slovakia), external testing (Germany, Italy, Sweden), and
risk analysis (Italy Sweden). Examples of actions and related costs are given for several countries
below.
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Chart E.4.5
Which of the following administrative actions have you undertaken /do you
undertake in order to comply with the legislation?

In Estonia, 3 internal product tests cost €69.000 – reflecting the time cost of 20 staff – although they
were considered as part of their everyday work and part of business as usual costs.
In Germany, an employment event required internal HR and external checking of the existence of
assignment certificate by national social security agencies in the context of their regular inspection.
For product development, actions included the establishment of in-house testing facilities, with oneoff costs of €20.000, 200 - 300hrs of own staff time for each product line (around €9.000), and
external expert fees for each certificate of €6.000 - €8.000.
In Ireland the need for 5 staff for record maintenance, and around €100.000 for external testing
were quoted, although some 70% of these costs were considered BAU that would be incurred (even
without legislation). It should be noted that firms were not always aware whether product
legislation and associated conformity assessment requirements were European or international. For
instance, in Ireland, Firm IE/EEQ/001 stated that “the most expensive type of legislation we have to
comply with relates to product safety. UL (United Laboratories), the leading testing firm, have a de
facto monopoly on safety certification and they abuse their dominant market position in terms of
the issuing of new product certifications and ongoing file maintenance”. Although these are
compliance costs in relation to an “event”, the development of a new product, the costs referred to
relate to the costs of exporting under the US regulatory framework, since third party conformity
assessment is mandatory by an accredited NRTL under the US’ OSHA Act, which relates to federal
rather than to EU legislation.
In Italy, for a new product, staff costs of around €50.000 and testing equipment around €40.000,
and one-off costs of €8.000 for own staff for around 160 hours of work were quoted.
Three firms in Sweden provided administrative action cost estimates: conformity assessment costs
of around €1,000 on a continuous (annual) basis, €5.400 for staff time, and €5.000 for testing
equipment.
E.4.4.3

EU law as an additional burden

There were different views with regard to the nature and extent of EU law’s imposition of additional
burden. Three countries judged this to be the case in relation to product legislation only (Estonia
Germany, Ireland).
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Other views were only taken by individual countries:


employment, business legislation is seen as linked to national legislation (Germany)



energy efficiency requirements are from EU legislation and affect new product development
(Italy)



product and environmental legislation (Sweden).

Chart E.4.6 To what extent do the EU laws you have to comply with impose an additional
burden/cost on the business over and above purely national legislation?
Whilst there was no consensus
on whether EU requirementassociated costs have become
more
burdensome/costly,
respondents
in
different
counties highlighted different
areas where costs have become
higher:






product and environmental and business - Ireland
product and environmental - Poland, Sweden
employment and environmental- Italy
all categories of legislation are imposing greater burden that in the past, with particular
focus on product and employment - Slovakia.

Chart E.4.7 Over time, to what extent, if at all, have the (EU) requirements you have to comply
with become more/less burdensome/costly?
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E.4.4.4 Enforcement
There are a wide range of institutions involved in enforcement, reflecting the complexity of the
products in question, but views on their stringency varied both between and within countries.
In Estonia, the Estonian Tax and Custom Board, Labour Inspectorate, Electricity Control and Estonian
Technical Surveillance Authority were not considered stringent by two firms which suggested that
inspections either do not take place or are very weak. However, a third firm considered Estonian Tax
and Custom Board inspections as quite stringent, although this assessment was possibly because the
Board’s focus was VAT, and not product legislation.
Views on enforcement vary in Germany. Two of the three firms that introduced a new product
suggested that the national surveillance authorities were not stringent at all, with compliance largely
a function of market forces. A third firm, however, thought enforcement was quite stringent. In the
case of the employment event, an inspection from the authorities (national security) was considered
light (not stringent at all), whilst in the case of a Romanian market entry event, the tax authorities
were considered rather stringent.
The firm in Ireland looking to enter the UK market, enforcement of the WEEE Directive was
considered both quite stringent and more stringent than in other Member States, thereby putting
the respondent at a competitive disadvantage. However, the other two firms that had introduced a
new product expressed the view that legislation is not enforced.
In Italy, Firms with a new product event considered enforcement to be not stringent at all, with
consensus that national supervising authorities do not operate properly. For the employment event,
however, enforcement by the national supervising authority was considered stringent, with 4 - 5 onsite inspections made every year.
Firms with a new product event in Poland considered Trading Standards Association, Chief Sanitary
Inspectorate, and Social Insurance Institution enforcement quite stringent with at least two annual
inspections, rising according to one firm, up to 10.
Firms in Slovakia – with both employment and new product events – suggested that Tax Office,
Labour Inspectorate and relevant Technical Body enforcement of legislation is very or quite
stringent. Spanish industry mentioned issues that arise due to different requirements of different
Autonomous Communities and even local authorities within the Autonomous Communities.
In Sweden, although four firms suggested enforcement was rather stringent, no information was
provided on the nature and frequency of inspections by relevant agencies.
E.4.4.5

Effects

E.4.4.5.1 Costs
As regards the overall effects on costs, the majority of respondents thought that the long term costs
of compliance were negligible and could be incorporated into product design, and also agreed very
strongly that short term costs of adjustment I response to new legislative requirements can be high.
There was not a very marked overall view as to whether administrative requirements could be easily
integrated into the day-to-day actions of the company, although overall it was yes. Nor was there as
strong a view in agreement with the statement that most testing etc. would take place anyway as
there was in the other sectors.
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Within these categories there were country differences. A majority of respondents in Italy, Poland
and Sweden considered legislation to have been (be) necessary for product testing, H&S, etc. most
respondents in Italy, Poland and Sweden felt legislation was/had been necessary for product
testing, etc. None of the firms in Estonia were concerned about the long-term costs of EU
legislation, but they did consider that there are short-term costs associated with operational
changes. Whilst all agreed that costs can be incorporated in daily operations, they also considered
that most activities would have taken place irrespective.
Whilst the vast majority of firms in Germany considered short-term costs for adaptation and new
processes to be high, there was no unanimity on whether long term adaptation costs can be
incorporated in the firm’s processes (rather than adding further to the firm costs). With respect to
the incorporation of administrative requirements into firm processes, most though this was not the
case, but thought that most inspections etc. would occur (without legislation).
Chart E.4.8 How do you think the costs imposed by legislation affect your business?

There was strong belief in Ireland that short-term costs associated with operational changes can be
costly, but not on long-term costs of legislation and the incorporation of costs into daily operations.
A majority considered that some activities would have taken place without legislation.
In Italy, a majority of respondents were not concerned about the long-term costs of EU legislation,
but were concerned about short-term costs associated with operational changes. Nonetheless,
most considered that the costs can be incorporated in daily operations.
Only one of the five Slovakian respondents was unconcerned about the long-term costs of EU
legislation, and three were more concerned about short-term costs associated with operational
changes. Two of five firms considered that the administrative costs can be incorporated in daily
operations. The majority (4) though that some activities would have taken place without EU
legislation.
In Sweden, three of seven respondents were not concerned about the long-term costs of EU
legislation, but three were more concerned about short-term costs associated with operational
changes. Nonetheless, three also considered that the costs can be incorporated in daily operations.
When considering the question of costs in terms of events the findings are as follows.
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Entering a new market in the EU.

There are no additional regulatory compliance costs of entering a new market within the EU, since
once electrical equipment manufacturers have achieved regulatory compliance and placed a product
on the market in a given Member State, they can market the product in any Member State. Although
some interviewees mentioned different types of costs associated with exporting to new markets,
these were not regulatory compliance costs. (However, there are some non-regulatory barriers to
trade mentioned by interviewees, such as national marking schemes. For instance, in Germany, the
GS Mark (Geprüfte Sicherheit -"Tested Safety"), is a voluntary certification mark for technical
equipment. The GS product safety mark is often displayed alongside the CE marking label, since
German consumers are willing to pay a higher price for products if there is a strong
certification mark on it. For exporters, although not a formal requirement and nothing to do with EU
legislation, which requires a CE mark (and the associated conformity assessment procedures to be
carried out, this can make it more difficult to export to different EU markets unless the exporter
pays for additional testing by a third party notified body. Such “voluntary” labelling schemes relate
to product safety but can also be identified in other areas such as energy efficiency.)


Employment

As in the case of other sectors, a wide range of different types of costs are involved in addressing the
requirements of EU employment legislation. There do not appear to be any sector-specific costs.


Developing new products or services (NPD)

As regards new product development, there are costs associated with compliance with Union
harmonisation legislation and ensuring compliance with the essential requirements. Whilst these are
not sector-specific, the LVD and the EMC Directives apply to manufacturing firms in the electrical
engineering sector making equipment. There are compliance costs associated with conformity
assessment. Even if there is no mandatory requirement to undertake conformity assessment (unlike
in the US) using a third party notified body, electrical equipment firms experience compliance costs
either through the use of a third party to undertake testing on their behalf, or by undertaking the
applicable conformity assessment procedures internally (e.g. safety testing for the LVD and the EMC,
checking compliance with the essential requirements) often using harmonised technical standards,
and requiring human resources for testing and in familiarisation with regulatory compliance
requirements. Costs were also identified associated with complying with chemicals and substancerelated legislation e.g. REACH and RoHS, although firms were not always able to quantify these.


Investment in plant, machinery and equipment

Although some firms identified costs associated with investment in plant, machinery and equipment,
the costs cited as examples were often not genuine EU legislation compliance costs. However, some
identified costs associated with the purchase of equipment. For instance, many electrical equipment
firms carry out conformity assessment testing in-house (using Module A, which allows firms scope
for self-certification) and there are one-off costs associated with the purchase of this equipment and
annual recurring costs (e.g. associated with checking that the equipment is in order and
recalibration).


Cumulative costs

In all these instances, the cumulative costs of compliance occur throughout all the stages of the
firm’s value chain. The support functions within the value chain make human resource
management more complex and costly. There is for example a need to carry out training, keep
records, ensure accurate time-keeping to comply with the WTD, the part-time workers Directive and
224

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Electrical equipment

E

other legislation, comply with data protection in respect of employee data. There is also a cost in the
initial familiarisation stage with these different types of legislation, and time taken to set up the
necessary internal compliance processes and procedures and to build these into HR practices and IT
systems. These various costs – familiarisation, adaptation of practices and procedures – add to the
costs of HR management.
As regards company procurement activities, there are a range of costs incurred there as well –
having to keep records of suppliers to ensure traceability, and to track which customers were
supplied with what. Electrical equipment firms need to develop appropriate Information support
systems to capture, process and store data to meet different EU compliance requirements. Some of
these requirements are generic to all firms (e.g. employment legislation, health and safety
legislation) whereas others are specific to electrical equipment firms (e.g. development / updating
of technical dossiers for each electrical product containing records of test results to demonstrate
compliance with the essential requirements, updating compliance documentation such as
declarations of conformity whenever there are changes to the applicable legislation or harmonised
standards that have been applied).
A further specific area of costs for equipment manufacturers are the requirements relating to
electrical waste under the Waste Electrical and Electronic Equipment (WEEE) Directive. These
require firms to put in place end of lifecycle arrangements to ensure that products are recycled and
waste disposed of safely.
As regards operational functions there are also a wide range of effects: goods inwards processing
costs are increased by having to ensure traceability for market surveillance purposes.
Taken together, these cumulative costs of compliance have to be absorbed by firms in carrying out
the specific events in question.
E.4.4.5.2 Cumulative effects
Based on the interview results the cumulative effects in terms of their effects on firms (according to
the ten headings – elements - in the chart) can be categorised into three groups: effects on people/
customers; firm/ markets; firm/ operations. The bar chart below sets out the overall responses to
these questions. charts at the end of this section provide some further clarifiaction of the underlying
relationships as it looks at the responses per event and within that on a country basis. The charts
support the analysis below.
As regards the first group of charts – to do with working standards, staff morale and consumer
confidence, the verall results are positive on working standards and staff morale. In the secod
group, to do with markets, innovtion and competiton, interstingly, and contrast to most other
secors, th eresonses as regards both market share and oipportunities t innovat eare positive overall.
As regards the firm operating criteria, as I nother sectors, responses are negative.
Looking at the responses on a country basis, in Estonia all respondents had a positive view of
opportunities and incentives provided for innovation (firm/markets). They were less positive (3 of 5)
about consumer confidence [people/customers] and protection from competition on the basis of
lower standards (2 of 5) [firm/markets]. They were also positive about the impact on profitability,
sales and productivity, [firm/operations] even it is not thought that it has led to a reduction of costs.
In Germany, there was no consensus on the effects of the legislation, while in Ireland – firms were
positive on improved standards, consumer confidence [people/customers] and opportunities and
incentives provided for market expansion. On the other hand a majority had a rather negative view
in relation to cost reduction, productivity and profitability and even the capacity to prevent
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competitors to compete on the basis of products of lower standards. In Italy, the majority of firms
had a rather negative view in relation to cost reduction and impact on productivity and profitability.
They were generally positive on opportunities and incentives provided for innovation (4 out of 7),
and consumer confidence and protection from competition with lower standards (3 of 7).
Chart E.4.9 To what extent do you agree or disagree with the following statements about the
effects of the relevant EU legislation compared to a hypothetical no legislation scenario?

Polish firms did not/were unable to express any views. Slovakian firms had a moderately positive
view on improved standards, opportunities and incentives provided for innovation, consumer
confidence and opportunities to innovate (2 of 5). However, a majority of firms had a negative view
in relation to cost reduction, profitability and protection from competitors with lower standards.
Finally, in Sweden- Firms indicated that the legislation had improved standards – although two still
did not see it preventing competition on the basis of lower standards – and there were some
positive views in relation to the contribution to consumer confidence. At the same time, a majority
(3 of 5) had a rather negative view in relation to cost reduction and impact on productivity and
profitability.
E.4.5

Conclusions

Overall, the costs of the cumulative effects of compliance with EU legislation for firms in the
electrical equipment sector were found to be of a medium order of magnitude. This depended on
the type of legislation in question.
Compliance costs in some areas of EU legislation were viewed as being relatively modest (e.g.
employment and business legislation) and entering a new market in the EU (since the common rules
on marketing products in other Member States set out in Decision 768/2008 allow for firms to sell
across the EU within the internal market with no extra administrative or substantive compliance
costs).
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In other areas, such as carrying out conformity assessment testing of products to ensure compliance
with the LVD and the EMC, although the costs can be significant (regardless as to whether testing is
carried out internally using firm equipment or externally by a notified body), there was a high
percentage of BAU costs, since ensuring electrical safety and that electro-magnetic interference is
not a problem with electrical equipment is integral to internal quality assurance and risk
management procedures, rather than something imposed externally through EU legislation. The
interview feedback also suggested that since the LVD and EMC are well-known among equipment
manufacturers, the requirements are built into investment in plant, machinery and the purchase of
testing equipment from the outset. There are lower familiarisation costs associated with compliance
with these Directives since the requirements are well-known and although standards may evolve,
the core legislation has not fundamentally changed for a considerable period.
With regard to sector-specific legislation, the research identified costs associated with the WEEE
Directive, which sets collection, recycling and recovery targets for all types of electrical goods. In
addition, for other legislation applicable to electrical equipment firms, such as the RoHS and REACH
Directives, compliance costs and the overall administrative burdens were considered to be higher.
Since harmonised product legislation is applicable in all Member States, and there was no evidence
of gold-plating, the cumulative effects might be expected to be relatively uniform across EU28.
However, in practice, perceptions as to the costs and extent of administrative burdens varied
between firms in different countries.
Although in common with all firms, electrical equipment makers are subject to employment and
occupational health and safety legislation, the costs of such compliance were not viewed as overly
burdensome.
There was not a correlation between country size and the costs and burdens of legislation. There
are some differences between firms depending on firm size threshold. In particular, SMEs are more
likely to outsource testing and conformity assessment procedures to a third party (e.g. a notified
body), whereas larger firms more commonly carry out most aspects of conformity assessment
internally, and use an independent third party for specific aspects of the compliance process to
provide external verification of electrical safety test reports, for instance. The effect as regards costs
is that SMEs appear to face higher recurrent (external) testing costs as part of new product
development, whereas large firms experience higher one-off expenditure upfront (e.g. the purchase
of new testing equipment). However, many firms were not able to provide detailed cost data as to
the one-off and recurring costs associated with testing and conformity assessment.
Interestingly, as regards the benefits of EU legislation, there were country-specific differences, with
firms in some countries being consistently positive (e.g. Sweden, Estonia) whilst firms in other
countries having more negative perceptions about the cumulative effects of EU legislation (e.g.
Slovakia). There was often a mixed picture as to whether firms saw positive effects from EU
legislation. There was a more positive assessment of the impact of EU legislation on opportunities
and incentives for innovation and market share (firm/markets) compared with many of the other
statements where firms’ opinions were solicited.

227

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Electrical equipment

E

Chart E.4.10 Effects on staff, standards and consumer confidence
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Chart E.4.11 Markets
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Chart E.4.12 Enterprise effects
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E.5

ICT Services

E.5.1

Introduction and sector profile

The European ICT services sector developed strongly since in the late 1980s and has grown into the
most important industry in the European ICT sector. There are three main sub-sectors within
European ICT services industry: ICT wholesaling; telecommunications; and ICT consultancy. According
to a sector competitiveness study undertaken in 2009, ICT services account for more than 90% of
enterprises and 80% of turnover. The overwhelming majority of enterprises in the ICT services sector
are SMEs with less than 250 persons employed. Moreover, nine out of ten enterprises are micro
enterprises with less than 10 employees.
The following table provides an aggregate across the 9 Member States within study scope as regards
the profile of the ICT services sector.
Table E.5.1 ICT Services – Sector profile
Total 9 Study
MS
Enterprises
Turnover
Employment

Total

0-9

10-19

20-49

50-249

>250

162,205

153,291

4,367

2,676

1,539

332

104,667

15,857

6,756

8,700

20,713

52,641

796,906

216,768

60,619

81,156

153,804

284,559

The next table provides a detailed breakdown of data for the 9 countries within study scope for the
ICT sector in relation to the number of enterprises, turnover and the number of employees.
Table E.5.2 ICT Services – enterprise profile
NACE 62.01 Computer programming activities and 62.02 Computer consultancy activities

Estonia (2011)
Enterprises
Turnover
Employment
Germany
Enterprises
Turnover
Employment
Ireland
Enterprises
Turnover
Employment
Italy
Enterprises
Turnover
Employment
Poland
Enterprises

0 to 9
employed

10 to 19
employed

20 to 49
employed

50 to 249
employed

Nº
398
n/a
n/a

Nº
11
6
167

Nº
7
n/a
n/a

Nº
5
n/a
n/a

250 or
more
employed
Nº
n/a
n/a
n/a

10,642
2,071
20,091

526
830
7,245

288
906
8,267

262
4,578
26,922

45
3,539
23,950

11,763
11,924
86,475

4,516
778
8,208

194
587
2,749

134
646
3,824

69
2,039
6,396

14
8,962
7,513

4,927
13,011
28,690

42,479
4,882
64,325

1,535
2,488
20,454

781
2,583
24,277

388
4,986
37,812

99
14,938
84,173

45,282
29,876
231,041

32,506

330

276

169

25

33,306

Total
Nº
421
6
167
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Turnover
Employment
Slovakia
Enterprises
Turnover
Employment
Slovenia
Enterprises
Turnover
Employment
Spain
Enterprises
Turnover
Employment
Sweden
Enterprises
Turnover
Employment
All
Enterprises
Turnover
Employment

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – ICT Services

E

2,179
51,647

406
4,754

592
8,181

1,282
16,084

1,875
20,732

6,333
101,398

4,871
329
7,029

93
107
1,396

64
174
2,056

46
417
4,504

15
828
8,887

5,089
1,855
23,872

3,591
296
5,273

92
140
1,225

56
n/a
n/a

20
280
1,797

2
n/a
n/a

3,761
715
8,295

21,569
2,056
35,632

1,002
929
13,395

623
1,588
18,984

382
3,880
39,808

97
14,389
102,684

23,673
22,841
210,503

32,719
3,268
24,563

584
1,264
9,234

447
2,211
15,567

198
3,252
20,481

35
8,110
36,620

33,983
8,106
106,465

153,291
15,859
216,768

4,367
6,757
60,619

2,676
8,700
81,156

1,539
20,714
153,804

332
52,641
284,559

162,205
94,667
796,906

Comments on differences between EU countries
The data on market size and structure in the ICT industry shows that a number of Member States
within the countries covered by the study have a large ICT services sector, such as Germany, Italy,
Poland, Spain and Sweden. Eurostat SBS data shows that Italy has the highest number of ICT firms,
including in both the 50-249 and the 250-500 size thresholds. However, industry data suggests that
Germany actually has the largest number of employees and highest turnover in Europe, at least in
the ICT services sector. Ireland has a very large ICT sector compared to its population size.
Other Member States within scope, such as Estonia, Slovakia and Slovenia, have a much smaller ICT
industry, reflecting their small population sizes. However, countries such as Estonia have developed
niches within particular areas of ICT services, including outsourcing through shared service centres,
to the extent that there are skilled labour shortages that necessitate employing ICT professionals
from third countries.
E.5.2

Respondent profile

Firms were interviewed about 66 ICT events. Among firms that took part in the interview
programme, the most common event discussed was the recruitment of employees (39%), followed
by new product development (36%), new investment in plant, machinery & equipment (11%) ; new
market entry (5%); and, other (9%). In the following table, an overview of the interviews achieved is
provided.
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Table E.5.3 ICT Services – interviews breakdown
Recruited a
new
employee

Country

Nº

Estonia
Germany
Ireland
Italy
Poland
Slovakia
Slovenia
Spain
Sweden
Total
E.5.3

3
2
3
2
2
5
3
3
3
26

%

12
8
12
8
8
19
12
12
12
100

Invested in a
new plant
and
machinery
Nº
%

0
2
0
1
2
0
1
0
1
7

0
29
0
14
29
0
14
0
14
100

Developed
a new
product or
service
Nº
%

3
4
1
4
2
1
2
4
3
24

13
17
4
17
8
4
8
17
13
100

Entered a new
market
elsewhere in
the EU
Nº
%

1
0
1
0
0
0
0
0
1
3

33
0
33
0
0
0
0
0
33
100

Other
Nº

1
1
0
0
1
1
2
0
0
6

%

17
17
0
0
17
17
33
0
0
100

Total
Nº

8
9
5
7
7
7
8
7
8
66

%

12
14
8
11
11
11
12
11
12
100

Applicable legislation

Although unlike some of the other sectors covered by this study, the ICT sector is not subject to
sector-specific EU legislation, there are a number of European Directives that impact on ICT services.
A summary is provided below and a detailed overview of the applicable legislation is provided in
Appendix B:
Data Protection Directive (95/46/EC) 61 - on the protection of individuals with regard to the
processing of personal data and on the free movement of such data. There is a 2012 proposal to
revise the Directive, but a revised regulation has not yet been adopted.
Protection of Computer Programs Directive (2009/24/EC) - the objective is to harmonise Member
States' legislation regarding the protection of computer programmes in order to create a legal
environment to protect against the unauthorised reproduction of such programmes.
Harmonisation of certain aspects of copyright and related rights in the information society
(Directive 2001/29/EC) - a harmonised legal framework on copyright and related rights, will foster
investment in creativity and innovation, including network infrastructure, and will help to promote
the increased competitiveness of European industry through increased legal certainty, while
providing for a high level of protection of intellectual property.
The Unitary Patent – the European patent with unitary effect confers on the proprietor the right to
prevent any third party from committing acts against which the patent provides protection.62 This is
enforced through a newly established unitary patent court which applies to developers of services
that include proprietary software.

61 The Data Protection Directive is currently under review, following the adoption of a proposal for a

new Data Protection Directive in 2012 (COM(2012) 11).
62 Currently there is no such thing as a single European patent. On 17 December 2012 the Council of the
European Union approved two regulations External Link that create a European Patent with Unitary Effect
(Unitary Patent). A Unitary Patent, once granted by the European Patent Office (EPO), will provide uniform
protection with equal effect in all of the participating countries.
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IPR is very important within ICT services in helping to attract investors and obtain access to finance
and to ensure that ICT firms’ knowledge capital is not exploited commercially by other companies
without permission. A 2009 study on the Competitiveness of EU SMEs in the ICT services industry
commented on the importance of IPR protection to the ICT sector “there are some fundamental
challenges in respect of the nature of software and ICT services. The first problem is related to the
limited protection of the idea/logic of software when only the code is patented. To address this
problem, the industry has turned to the use of copyrights”.
In addition, firms in the ICT sector will be subject to general European legislation applicable to all
firms (e.g. employment, health and safety, business-related). Examples of different types of legal
requirements that firms may encounter as related to the specific events under discussion are
provided in the following table.
Table E.5.4 ICT - events and laws
Event
Investment in
new plant,
machinery
and
equipment

Legal requirements
Data Protection Directive (95/46/EC) - due to
requirements in respect of the protection of personal
data, there may be a need to purchase encryption and
transmission technologies through Trusted Platform
Module (TPM)63 chips to ensure adequate levels of
data protection /security.

Comment (if any)
High-end enterprise grade desktops
and laptops with data encryption
and transmission technologies are
more costly than standard
consumer-grade equivalents.

90/270 EEC (display screen equipment) – occupational
health and safety
Recruitment
&employment

The Blue Card Directive (2009/50/EC) an approved EUwide work permit - checking what the European and
national immigration rules are on the use of
temporary and longer-term high-skilled employment
(labour shortages are common in ICT sector).

Consultancy and legal advice in
order to employ third country ICT
professionals.

European Framework Directive on Safety and Health
at Work (Directive 89/391 EEC) - development of
occupational health & safety manual, training on
health and safety, health & safety risk assessments

Keeping basic computerised
employment records - high BAU

Working Time Directive (2003/88/EC), Fixed Time
Workers Directive (1999/70/EC) and the Part-Time
Workers Directive (97/81/EC) – check hours FT/ PT/
holiday/ parental leave etc. requirements, recoding
and storing equipment, maintain employment
contracts and employment records (e.g. in relation to
fixed and part-time workers)

Monitoring working hours - high
BAU

Data Protection Directive (95/46/EC) - personal data
storage of employment records

External advice, information and
support in drafting health and
safety guidance for staff may be
needed (one-off cost), but cost of
annual updating and checking is
minimal.

European framework directive on information and
consultation (2002/14/EC) - consulting with coworkers on new EU rules, worker consultations in case
63 Software can use a Trusted Platform Module to authenticate hardware devices. Since each TPM chip has a

unique and secret RSA key burned. Access to keys, data or systems is often protected and requires
authentication by presenting a password.
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of collective redundancies (for companies larger than
50 employees)
New markets/
exporting
services to
another EU
country

VAT filing and additional administrative time in
requesting VAT reimbursements for expenses incurred
in other Member States

New product
and service
development

Identification of relevant legislation (European,
domestic)

E.5.4

These are the only additional
requirements - if comply with all
other requirements

Familiarisation with different VAT rates in different EU
countries in which the firm operates

Familiarisation and adaptive actions with any relevant
compliance requirements

The challenge for many firms,
especially SMEs, is ascertaining
which legislation is applicable when
they enter a new market segment.

Interview responses

In this section, firms are asked about their experiences of complying with European legislation and
their perceptions as to whether national legislation emanates from European or national sources.
The aggregate-level analysis is based on the 66 interviews of events across the EU countries within
study scope.
E.5.4.1

Categories of legislation complied with

Respondents from the ICT sector were asked which types of legislation they had to comply with
when dealing with the events in question. The main types of legislation that firms had to comply
with were: employment legislation (58.7% of respondents), business-related legislation (68.3%)
environmental legislation (20.6%). A lower proportion of firms had to comply with product
legislation, reflecting the fact that no harmonised sector legislation is applicable.
Chart E.5.1 Which legislation does the business have to comply with in relation to the event(s)
that you have described?

Firms were also asked whether the origin of different types of legislation was European legislation or
domestic legislation. In the following bar chart, firms’ perceptions as to where legislation originates
from are analysed.
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Chart E.5.2 As far as you know, do the requirements set out in the legislation come (mainly) from:
the European Union or your own government (MS)?

The bar chart shows that the majority of ICT firms found it difficult to clearly state whether particular
types of legislation emanated from European or domestic sources. Moreover, among those ICT firms
that were able to identify whether legislation was European or national, many firms perceive
legislative requirements as being driven by national legislation. For instance, only 9.5% of firms
thought that employment legislation was driven by European requirements, as opposed to 41.3% of
firms that believed driven by national legislation. Similarly, for business-related legislation, 15.9%
thought that legislation mainly emanated from national sources as opposed to 46.0% who believed
the legislation to be European.
E.5.4.2

Compliance actions and costs

E.5.4.2.1 Familiarisation actions
Firms were then asked whether they had adopted familiarisation actions in order to comply with
European legislation. Only 14.3% of firms interviewed had employed staff specifically dedicated to
familiarising with the requirements set out in the applicable legislation. This reflects the fact that
there is no specific sector legislation affecting the ICT services sector and dedicated regulatory
compliance staff were not needed. Conversely, 41.3% of firms had provided information or training
for staff regarding EU legislation. 17.5% of ICT firms had purchased information about legal
requirements, whilst 44.4% had used external consultants and / or legal advice for particular aspects
of regulatory compliance.
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Chart E.5.3
Which of the following familiarisation actions have you undertaken / do you
undertake with respect to the EU legislation?

Among the examples cited by firms during the interview programme of the role of external
consultants were: assistance in developing occupational health and safety guidance in the
workspace, advice on employing third country nationals whilst complying with relevant immigration
laws and ensuring compliance with the European Data Protection Directive.
In relation to the quantification of the costs of familiarisation actions, the estimated costs were
found to vary considerably between firms. However, a number of examples can be provided from
across different Member States.
From Estonia, three firms provided an estimate of the costs incurred. EE/ICT/4 spent €4000
purchasing information as a one-off cost, EE/ICT/5 spent €1280 purchasing services and information
and firm EE/ICT/6 spent €1806 purchasing services and information (again, both one-off costs). A
number of firms were able to provide data on the costs of familiarisation actions as regards the
number of staff involved, the amount of hours each staff member has spent on such actions and the
total estimated costs applying an appropriate cost parameter per hour of staff time. The estimated
number of staff involved in familiarisation actions varied from 1 (two firms) to 13 (mentioned by a
company that also paid for advisory services from an external consultant). The amount of time spent
by staff on familiarisation actions for those that provided a response varied from 60 hours to 500
hours although, most firms responding had spent less than 100 hours of staff time on the event. As
regards the estimated total employment-related costs, only three out of the 8 firms were able to
provide quantitative estimates. These were ranged €1280, €4200 and €20,000.
In Germany, one firm provided quantitative estimates. Firm DE/ICT/7 spent about €1700 on the costs
of familiarisation actions relating to “services and information bought-in from third parties”. The firm
has organised one-off training sessions for employees which were provided by an external
consultant. The cost for each training session was €800 and €1000 respectively. The firm also stated
that it may consider organising more such training sessions in future.
In Ireland, Firm IE/ICT/5 estimated that they spend about €3050 in recurring costs per annum on
internal human resources time through familiarisation actions. An HR manager spends approximately
5% of their time on ensuring that they comply with EU laws. All members of the senior management
team (7 people) spend a small proportion of their time (estimated at 3% each) on familiarisation with
the requirements set out in EU laws and in managing regulatory compliance. Assuming an average
salary of EUR 40000 for the HR manager and EUR 50000 for each senior manager, this equates to an
annual cost of EUR 3050.
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In Italy, 2 companies were able to quantify the cost of their familiarisation actions: IT/ICT/2 - one-off
costs of €50.000 (third party services purchases) and recurring of €50.000 (services from third
parties), as well as employment-related costs of €50.000 (5 staff spending 140 hours each), and
IT/ICT/7 - one-off costs of €50 (information purchases – 2 hours of expertise), and employmentrelated costs of €40 (1 member of staff spending 1 hour).
In Poland 2 firms were able to quantify costs of their familiarisation actions: PL/ICT/1 - one-off costs
of €250 (services from third parties) recurring of €250 per month (services from third parties), and
PL/ICT/4 - (2 staff spending 2 hours each).
In Slovenia, 5 companies said that they were able to quantify the cost of their familiarisation actions,
with for 2 of the 5 stating that these types of actions formed part of the ongoing role of (their)
internal managers, and the balance instead buying in specialist external resources on an “as needs”
basis. Quantified costs included one-off third party procurement of €5.000 and recurring third party
expenditure of €200 and €1.200 (per month).
Turning to the interviews in Slovakia, among the respondent companies, 2 out of 7 were able to
quantify the cost of their familiarisation actions: SK/ICT/5 - one-off costs of €100 (information
purchases), €5.000 (other) and recurring of €300 (services from third parties), as well as
employment-related costs of €2.400 (10 staff spending 80 hours each), and SK/ICT/6 -recurring of
€100 (information purchases) and €5.000 (services from third parties), as well as employmentrelated costs of €15.000 (28 staff spending 5 hours each).
In Spain, one of the three respondents had tracked these costs as part of its BAU through its
Management Information Systems (one-off €23000; 8 staff working 800 hours representing €9000).
Lastly, among the respondent companies in Sweden, 3 firms provided costs for their familiarisation
actions. These comprise one-off services purchased from third parties of €50.000 (1), and recurring
services purchased from third parties of €500 and €200 [per month] (2), with one respondent hiring
external experts such as lawyers to revise contracts, provide updates on new legislation, and audit
the company's compliance with legislation. In terms of staff involvement, 2 companies had 2 and 1
members of staff involved in familiarisation, representing 2% and 3% of their total full-time
workforces respectively.
E.5.4.2.2 Adaptation actions and costs
The respondent firms were asked whether they had undertaken any adaptation actions in order to
comply with substantive legislative requirements. The responses are set out in the bar chart below.
Chart E.5.4 Which of the following adaptive actions have you undertaken / do you undertake in
order to comply with the substantive requirements of the legislation?
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Many firms (44.4%) had undertaken staff training to inform their staff about legislative requirements,
whilst 23.8% of firms had been required to work with their suppliers, 23.8% had had to work with
their customers on issues that touched upon legislation, and 15.9% of respondents had had to
change their labelling or to provide other relevant information for consumers. A note of caution in
interpreting the results should however be added, since firms were not always aware whether
familiarisation actions had to be undertaken due to legislative or non-legislative requirements. For
instance, many labelling schemes in the ICT sector, at least in respect of ICT hardware, relate to
energy efficiency and are voluntary international, European or national schemes but these are not
regulatory requirements at all.
Some 22.2% of firms had re-designed products in order to comply with EU legislation. However,
upon closer investigation, it became clear that most firms that indicated that they had redesigned
products were referring to the implications of designing software and ICT products and platforms for
customers that were compatible with European data protection requirements as regards ensuring
high levels of personal data protection and security.
E.5.4.2.3 Administration actions and costs
Firms were then asked to stipulate which type of administrative actions they had undertaken in order
to comply with EU legislation.
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Chart E.5.5
Which of the following administrative actions have you undertaken / do you
undertake in order to comply with the legislation?

Among respondents in the ICT sector, 39.7% had undertaken internal testing, inspection or
monitoring, 25.4% had carried out external testing or inspection, 11.1% had carried out conformity
assessment, including Declaration of Conformity and CE marking, 39.7% had been required to
compile and store information (for instance, in relation to occupational health and safety and
retaining employment records and keeping track of working time), 28.6% had carried out risk analysis
and 49.2% had been required to make external reporting to authorities.
Although most firms were unable to provide quantitative estimates of the costs incurred in relation
to adaptation actions, either in relation to substantive or administrative compliance requirements,
some firms were able to do so. Concrete examples of adaptation actions taken at the firm level, and
the costs associated with these, are now provided:
In Estonia, one ICT firm was able to provide clear quantitative estimates for adaptation actions. Firm
EE/ICT/2 used external consultants to assist them in addressing compliance requirements relating to
obtaining work visas / permits for IT workers from third countries. This included the provision of
advice on issues relating to European legislation on immigrant workers (e.g. the EU Blue Card
Directive (Directive 2009/50/EC), based on a work contract, whose period of validity is between one
and four years, with possibility of renewal. The cost was €4,000. In addition, it was estimated that
significant staff time was required to ensure that recruitment practices were adapted so that staff
from third countries could be recruited in order to meet highly skilled labour shortages. The
additional costs in terms of internal human resources linked to these adaptations were €1000.
Turning to the interview feedback from Germany, although two companies had undertaken
adaptation actions, they were unable to quantify the internal time spent or the external costs of
these actions.
In Ireland, one firm was able to provide quantitative estimates, although these were quite detailed.
Firm IE/ICT/5 stated that there were costs due to adaptation actions associated with meeting
compliance requirements relating to European data protection legislation, which requires high levels
of personal data protection and security. In Ireland, companies that retain personal data must be
registered with Ireland’s Data Protection Commissioner as either a data controller, data processor or
both64. A senior manager from the firm attended two seminars on compliance with data protection
64 https://www.dataprotection.ie/docs/Information-for-Organisation/957.htm
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rules in order to familiarise with the requirements. It was unclear from the interviews as to whether
this went as far as gold-plating.
In order to comply with Irish data protection legislation and to access public procurement contracts
in Ireland, rather than purchasing consumer-grade laptops / desktops, Firm IE/ICT/5 has had to
purchase high-end enterprise laptops for every employee which includes encryption technologies
through Trusted Platform Module (TPM)65 chips. The one-off cost of each device is between EUR
1500 and EUR 2000, with recurring costs every 4-5 years when each machine is replaced. This
equates to double the cost of a standard laptop. Furthermore, technical support, network
infrastructure and back-up are needed to support the use of high-end encrypted hardware. This can
only partly be attributed to the need to have data encryption devices in order to ensure effective
data protection. Although the costs of purchasing such equipment are high, the costs were estimated
to be 30% - 40% BAU, since the clients of Irish ICT firms in different sectors demand strong data
protection technologies.
Turning to Italy, two companies (IT/ICT/3 and IT/ICT/7) were able to provide information about the
costs of adaptation actions, comprising one-off expenditure on external fees (€50) for IT/ICT/7, and
for investments (€50.000), external fees (€10.000), and other (€50.000) for IT/ICT/3. No respondents
were able to quantify recurring expenditure. Despite this, 3 respondents were able to estimate that
the share of BAU was 15% (IT/ICT/3), 10% (IT/ICT/6), and 40% (IT/ICT/7).
In Poland, one firm, PL/ICT/7, was able to provide information about the costs of adaptation actions,
but these were found not to relate directly to regulatory requirements, so had to be discounted. As
regards the findings from Slovenia, three respondents provided information on the cost of actions
(SI/ICT/1, SI/ICT/2, and SI/ICT/8). SI/ICT/1’s investment was limited to one-off investment in staff
time of €2.100, of which 50% was considered BAU. Costs incurred by SI/ICT/2, and SI/ICT/8 were
more extensive involving one-off expenditure on investments (€3000 and €4000), external fees
(€15000 and €400), and staff time (€11700 and €3200). In terms of recurring expenditure SI/ICT/2
referred to investment of €7000 and SI/ICT/8 to €2500 in staff time. The BAU element of these costs
was an estimated 25% (SI/ICT/2) and 30% (SI/ICT/8).
In Slovakia, the largest company (SK/ICT/5) was able to provide information about the costs of
adaptation actions. These were comprised of one-off expenditure on investments (€1.200), external
fees (€5.000), and staff time (€15.000), and recurring expenditure for materials/resources (€3.000).
The BAU element of these costs was an estimated at 90% (since 8 managers had to be trained
anyway and regulatory compliance was incorporated into the training as part of a series of other HR
management-related issues).
Lastly, in Sweden, of the two respondents that stated that they had undertaken adaptation actions,
neither was able to quantify the costs associated with these actions.
E.5.4.3

EU law as an additional burden

A further consideration was whether EU legislation has imposed additional burdens compared with
purely national legislation. In the following bar chart, it is demonstrated that the majority of ICT firms
perceived EU legislation as being less burdensome than national legislation. This was the case for all
types of legislation. Only 9.5% of ICT firms thoughts that European legislation was more onerous,
12.7% that employment legislation was more burdensome, and 15.9% that environmental legislation
was more costly. There was however a perception that comparatively, business-related legislation
65 Software can use a Trusted Platform Module to authenticate hardware devices. Since each TPM chip has a

unique and secret RSA key burned. Access to keys, data or systems is often protected and requires
authentication by presenting a password.
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could be relatively burdensome, although again, a higher percentage (47.6%) perceived that national
legislation was more burdensome/ costly.
Chart E.5.6 To what extent do the EU laws you have to comply with impose an additional
burden/cost on the business over and above purely national legislation?

ICT firms were asked about the extent to which they perceived that (EU) requirements that they have
to comply with have become more or less burdensome and costly over time. The results are shown in
the following bar chart.
Chart E.5.7 Over time, to what extent, if at all, have the (EU) requirements you have to comply
with become more/less burdensome/ costly?
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Many ICT firms were unable to comment on this question and opted for the “don’t know” response.
This suggests that whilst firms have some level of familiarity with legislation, they are often
insufficiently familiar with the detailed requirements – and how these have evolved over time – to be
able to comment on whether EU legislation has become more / less costly over time. Employment
legislation was viewed as having become more onerous over time by 19.0% of ICT firms,
environmental legislation by 15.9% of respondents and business-related legislation by 27.0% of
respondents.
E.5.4.4

Effects

E.5.4.4.1 Costs
ICT firms were also asked about the extent, overall, to which the costs imposed by EU legislation had
cumulative effects on their business. The results are set out in the following bar chart:
Chart E.5.8 How do you think the costs imposed by EU legislation affect your business?

Some 30% of respondents strongly agreed that “the long-term costs of adapting products and
processes or employment conditions are negligible, since the requirements of the legislation can be
incorporated into the design”, and overall 45% agreed with this statement while 18% disagreed.
Nearly half of respondents agreed that “the short-term costs of adapting products and processes or
employment conditions and practices can be high when new/different legislative requirements are
introduced”.
About a third said that administrative requirements either can or cannot be easily incorporated into
the day-to-day operations of the company, and 55% of respondents agreed (34% strongly) that
“most of the testing of products, H&S, QC, environmental and employment –related requirements
would be undertaken in the absence of legislation anyway”.
A number of conclusions can be drawn from the research in relation to the costs by type of event:


Entering a new market in the EU

There do not appear to be any major compliance costs associated with this event. There is no
particular EU legislation that would deter ICT firms from entering new markets, or appears to
constitute a barrier to trade. There may however be non-regulatory obstacles to doing business
242

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – ICT Services

E

cross-border, such as differences between Member States in the use of “voluntary” energy efficiency
labelling schemes for IT hardware. However, this problem does not apply to ICT services firms
providing consultancy and other types of ICT services.
An exception in this regard is when ICT firms bid for public procurement contracts in other Member
States. There is a lack of standardisation in the technical requirements stipulated by public
procurement authorities in different Member States. There may for instance be differences in the
specified data protection and ICT security protocols. This means that when exporting their services to
other EU countries, ICT firms must familiarise themselves with differences in ICT security and data
protection requirements in public procurement procedures.


Employment

Firms in the ICT sector - in common with all firms - have to meet a number of different types of legal
requirements relating to employment, such as the costs of keeping staff records, putting in place ICT
systems to keep track of working hours (for the WTD). A wide range of costs are involved, but there is
a significant “business as usual” element, given that some record keeping for employment purposes
is required anyway. Staff also need to be given basic occupational health and safety training and
practices, procedures and internal guidance need to be developed by firms (sometimes in the form of
a guidance manual). In addition, there are costs associated with compliance with business legislation
(such as personal data protection) and financial reporting related to employment.
It was noted that the main costs of compliance relating to employment involve human resources
(e.g. the human resources manager and administrative staff keeping records and setting up
processes and procedures for time recording, staff training) and adaptations to IT systems which help
to automate some of the processes (recording working hours being an example) and to store
information and data to help demonstrate compliance with employment legislation.
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New product or service development (NPD)

Since the ICT sector is not subject to sector-specific EU legislative requirements, there are not
generally compliance costs associated with this event. However, the ICT sector provides important
intermediate inputs to other sectors to improve their efficiency and effectiveness. Therefore,
different European legislation may indirectly affect firms in the ICT consultancy and services subsectors and they may need to familiarise with different types of legislation even though these are not
specific to ICT. Examples in this regard were provided by ICT firms working with health sector clients
(where data protection issues are especially sensitive) and in the automotive sector. For instance,
Firm DE/ICT/2 develops software for car dealerships. Whenever new EU regulatory requirements are
introduced affecting car manufacturers, such as reductions in average CO2 carbon emissions, the
company makes corresponding changes to its software so that clients can remain compliant.


Investment in plant, machinery and equipment

A number of different costs can arise for ICT firms in relation to this event. Plant and machinery is
less relevant, whereas ICT firms have to make frequent equipment purchases. There are additional
one-off costs associated with meeting data protection and security requirements relating to the
protection of personal data as set out in the Data Protection Directive.
This can lead to significant extra costs. The one-off cost of purchasing high-grade laptops and
desktops (relating to data encryption) is approximately double the cost compared with standard
consumer models. Although the costs of purchasing such equipment are high, since many public and
private sector clients of ICT services firms specify that firms must achieve high levels of data security,
there are relatively high BAU costs.


Cumulative costs

As regards cumulative costs, although there are a number of different types of EU legislation
applicable to the ICT sector, most legislation is common to all firms e.g. employment, health and
safety, business-related. Therefore, the cumulative costs of compliance are not especially significant.
Indeed, ICT was selected to provide a counterfactual to compare against those sectors that do
experience high cumulative costs.
However, once the different types of generic legislation are taken into account in parallel with
legislation that affects the ICT sector more strongly than other sectors (a good example is the Data
Protection Directive, where requirements have to be incorporated into the development of ICT
products and services and high levels of data protection has also been integrated into public
procurement legislation for which ICT firms bid).
E.5.4.4.2

Cumulative effects

Turning now to the wider, or cumulative, effects of the legislation on the firms interviewed, firms
were asked to respond about the extent to which they agreed or disagreed with regard to various
statements as regards the possible cumulative effects and benefits of EU legislation compared to a
hypothetical ‘no EU legislation’ scenario. The ten elements surveyed can be grouped in terms of the
three categories identified in the introduction to this part of the report.
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Chart E.5.9 To what extent do you agree or disagree with the following statements about the
effects of the relevant EU legislation compared to a hypothetical “no legislation” scenario?

There were quite opposing views on the effects that EU legislation has on firms and as regards
whether these are positive or negative. For instance, in relation to the statement that “EU legislation
has improved standards, working conditions, hygiene, etc.”, 12 firms agreed strongly and 10 agreed.
Conversely, 11 firms disagreed and 13 firms disagreed strongly. Likewise, as regards the statement
that “EU legislation has created opportunities and incentives to expand market share”, 6 firms
agreed strongly and 13 agreed, but 8 firms disagreed and 12 firms disagreed strongly.
Clearly, for ICT firms, although there are costs associated with compliance with the legislation itself,
there are also benefits, such as having access to a level playing field within the internal market with a
single set of rules that offers the opportunity to access new markets without trade barriers. This was
borne out in some of the responses to the questions on cumulative effects at the firm level (see the
graphs bar charts at the end of this section).
The responses have been analysed individually (see the full set of chart at the end of this sector
report) at the Member State level, to facilitate cross-country comparisons. Although a caveat is
needed that only a small number of interviewees have been undertaken in each country, the charts
provide an overview as to the extent to which firms agree or disagree overall that particular types of
impacts have materialised.
Looking at the first category of responses – those dealing with working conditions, staff morale and
customers, the overall result is very balanced as regards working conditions and consumer
confidence, but a lower result in staff morale. There are consistently positive results in Spain and
Estonia, and negative responses in Germany and Italy.
As regards the second category, related to markets, the overall result is in the negative as regards all
three categories. As regards Germany, the largest market in the EU, the effect as regards innovation
and market share are seen as positive though, whereas in Poland this is very much the opposite.
Generalisations are not really possible.
With reference to the third category of indicators, operational business factors, the results are seen
as rather strongly negative overall as regards costs, productivity, sales and profitability, although
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there are country differences. For example in the case of Estonia there are positives as regards
productivity, sales and profitability.
E.5.5

Conclusions

Overall, the cumulative costs of legislation appear to be less onerous on ICT sector firms than in
other sectors due to the absence of sector-specific legislation. Moreover, unlike in some other
sectors addressed through the study (e.g. electrical engineering), there is no sector-specific
harmonised legislation or harmonised standards, therefore no compliance costs associated with
placing goods (and services) on the market. The administrative and substantive compliance costs for
firms are therefore generally low for ICT firms.
However, compliance with areas of EU legislation can be costly, such as complying with the Data
Protection Directive, since this may require the purchase of data encryption and transmission
technologies using Trusted Platform Module (TPM) chips to ensure adequate levels of data
protection /security.
The main legislation that applies to ICT firms - employment, health and safety, business-related - is
applicable to firms in all sectors. Since there is no specific sector legislation, firms in the ICT sector do
not typically employ regulatory compliance specialists, but were likely to use external consultants
and legal specialists to provide advice on specific issues.
Since there are ICT sector skilled labour shortages in some Member States, the prevailing EU
regulatory framework for employing immigrant labour from third countries (through the EU’s Blue
Card Directive) has had an impact on businesses in countries such as Estonia, where some firms had
engaged external consultants to provide specialist advice on recruiting from outside the EU.
Although IPR is an important issue for the ICT sector, ICT services firms were found to be less
affected by such legislation than other areas within the ICT Industry, such as software and application
developers.
As regards the costs incurred by ICT services firms in terms of events, there do not appear to be
specific compliance costs associated with some of the events analysed through the research, such as
new product or service development (NPD) – unless there were regulatory developments in
intermediate sectors which ICT was servicing) and in the development of new export markets (since
there is no harmonised legislation or harmonised standards. The most burdensome event for the ICT
firms appears to be the purchase of IT equipment, which often requires the purchase of high-end
desktops and laptops for staff in order to ensure compliance with the Data Protection Directive
(given the requirement for high levels of personal data protection).
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Chart E.5.10 Effects on standards, staff and
consumer confidence

Chart E.5.11 Markets
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Chart E.5.12 Effects on enterprises

Information sources




Large-scale interview programme
FWC Sector Competitiveness Studies - Competitiveness of EU SMEs in the ICT services
industry, 2009
Fostering the Competitiveness of Europe's ICT Industry, EU ICT Task Force Report, November
2006
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E.6

Retail: Bakery Products

E.6.1

Introduction and sector profile

Estimated annual consumption of bakery products across Europe is 40 - 45 million tonnes, of which
some 80% is bread and 8% Viennoiserie, 10% patisserie and 2% savoury66. However, there are
significant national variations: annual per capita bread consumption ranges from 80kg in Austria and
Germany to less than 50kg in the UK and Ireland; the balance between bread and other bakery
production varies from 55-45% in Cyprus, to close to 90-10% in Poland and Latvia; and, freshness
with less than 10% fresh in Estonia and about 99% fresh in Turkey.
Whilst overall demand is stable, its nature is changing as consumers seek greater variety and
convenience. This has resulted in a wider selection of wholemeal breads, increasing popularity of
speciality breads, rising sliced and wrapped bread, and morning goods. The sector is subject to wider
– but often contradictory - social trends, which, on the one hand, encourage healthier diet, whilst, on
the other, encourage more convenience and (unhealthy) indulgence, as less time is spent on home
food preparation and consumption
The European bakery market supply-side comprises a large number of micro and small - often familyowned – businesses (“craft” bakeries) and a smaller group of large operations (“industrial” bakeries).
“Craft” bakeries tend to be both producer and retailer, whilst “industrial” bakeries sell finished and
semi-finished products into wholesale and retail operations.
Market shares of these two types of producer vary significantly. In Bulgaria67, 39 industrial bakeries
account for 87% of production and 816 craft bakeries for 10%, whereas these shares are 3.5% and
93% in Greece. Such variations are also seen in the countries that are part of this study – see the
table below.
Table E.6.1 Production and market share 2012 – selected study countries

Germany
Italy
Slovenia
Spain

Number of bakeries
Industrial
Craft
50
11,000
190
25,000
289
190
40*
13,000

Market share (%)
Industrial
Craft
40
45
15
85
55
45
19
47

Source: AIBI Bread Market Report 2012, July 2013, p.4
*Frozen dough

The nature of operations in the two types of production is very different, with industrial bakeries
employing a higher number of people with a wider range of skills and functions, requiring greater use
of management systems and control.
About 20-25% of distribution of all bakery products is through the craft bakeries, 45% through
modern retailers (the large supermarkets), just under 10% through bakery chains and a similar
percentage through other retail, with about 20% going to catering68.
SME (mainly craft) outlets are not realistically competing on price but on freshness, quality and
variety. However, whilst their products can command a premium, the gap between the quality of
product available to consumers in both small and large retailers (including supermarkets with in66 Gira (2013); The Gira European Bakery Panorama, Mini Market Report 2013, p5
67 AIBI, Bread Market Report 2013
68 Gira, op.cit, p.7
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store bakeries) is narrowing, with the spread of mini outlets of large supermarkets increasing
competition at local level. In addition to such competitive pressure, SMEs also face challenges
dealing with regulatory requirements, which are perhaps best encapsulated by one of the study
interviewees: “Food production and the sale of food products is a very sensitive area. We have to
train our people […] to communicate with clients, we always have to adjust the packaging of our
products. We [have made] changes in all areas […] to fulfil the rules of EU legislation, … [but in the]
food sector there are too many rules to be fulfilled and monitored.”
Given such a market, the costs of legislation for SMEs can in theory have significant implications for
their competitiveness. One way that they have competed is to integrate further down the value
chain by retailing in-store, or adding a coffee shop (or several) to the bakery production unit. Several
of the retailers interviewed in the study have been operations of this nature.
A summary of EU legislation applicable to the sector is given in Section 3 below.
E.6.2

Respondent profile

The findings of this retail (bakery products) sector report are based on 44 event interviews, spread
across the different countries and three principal types of event, as set out in the table below.
Table E.6.2 Retail (bakery products) sector – interviews breakdown
Recruited a
new employee

Country

Nº

Estonia
Germany
Ireland
Italy
Poland
Slovakia
Slovenia
Spain
Sweden
Total
E.6.3

3
4
0
2
1
3
1
1
2
17

%

Invested in a
new plant and
machinery
Nº
%

18
24
0
12
6
18
6
6
12
100

0
1
0
3
0
3
3
2
1
13

0
8
0
23
0
23
23
15
8
100

Developed a
new product
or service
Nº
%

1
0
1
3
3
0
1
0
3
12

8
0
8
25
25
0
8
0
25
100

Entered a
new market
in the EU
Nº
%

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Other
Nº

1
0
0
0
1
0
0
0
0
2

Total

%

Nº

%

50
0
0
0
50
0
0
0
0
100

5
5
1
8
5
6
5
3
6
44

11
11
2
18
11
14
11
7
14
100

Applicable legislation

The applicable legislation is largely the same as in the case of bakery production where the overall
objective of the European Union's food safety policy is to protect consumer health and interests
while guaranteeing the smooth operation of the single market. Control standards are established for
food and food product hygiene, animal health and welfare, plant health and preventing the risk of
contamination from external substances. Rules on appropriate labelling for these foodstuffs and food
products and handling them are laid down. This also encompasses the “From the Farm to the Fork'
approach, to ensure a high level of safety for foodstuffs and food products marketed within the EU,
at all stages of the production and distribution chains. A detailed list of legislation relevant to
bakeries is set out in Appendix B of the report. The key legislation in question is:


General principles and requirements of Food Law as set out in Regulation 178/2002.
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Food Labelling: Directive 2000/13/EC until December 2014, when Regulation 1169/2011 comes
into operation. Nutrition and health claims: Regulation 1924/2006, Regulation 907/ 2013
(generic descriptors), and Regulation (EU) 1047/ 2012 (nutrition)



Nutrition labelling: the following are relevant – 90/496/EEC, 2003/120/EEC and 2008/100/EEC.



Food hygiene: Regulation (EC) 852/2004; Regulation (EC) 853/2004 (food of animal origin),
Regulation 854 (2004 (official controls an products of animal origin), and Directive 2004/41/EC
(repealing other directives)



Product packaging: Regulation 1935/2004

In addition to these sector specific laws there is also a wide range of cross-cutting laws dealing with
employment, health and safety, and business related matters as defined elsewhere in the report.
The table below sets out the legal requirements surrounding the events selected.
Table E.6.3 Retail (Bakery Products) – events and laws
Event

Legal requirements

Comment (if any)

Investment in
new plant

Requirements as regards walls, floors, ceilings - Hazard
analysis and critical control points (HACCP)
Requirements as regards paths, footways, etc.
Environmental requirements as regards waste disposal
Risk assessment
Onus is on provider to ensure compliance
Presentation cabinets (hot and cold food), extraction
equipment etc. (HACCP)
Must be tested by an external tester once installed
If moved from one location to another need to retest etc.
Operator training needed (documented)
Revise/ new procedures (HACCP)
Risk assessment
Hygiene certificate - record
Annual training on hygiene/ health and safety records
WTD – check hours FT/ PT/ holiday/ parental leave etc.
requirements, recoding and storing equipment
Personal data storage
Employment contracts
Employment records
Welfare checks
Consulting with co-workers on new EU rules
Risk assessment
VAT/ EU/ Customs filing

Higher specifications add to
costs

Machinery

Employment

New market

NPD

Labelling

Process development and internal testing (HACCP)/ record
External testing/ record
Sources of ingredients (traceability) - record
Labels/ tickets (ingredients) – new
Packaging
Nutritional (coming up)
Creating ingredients records
New labels/ tickets – old and new products
Acquisition of machinery

Common to all food retailers

Appears to affect large
employers more than small
family/ craft businesses.
However, if a problem
emerges in a smaller business
the consequences may be
greater.

These are the only additional
requirements - if there is
compliance with all other
requirements
Increases costs, time, test can
hold up development, may
reduce the supply of
ingredients
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E.6.4

Interview responses

E.6.4.1

Categories of legislation complied with

To understand what the various layers of legislation that bakery retailers have to contend with in
carrying out their activities are we asked which types of legislation they have to comply with. The
responses are set out in the bar chart below, which show that the most often mentioned by far was
product legislation (72.7% of respondents), followed by employment (45.5%) and business (36.4%)
legislation. Environmental legislation was mentioned by only 18.2% (of respondents).
Chart E.6.1 Which legislation does the business have to comply with in relation to the event(s)
that you have described?

The nature and extent of
legislative
compliance
requirements was influenced
by the size profile of the
companies interviewed in each
Member State. For the bakery
products retail sector, only in
Slovakia did the respondents
consider themselves subject to
all types of legislation.
In
Sweden
all
respondents
considered themselves subject
to all types of legislation, except environmental. At the other end of the scale, the small size
of Polish respondents meant only three of five considered themselves to be subject to
regulation.
From a product legislation perspective, at least one respondent from each Member State highlighted
this as a/the most important type of legislation, with several highlighting specific issues, namely
hygiene (Germany, Italy, Slovenia) and food labelling (Italy, Slovenia). Employment legislation was
highlighted in all Member States, with employee health & safety the major issue given by
respondents in Italy and Slovenia. Business legislation was the main legislative area for respondents
in Italy, but was also highlighted in Poland, Sweden and Slovenia. However, the only specific
legislation raised was protection of personal data in Slovenia. Environmental legislation was, for
practical purposes, not an issue, with this only raised by respondents in Slovenia (the effect of
environmental requirements related to clean/unclean paths, type of equipment, prevention and
reduction of emissions (noise, emissions into air, etc.) and waste disposal - grease traps, packaging,
etc.). Respondents in Poland, Slovakia and Sweden did not consider themselves to be subject to such
regulation.

Chart E.6.2

As far as you know, do the requirements set out in the legislation come (mainly)
from: the European Union or your own government (MS)?
The awareness of, and views on,
the
source
of
legislative
requirements
were
varied.
Respondents in Italy tended to
have no views/knowledge, and
were largely dependent on
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information/support from industry associations and external advisers. Conversely, respondents in
Slovenia were generally considered themselves well-informed about sources of legislation, although
the correctness of their views was questionable in some instances. The European Union was seen as
the primary source of product legislation for respondents in Germany, Estonia and Sweden,
employment in Estonia and environmental in Slovakia.
Member States were seen as the prime originator of business legislation in Estonia, Slovakia and
Sweden, employment in Slovakia and Sweden, product in Slovakia, and all types of legislation in
Poland.
E.6.4.2

Compliance actions and costs

E.6.4.2.1 Familiarisation actions and costs
Retail bakery outlets carry out a wide range of activities to familiarise themselves with legislation
that could affect them, as reflected in the bar chart below.
Chart E.6.3
Which of the following familiarisation actions have you undertaken / do you
undertake with respect to the EU legislation?
As regards familiarisation actions,
the provision of training was by
far the most widely adopted
action across Member States,
with external advice and the
recruitment of internal staff
broadly similar.
Examples of
specific familiarisation actions
follow below.

In Germany, one employee was trained to carry out hygiene training for the whole staff in-house,
plus an external agency has been engaged to produce a new staff monthly newsletter on food safety
issues. (The former activity cost the firm €400 to have their employee trained, plus the associated
internal training). Similarly, in Estonia, the provision of information or training was most often
undertaken, followed by employing staff. However, two respondents had tasked their own
managers and staff to keep up to date with requirements. In general, the only cost was (additional)
own staff time, which respondent firms did not record separately.
In Sweden, a similar profile was seen with most respondents having provided information and
training and/or purchasing information and external expertise. Costs were quantified in some detail
by three respondents, with: one-off services from third parties (€3.000), other (€1.00) plus 2
members of staff for 2 hours; one-off services from third parties (€550) with 1 member of staff for 7
hours (€100), plus 1 member of staff for 2 hours.
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In Slovenia, whilst provision of information or training is most often undertaken, followed by use of
external consultants, company management and staff also play a considerable role in tracking
relevant legislation and familiarisation with new developments. Costs of familiarisation for a
company which hired external experts to provide „initial information“ for staff about the
requirements related to HACCP and new requirements related to labelling (changed requirements /
standards) and product safety were €1.000 (consultant) plus additional costs of €400 . 15 staff were
involved, for 8 hours, incurring a cost of €960 (50% of which was allocated to BAU). Other companies
suggested annual recurring familiarisation costs of €16, €400, €540 and €900.
In Slovakia, all respondents provided information and training, followed by purchasing information (3
of 5), and employing relevant staff and buying in external expertise (2 of 5). Costs were varied. One
company had spent €30.000 one one-off consultancy, plus €5.000 on a recurring basis, whilst
another was spending €1.300 annually.
In both Italy and Poland, familiarisation actions were not extensive, with only two having done any in
the latter and, surprisingly, none in the former. In Poland, a respondent was able to estimate annual
costs of €30-40/per day per person for 15-20 days, i.e. a maximum of €800).
E.6.4.2.2 Adaptation actions and costs
Adaptation actions identified by survey respondents are set out in the bar chart below. As for
familiarisation, the most frequent action was informing and training staff followed by labelling and
providing other information to consumers, and re-design production processes. Examples of actions
and related costs are given for several countries below.
Chart E.6.4 Which of the following adaptive actions have you undertaken / do you undertake in
order to comply with the substantive requirements of the legislation?

For a respondent in Germany, the only adaptation action mentioned was regular annual staff training
on health and hygiene, whose costs were just the salaries of staff being trained (if there is a certified
trainer in-house) or about €400 per person per day plus travel and subsistence expenses (for off-site
the training).
In Estonia, adaptation actions most often undertaken were labelling, redesigning products and
processes, training staff and working with suppliers. One firm said they had to pay €3.000 to change
labels; another mentioned recruitment of an employee (€25.000 per year) part of whose role is
specifically to look at EU legislation. Italian companies that had invested in new equipment pointed
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out that they were de facto compliant, with only a formal check required. Another firm indicated
that they hired experienced people to obviate the need for training.
Given the nature of the business (and events) in Sweden, most adopted actions were re-designing
processes and training staff, and labelling and providing other information for consumers.
Investments ranged from €10.000 to €100 and recurring charges €560 to €150. Given the nature of
events in Slovenia the most popular actions were to adapt premises and provide training. These
included, in particular, ensuring compliance with HACCP. Most costs identified were one-off and
ranged from €3.000 - €9.000 (investments); €2.000 (external fees) and €120 -€1.440 (staff time).
The nature of the Slovakian respondents’ business (and events) meant the most adopted actions
were adapting premises and labelling or providing other information for consumers. Specific
examples included: adjusting premises (due to legislation) and requesting/requiring certificates from
suppliers, hiring of an individual specifically to improve communication with clients and suppliers, as
well as adjusting information provided about products. Although cost quantification was
problematic, one respondent had made a one-off investment of €120.000.
E.6.4.2.3 Administrative actions & costs
Administrative actions identified by survey respondents are set out in the bar chart below. The most
frequent action was internal testing or inspection followed by external testing or inspection risk
analysis and external reporting. Respondents also compiled and stored information.
Examples of actions and related costs are given for several countries below.
Chart E.6.5 Which of the following administrative actions have you undertaken /do you undertake
in order to comply with the legislation?

Respondents in Germany highlighted internal testing, inspection or monitoring followed by compiling
and storing information and external reporting to the authorities, with these actions driven by Data
Protection legislation. Specific actions included (internal) point-of-sale checks to ensure hygiene
requirements were being met; maintaining a record of training; and, ensuring hygiene requirements
are met during their everyday work, and collecting information for checks. This range of activities
had an estimated annual cost of €1.560 per employee (1 hour per week @EUR 30 per hour).
Estonian respondents had a similar focus, but highlighted the cost of buying in risk analysis (one-off
€600; or €100 per month recurring). Specific Italian respondent actions to similar drivers included
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checking oven functioning, ensuring compliance with hygiene rules, ingredients used, and risk
assessments.
In Sweden all respondents had undertaken at least 3 administrative actions with the most popular
being internal testing, inspection or monitoring, risk analysis and external reporting to authorities. A
range of associated recurring costs were provided: recurring staff time (€2.000) as 50% of BAU staff
time, and recurring bought in services and information (€22.500) as 100% of services BAU; recurring
other costs of €500; recurring bought in services and information (€2.500) as 100% of services BAU;
recurring other costs of €1.000 (100% of BAU. Slovenian respondents carried out a similarly wide
range of administrative actions. These included: internal monitoring of new equipment and new
premises to comply with HACCP, its HACCP system; updating of the risk analyses (for two new jobs in
the shop). Costs identified were: €1.000 to an external consultant as a one-off and used three
internal people to write up and update documentation (annual recurrent cost of some €3.840);
recurring HACCP system maintenance, test preparation (3 staff, €600 recurring) and external testing
at laboratories (€1.000, recurring). One-off costs were €1.050 for, and external services related to
new staff (€2.800). In Slovakia all respondents had undertaken at least 3 administrative tasks with
risk analysis and external reporting to authorities the most quoted actions. Cost implications
included one full-time member of staff costing €2.000 (80% BAU) and a recurrent bought-in service
of €2.000.
E.6.4.3

EU law as an additional burden

EU law was only really judged to impose an additional burden in relation to product legislation.
However, there were a large proportion of “don’t knows” for other legislative areas. If these
respondents were to mirror the Yes/No split, the number which considered EU law to impose an
additional burden on business legislation would almost double.

Chart E.6.6 To what extent do the EU laws you have to comply with impose an additional
burden/cost on the business over and above purely national legislation?
Within this overall assessment,
there were noticeable variations
between Member States.
In Germany, EU legislation was not
seen as a source of additional
burden,
despite
respondents’
comments on labelling regulations
suggesting their views would be the
opposite. Italian respondents had
little knowledge on the issue, whilst
in Poland the majority “did not
know”.
Estonian respondents saw EU
legislation as a major source of additional burden overall, mainly in product, but also environmental
and employment legislation. This was shared by Slovenian and Slovakian respondents. The former
were clear that EU law does impose an additional cost in the areas of product legislation and
business legislation, to a lesser extent in employment legislation but not at all in environmental
legislation. Specific areas mentioned include the labelling legislation to come into force at the end of
2014, VAT and data protection. The latter highlighted the negative impact of frequent changes. In
Sweden responses on were broadly consistent with respondents’ view on the (implicit) costs of EU
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requirements, with compliance costs of food and product legislation/product safety-related
legislation considered to have become more burdensome/ costly.
At an overall level, it is clear that a significant minority considered EU requirement-associated costs
to have become more burdensome/ costly in relation to food, product and business legislation.
Chart E.6.7 Over time, to what extent, if at all, have the (EU) requirements you have to comply
with become more/less burdensome/costly?

However, there were again a large number of “Don’t knows”. If these mirrored their respective
More/Same/Less splits, those considering costs to have risen would be materially higher in relation
to all areas other than environment.
In Germany, introduction of the HACCP concept was considered to have facilitated compliance, since
it leaves more freedom to the company as to how to comply with requirements, and has thereby in a
sense “lightened the load”. In Estonia, respondents were of the view that food, product,
employment and business legislation are becoming more costly, but quite a few were not sure and
did not express a view. Both Polish respondents which considered themselves subject to regulation
thought compliance costs had increased in relation to food and employment legislation, which left
the majority (3) unable to express an opinion on this topic, a situation which was mirrored in Italy
where respondents were generally also unable to express an opinion on this topic. In Sweden whilst
two respondents expressed the view that EU laws have imposed or are imposing additional burden
on top of (that caused by) national product and business-related legislation, some 4 of 6 respondents
replied “don’t know” to at least 2 legislative areas. In Slovenia, the main areas where requirements
have increased seem to be business legislation and product legislation. In environmental legislation it
seems to have become less burdensome than it was in the past. The majority of respondents in
Slovakia considered EU-related business and food-related legislation to have become more
burdensome.
E.6.4.4

Enforcement

There are a wide range of institutions involved in enforcement. Many inspections are unannounced,
but views on their stringency vary in most countries.
Local veterinary offices were highlighted in Germany, with most respondents saying unannounced 23 hour-long inspections are carried out “very stringently” at least once a year. Given this, there is no
specific preparation time. Estonia’s main institutions are the Veterinary and Food Board (VFB),
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Statistics Estonia, Estonian Tax and Customs Boards. Views on stringency varied. External body
inspections take place some 3-4 times a year, but internal inspections are monthly or even weekly.
However, there was also wide variance with one respondent saying inspections took place every six
years or so; while another said that they had become more frequent since they developed a new
service. In Italy, enforcement was mainly via the local chamber of commerce. Again, views on
stringency varied, with 2 – 4 inspections a year. In Poland all respondents cited the Social Insurance
organisation, Inland Revenue, Trade Standards Associations, and (Chief of) Sanitary Inspectorate as
their enforcement agencies, but views on stringency varied. The environment and health
department and local municipality were cited by most respondents in Sweden, with most
considering enforcement “quite stringent”.
Slovenian respondents cited the most institutions involved in enforcement: the Market Inspectorate
(Regional Office of the Ministry of Economic Development and Technology), the Sanitary
Inspectorate (Regional Office of the Administration of the RS for Safe Food, Veterinary and Plant
Protection), Tax Office (Ministry of Finance), Labour Inspectorate, Health Care institution, Pension
and Disability Institution, Regional Administrative Unit – notification of adaptation of the premises.
1-2-hour long inspections take place 2-3 times a year, and are unannounced, and views on stringency
varied. Slovakia - Enforcement bodies quoted by respondents varied - some highlighted Tax and
Labour offices, and others State veterinary and food institutes – as did views on stringency.
E.6.4.5

Effects

E.6.4.5.1 Costs
There were varied views in relation to potential effects on costs. The overall views of respondents as
regards costs are set out in the bar chart below.
Chart E.6.8 How do you think the costs imposed by legislation affect your business?

On balance the views are that the long-term costs of adapting products and processes or
employment conditions are negligible, as legislative requirements can be incorporated into the
design of products and processes. A similar view is held, even more strongly, about the fact that
costs can be high when dealing with the short term effects of adjustment. Similarly the view on
balance is that administrative requirements can be readily incorporated into the day-to-day
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operations of the company. Firms almost all adopt the rather sanguine and optimistic view that most
of the compliance actions undertaken would be done even in the absence of legislation.
However, underlying these overall results there were of course some differences within and between
countries. Respondents from Italy were not in agreement on any effect, whilst those from Poland
lacked the knowledge to give an opinion. As regards whether long term costs are negligible as costs
of adaptation could be incorporated into future design respondents from Estonia and Slovenia
agreed, but those from Sweden and Slovakia did not. Some agreed in Italy, as did two from
Germany. There was consenus in Slovenia and Slovakia and unanimity in Estonia that short term
costs of adjustment can be high, but no consensus in Sweden. Most respondents in German Estonia,
Italy and Slovakia thought that administrative requirements could be easily incorporated into
company processes. There was again no consensus in Sweden. The only area of general agreement
was that legislation is not necessary for product testing, H&S, etc.
When considering the question of costs in terms of events the findings are as follows.


Entering a new market in the EU.

This was not an event for the retail bakery products sector, with respondents focused on local and
regional markets.


Employment

In the case of employment a wide range of costs is involved, but many of these are not substantial,
and are common to all employers. Sector-specific costs are largely around health & safety and (food
handling) hygiene, but these are specific to any business where food is handled. There are also costs
related to business legislation (personal data protection) and financial reporting related to
employment, but again these are common to all employers.


Developing new products or services (NPD)

Costs as regards new product development per se are those undertaken specifically for that purpose
and would mainly be incurred by producers, rather than retailers, so they belong in the bakeries
sector report. For the retail sector product development-associated costs would probably be more
to do with adding new plant machinery of equipment to provide, for example, a chilled food cabinet,
or different types of sandwiches (which would not incur additional compliance costs), or in-house
consumption possibilities.


Investment in plant, machinery and equipment

Costs do arise in the case of these investments. They mainly relate to having to meet higher
compliance standards, whether for buildings, or machinery or equipment, than would otherwise be
the case. This is true for production establishments as well as retail. For retailers, the nature of
equipment is far more limited than that used by bakers (the product manufacturers), and is largely
limited to chilled or heated food display/presentation cabinets, where health & safety regulations
come into play, or serving arrangements.


Cumulative costs

In all these instances cumulative costs of compliance arise and play a role throughout all the stages
of the firm’s value chain. The retail operation has to pay for the costs incurred by the manufacturer
in the product price, plus any additional costs related to for example training and communicating
with customers, compiling information and reporting, or as regards inspections. However, in a
general food retailer, these costs would not be specifically related to bread products, but food in
general.
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In terms of the support functions in the value chain, it makes human resource management more
complex and costly: the need to obtain hygiene certificates, ensure training, keep records, ensure
accurate time-keeping to comply with the WTD and part time work and other legislation, comply
with data protection, all add costs to HR management. As regards company procurement activities,
there is a range of costs incurred there as well – having to keep records of suppliers to ensure
traceability, to enable tracking of which customers were supplied with what. Information support
systems: need to be more developed and more resilient as they are required to capture, to process
and store more data. Firm infrastructure is affected by cost increases to comply with environmental
and health and safety legislation (HACCP) and waste management requirements, etc.
As regards operational functions there is also a wide range of effects: goods inwards processing
costs are increased by having to ensure traceability, or transport in chilled vans; customer service is
affected from a cost point of view through labelling and ingredients requirements for information
and traceability.
All these add together to constitute the cumulative costs of compliance to be absorbed by the
company in realising the specific events in question. .
E.6.4.5.2 Cumulative effects
Based on the interview results the cumulative effects in terms of their effects on firms (according to
the ten headings/ elements in the chart) can be categorised into three groups: effects on staff/
standards/ customers; effects on markets; and on operations. The charts at the end of this section
provide some further elucidation of the underlying relationships in the bar chart below as it looks at
the responses in terms of an overall repsonse per element and within that on a country basis.
Chart E.6.9 To what extent do you agree or disagree with the following statements about the
effects of the relevant EU legislation compared to a hypothetical no legislation scenario?

As regards working conditions, staff morale and customers the pattern is the same as in other
sectors, with quite a strong positive effect on working conditions, a less positive effect in consumer
confidence and a negative effect as regards staff morale. Also, as regards the second category,
markets, innovation and competition, the patterns are the same with strong overall negatives in
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market share and competition, and less so in opportunities to innovate. As regards firm operations
(sales, costs, productivity and profitability) there are some very strong overall negative results.
Looking at the responses by country, in terms of positive views, respondents from Germany cited
improved standards (shared by Slovakian respondents), and the opportunity or incentives to
innovate (shared by Swedish respondents). Respondents from Sweden, Estonia and Slovenia
highlighted an improvement in consumer confidence, whilst Slovenian respondents were also
positive on improved working standards, hygiene, etc. However, overall German respondents
tended to be negative or very negative. In Italy there were so few responses that an assessment in
this instance would be meaningless, whilst in Poland, although there was no overriding consensus,
responses were on balance more positive. Swedish reposndents were unable to assess the impact on
commercial performance but those from Slovenia and Slovakia were generally negative, often quite
strongly, on (the impact on) productivity, sales revenue and profitability.
E.6.5

Conclusions

In the retail (bakery) sector, costs of legislation are related to the structure of the industry within a
country, and cumulative effects vary, both in terms of the effects on the firms in question and the
way (EU) legislation is implemented by the country.
Most costs of familiarisation accrue to training of staff (not unique to bakery products), and as
regards adaptation to informing and training staff and communicating with customers (labelling).
Main administrative actions and costs revolve around testing, inspection, risk analysis, external
reporting and compiling and storing information. EU law is seen as adding additional burdens
especially in product legislation. A wide range of enforcing institutions is involved.
Overall costs of compliance with EU law seem, in the companies considered, to be reasonable. This is
consistent with the nature of retail business, which although having to take into account health &
safety and hygiene, is not by nature hazardous or particularly high risk. It seems that the more
substantial compliance-related investments are made upstream by the manufacturers. N the case of
large retailers manufacturers are expected to go well beyond EU legislative requirements to be able
to supply (e.g. in the case of British Retail Consortium certification).
We have not found evidence of a one-way direct relationship between the size of a country or the
levels of government administration and the cumulative effects of legislation. In some instances,
companies in smaller countries with more direct government have been subject to more gold-plated
implementation measures than larger countries with more layers of administration. Other factors
than structural aspects of implementing legislation would appear to be at work.

261

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Retail Bakery Products

E

Chart E.6.10 Staff, standards, consumer

confidence

Chart E.6.11 Markets

262

DG Growth - Cost of the Cumulative Effects of Compliance with EU Law for SMEs

Appendix

Sector Reports – Retail Bakery Products

E

Chart E.6.12 Enterprise effects
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Country

Organisation

EU

DG Sanco

EU

DG ENTR

EU

AIBI - European Plant Bakeries Association

Estonia

Estonian Association of Information Technology and Telecommunications (ITL)

Estonia

Estonian Association of Construction Entrepreneurs

Estonia

Estonian Association of Bakeries

Germany

Government organiasation tbc

Germany

Bakers Association tbc

Germany

ZVEI - Zentralverband Elektrotechnik- und Elektronikindustrie

Germany

German Construction Industry Federation

Ireland

Flour Confectionary and Bakers Association

Ireland

Irish Breadbakers Association

Ireland
Italy

Food Safety Authority of Ireland
Assopanificatori

Italy

ANIE

Italy

Assintel

Italy
Poland

Associazione Nazionale Costruttori Edili
National Chamber of Commerce of Electronics and Telecommunications

Slovakia

Slovak Association of Bakeries

Slovakia

Association of Construction Entrepreneurs of Slovakia(www.zsps.sk)

Slovakia

Association of Electro technical Industry of the Slovak Republic

Slovakia

Food Chamber of Slovakia

Slovakia

IT Association of the Slovakia

Slovakia

Small Business Agency

Slovenia

Electronic and Electrical Engineering Association

Slovenia

Association of Informatics and Telecommunications

Slovenia

Chamber of Electronic and Electrical Industry

Slovenia

Chamber of Construction and Industry of Building Materials

Spain

Spanish Confederation of Bakery Organisations (CEOPAN)

Spain

CEAC (CONFEDERACION DE EMPRESARIOS DE LA CONSTRUCCION DE ARAGON)

Spain

Federation of Guilds of the Construction Industry

Spain

Association of Businessen of Demolition of Barcelona

Spain

Spanish Homebuilder´s Association (APCE)

Spain

AFME - Spanish Electrical Equipment Manufactures’ Association

Spain

AFBEL is the National Association for the manufacturers of electrical goods
AGESTIC (Asociación Gallega de Empresas de Tecnologías de Información y
Comunicación)
Bageri

Spain
Sweden
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