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Services trade and regulatio

Executive Summary

The singleeuropean market offers architects different opportunitiéfsthey want to serveadditional

or differenttarget groupdgo their local marketsTheEU fundamental freedorof movement of people
makes it possible to settle anotherMember Stateat any time and thus move thfecal pointof one's

own businessin the target country, the existing catry-specific occupational regulations apply.
Among othelEuropean Institutionsthe European Commission has made great efforts in the past, e.g.
with the Professional Recognition Directive, to reduce interface problems when moving to another
Member Stateln addition, theEU fundamental freedoro provide serviceallows architects to carry

out projects in otheMember Statesvithout a permanent or temporary change of locations

In contrast to trade in goods, theo-calleddestination principle applies tseuch exports of services to
another Member State Architects therefore have to comply with the regulations of the respective
target country of the service, even if they may be subject to diffepgotessionalegulations in their
own country.TheMember Stateswant to ensure a certain minimum quality \@achregulative market
interventions. The reasomf these market interventions te ensurethe protectionof public interests

¢ such as construction safety, consumer and environmental protection asasellltural, historical,
andartistic concernsAt this point, there is both a political and an academic debate on the extent to
which different national regulations constitute a trade barrier to crbesder service provision.

In this research projettwe analyseo what extenddifferences in national regulations are actually a
barrier to crossborder trade in architectural services in the single markéis question appears to be
interesting for two main reasons: Firstly, the comparable low level of cossborder trade in
architectural servicem the internal marketaises the question of causes and possible simplifications.
Secondly other researchwith a different geographic scopsuggests a possible link between less
uniform or very restrictive prassional regulation and a low volume of crbssder trade in the case

of many regulated professiortslin order to capture the respective national regulatory levels and
possible national diffences, these academic researgsesindicators such as thOECDI { SNIJA OS &
Trade Restrictiveness Index for cras® NR S NJ (i NI RGECEBBTRI.Aa SNIDA 0S4 ¢

In thisproject, webase our researctirectlyon theacademiaesearch mentioned above. We analyse
whether these findings also apply to trade in architectural seniicéise European internal markeif.
we use the OEGBTRI for architectural servicege find no empirical connection between a higher
homogeneity of regulation and more crebsrdertrade inarchitectural services. Neither dave find
any correlation betweenower, supposediytrade-friendly OECESTRIndex values of the respective
trading partners ané highervolumein intra-EU tradan architectural services.

However, we have reasonable concerhghe indicator reflectsthe relevant level of regulatiorfior
trade in services within the European internal marketn undistorted manneiThis is mainly due to
the fact thatsomesubcategories of the OEEETRI cover aspects that are only relevant in trade with
third countries(e.g questions referring tdemporary business visas in the target couitmxs a

1 This research was supported in part by a research grant provided by the Arcitects! of Europe (ACE)
2 See for examplblordas &Rouzet, (2017)
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consequencewe additionally work with the regulatorgharacteristicof the chamber system in order

to capture thecentraldividing lines of professional regulationthe Member Statesof the Elbetween
direct state supervision and indirect professiosapervision in professional @xministration.If we

use the charateristic of a chamber systeras an indicator for the respective counpecific
regulatory approach, the empirical findings point to some interface problems between the two
systemsTraderatesbetween two countrief which one has a chamber system and the other does
not are somewtat lower. However, there is no empaal evidence that countries which bottavea
chambersystemtrade with each other more or less than countriehich both have nachamber
system.This tends to indicatthat none of the two historically developed regtday approaches seems
superior in principle in the case of crassrder service provisionf architectural services
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Qossbordertrade of architectural servicaa the European single market

In allcountriesof the European Union, domestigchitecture firmsdominate the respective national
markets for architectural serviceg&xports andmports of architectural serviceso and from other
Member Statesplay a smaller roldy comparisonThis situation becomes particularly clear when
comparirg production valus of the nationalarchitectural sectors tthe total trade volume withother
Member Stategsee kgure 1) In 2015, for example, architectural services in Germamych haghe
largestnational architecture servicesectorin the EU gererated sales of almost 10 billioguros.
During the same periodzermany exportedrchitectural services worth 26 million eurosat other
Member Statesimports had a volume of 34 million euros in the same periogen though Eurostat's
official exportand import statistics show songaps for a feMember Statesonebasicobservation
seems to be quite robustAt present, hardly anyational architectural sector is able to exploit
conceivableexport opportunities to otheMember Stateon a larger scale.

Figure 1. National gctor productionand value ofintra-Europeanexports and importsin
architectural services

Year 2015, in million Eyrsectorarchitectural activitieSlACERev.2 M714SJ311
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There are only few exceptions to the generally small proportions of ¢yoster trade of architectural
services. Higheémport quotas are only present in Latvia, Lithuania and Bulgaria. However, since the
total market volume in these countries is quite small even a few individual orders from abroad can
significantly increase the quotas. All member states with an absolige tzational architectural sector

have import quotas well below five percent. Dutch architects currently sell with a volume of 66 million
euros in 2015the largest absolute quantity of architectural services to other European countries. This
corresponds taa share of a roughly 6.5 percent of the domestic market volume in the Netherlands
(see figure 2).

Figure2: Export shares and import shares in ifiEi@ropean trade with architectural services

Year 2015eference value: respective national producti@iue in sector architectural serviddéACHRev.2 M714SJ311
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Croatia and Cyprudue to a lack of imporand or exportdata for some of therading partnersActual trade flows may be
thereforeslightly higher in these countrigdo share for Czech Republic, Malta and Estonia due to lack of data on total national
production value.

Comparing the architecture services sector with other professional services is especially interesting for
similar activities. In the context of the regulatory debate, other regulated professional services such as
engineering services, legal services orocacting services are often used for comparison with

architecture services. These professions are also subject to national regulations that might constitute
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barriers to trade. In addition, these are personal services as well. In contrast to the more annymo
trade of goods, contact and interaction with the customer play an important role in the provision of
professional services. Ggite appointments with the customer are required in order to be able to
provide the respective service (e.g.-site visits byarchitects or planning engineers at the location of

the respective project). This may create a natural barrier to the provision of these services over longer
distances.

The services provided by architects can perhaps best be compared to those providelefgndent
engineering firms. In both professions, visits to the customer are the rule. Compared to architectural
services, the import and export quotas for engineering services in most member states are significantly
higher (see Figure 3). In 2015, Gamy was the largest importer and exporter of engineering services.
The exports to other Member States had a volume of 3,697 million euros; the imports had a volume
of 3,724 million euros. With regard to these absolute figures, it is worth mentioning that t
production value of all national engineering sectors is also almost seven times higher than the
production value of the respective national architecture sectors.

Figure3: Export shares and import sharesina-European tradevith engineering service

Year 2015, reference value: respective national production value in sector engineering N&y€@igesv.2 M7125J312
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For the sake of completeness, an overview of export and import quotas for legal and accounting
services can be found in the appendix. In these two sectors, as well, quotas are higher. The same
applies to the absolute market volume in thesetes (see figures Al and A2 in appendix). The same

is true for the entire business services sector, as defined by the Statistical Classification of Economic
Activities in the European Community (NACE). This combined sector includes the services of
managenent consultants, advertising agencies and a few others in addition to the services of
architects, engineers, lawyers, tax consultants. Measured in terms of the respective market volume,
the services provided by management consultants dominate this comlsaetbr. In this sector in
particular, crosorder border provision of services is more common. This leads to average export and
import quotas of roughly 20 percent, also for the combined sector of business services (see figure A3
in appendix).
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Explanation approaches for the relatively low level of drosder provision of
architectural services

Comparisons with other regulated professions do not provide any explanation why architects make
less use of the single market. As mentioned, one reasmuid be that architects often have to be on
location during a project. The majority of clients may prefer a local architect who is close to the
construction site in case of complications. Nevertheless, there may still be other barriers te cross
border arditectural services in the single market. It is therefore worth considering possible
explanations for the low level of crog®rder trade.

A Explanatory approachumber one The lack of unifrm professional regulation is the
decisive obstacle to the crebsrder provision oérchitecturalservices.

The basic idea of this hypothesis is that regulatory differences raise the cost of servicing the
market in another Member State. The decisive factor would therefore be not so tiech
absolute level of supposedly restrictive regulations but rather their heterogeneity between
trading partners. The following example explains the intuition of this argument: If an architect
from country A has to comply with certain (perhaps restrictiteaining or insurance
requirements the existence of these regulatory rules should not create an obstacle to export
if the target country B has similar requirements.

The profession of architect isot regulated uniformlyin the Member States(e.g. trainng,
insuranceand capital requirementdliffer, membership in local professional associations or
chamberscould be mandatory or voluntary)f different requirements have to be met for a
project in another Member State, this may create an additional obstacexport?

The heterogeneous regulations are strongly correlated with the historic evolution of
occupational profile of architectén some Member States, for example, construction plans are
always fully inspected by public authoritiee other memberstates, safetyrelevant aspects

such as statics are the responsibility of the architect and théeigiineer commissioned by

him. Regardless of the historical origin of these differences, there is a political and academic
debate whether standardising tlse rules might lead to more crebsrder provision of
architectural services.An example of harmonisation efforts at the political level is the
GTransparency and mutual evaluation of regulated professignscedureinitiated by the
European Commissiénin addition, ecent research by OECD economists has raised the

3 SeeArentz &Recker (2017) and Arentz, Recker, Michel, Pommerening, Rieger (201dgtkilea discussion
on national differences of the professional regulation of architects.

41n the context of this initiative, EU countries asked for clarification of the status of regulated professions in the
EU. At their request, the European Commission agreed to conduct a transparency exercise and a mutual evaluation
exercise. The aim is to progid comprehensive overview of regulated professions in the EU. See for further
information:

http://ec.europa.eu/growth/singlenarket/services/freenovementprofessionals/transparenaynutual

recognition_en
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academiquestionto which extentmore uniform professional rules can promote crdwgder
service provisionThe aim of this researdfamong some other related research papédssjo
empiricaly test the hypothesis that more crot®rder trade in services takes place between
countries with uniform professional regulatien

The research work ahe OECD economistakesaccount of a wide range of services, including
architectural servicedn their empirical workthey find indications thategulation that is more
homogeneous increases cragsrder trade inseveral services, among them architectural
services. The geographical scope of the OB@@k is the crosborder trade of services
between al OCED member statel is therefore noimmediately apparento what extent the
resultsapplyto intra-BU trade of servicedn terms of professional regulationhe member
states of the OECD (including the paedfiea or the American continent) arenore
heterogeneous than the member states of the European Unibaddition,severaregulations
do not affect intraEUtrade, but only trade with third countriewithin the OCED Therefore,

it is possiblethat the positive effect omore similar regulaibn in the global setting including
all OECD members might mainly inducedby trade between the member states of the
European Union (with comparatively homogeneous regulation) in the sample. Inferring a need
for additional regulatory harmonization withithe European Union based on thegibal
resultsfor OCED trade flomsay therefore bea fallacy. OECDBeconomistsare aware of this
fact and therefore refer to the need for further research in order to dradditional
conclusions for intréEUtrade.

This research project is a first attempt at closing this gap. For this purpose, we consider cross
border architectural services in the European internal market based on the methodology
applied by the OECD researchers (see the following sections on the exnpioidel).

5see Nordas, H. (2016) and Nordas & Dorothée (2017).
5 See ibid.
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A Explanatory approach number twRestrictive professional regulation in soMember
Statesmakes it difficult to export architectural serviceghitese markets.

In contrast to the hypothesis of heterogeneity, this explanatory approach assumes that high
regulatory requirements are in themselves a decisiggierto crossborder service provision.
There is already a fairly developed academic literature that hasrerally investigated this
possible connectionThe general findings for many different service sectors indicate that
services trade restrictions areegativelyassociated with both imports and exports of services.
Following this branch of literaturhigh regulatory requirements in the target market could
negativelyaffect the fixed cost oimarket entry and could also increaseariable costs of
servicing that marketAn explanation fothe negative effecbf high regulatory requirements

in a country on itsexport activites is that restrictive national regulatiencould affect the
international competitiveness of that particular sector. A good overview of existing research
work on this issue can be found, for exampleidegunn Nordas and Rouzet, (2017

Bothempiricalstudieson the effectsof regulatory heterogeneity andmpirical studies on the

effect of regulation intensityequire a measure of the respective national level of regulation.

A good deal of the research is based egulatory indicators of the OECD or the World Bank.

These indicators incorporate a large number of factors that could have a potential influence

on the provision of services. Although itwerth to debate the composition and weighting of

the respective fators, these indicatorould be used as a general approximatitire
regulationlevel in a country(see sectionMeasuring the intensity of regulation / Data on
Regulation. Recently, OECD economists have also aedlythe influence of absolute

regulatory ntensity on crosdorder service provision based dheh 9/ 5 & { SNIWA OSa
Restrictiveness Index for creés2 NRS NJ NI RS ASYRIFT 1% NIdedD & thése 6 h 9/ 5
empirical studies was trade in services between all OECD countries. Due to the ramie of

granular data, the services of architects could only be investigated together with the services

of independent engineering firms in this OCkiIde setting. As a result, the authors find robust
indications that support the thesis of additional tradarkiers through restrictive regulation.

We also take up this research work and look at whether similarly radfiesttscan be found
for intra-European trade in architectural servicgge the following sections on the empirical
model)

7 SeeNordas & Rouzet, (2017), p. 1156.
8 Nordas & Rouzet2015 andNordas & Rouzet, (2017)
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A Explanatoryapproach number threeNot professional regulatioitself hinders cross
border trade but different national building regulations.

This hypothesis assumes that professional regulation is not with a major barrier te cross
border trade of architectural sergs. The real barrier are rather the netandardised building
regulations in the individual member states or even in the individual regions or cities. There
are two main reasons why a lack of uniform construction rules can makelooodsr services

more difficult. First, regionally different rules require local expertise, which external architects
can hardly develop. Local knowledge and contacts are more important, when specifics of the
building process are at the discretion of the local construction super. Second, very
different building regulations can prevent economies of scale if planning sketches can only be
adapted to local regulations in another member state with considerable additional effort.

Thehypothesisof heterogeneous and difficult nanal building regulation and cumbersome
building permit proceduress also pursued by the European Commissianthis context,
reference should be made to a study carried out by Beft Universityof Technology on
behalf of the European Uniomhich ha recently taken a close look at the background to this
possible link.The main objective of this study was to determine whether Member States make
full use of the principles of administrative dmegulatory simplification with a focuglevant
authorizaion schemes including building permits for construction. With these objectives in
mind, the study compared the administrative and regulatory burdemused by these
authorization schemes iof fourteen Member Stateg-indings of the research ilucle several
obstacles to theservice provision across borders anth the form of administrative
requirements andcumbersome procedures or limited recognition of requirements that are
already met in other EU countries.

In contrast to the previously prested hypotheses relating to professional regulation, the
guestion of noruniform building law is not the subject ofir research hereThis additiona
hypothesis serves rather ashint that, in addition to issueef professionakegulation, other
regulatory fields can also have a conceivable influence on trade barriers in the area of
architectural services.

® For further reading and excess to this study, see
https://publications.europa.eu/en/publicatiedetail/~/publication/3e6f95ebc65811e5a4b501aa75ed71al
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Measures fothe scope andntensity of regulation

In order to assess the impact of regulation on the ciossler provision of services, the relevant
regulation has to be captured accurately in a numeric value. Therefore, many complex aspects of the
national regulation have to be transformed into an irat@r. The OECD, among others, works on such
complex indicators on behalf of its member states.

Theexperts of theOECD recently presentedd { SNIBA OSa ¢ NI RS wSadhiierOld i 3Sy ¢
NI RS A y(OECESTRHtD & spécial focus on regubry aspectsof crossborder trade in
servicesThisnewindicator complements thé 9 / Hdicétdrs of Product Market Regulatigrwhich

has been available for some tinfier professional ervicesand relates exclusively to the respective

national occupatnal regulationt®! In addition, the European Commission is currently working on its

own regulatory indicator for several professional servitdest is based on the OCED indicator for

product market regulatiod? However, the studie®n crossborder provisbnin services presented in

the previous section are all based on tB&RITherefore, and a we also use this indicator as a first

starting point forour study of intraEuropean trade in architectural servicege will give a more

detailed description itfiollowing.

The OECD published the first version of the STRI in 2014. This is the first comprehensive measure of
trade restrictiveness for a large number of services sectors, including the services of regulated
professions such as architects. The STRI asgyl database brings together information from more

than 16,000 laws and regulations for 22 services sectors in 40 countries, including all 23 EU member
states, which are also members of the OECD. The OECD has compiled the database into the STRI based
on a common methodology agreed by the OE@E&mbers. For each services sector, the database
captures countryspecific regulatory aspects with a specific focus on eposder services trade in the

following five policy areas:

10 For further information on the OECD PMR for professional services, see
http://www.oecd.org/eco/growth/indicatorsofproductmarketregulationhomepage.htm

1L A brief discussion of the OCED PMR indicator in relation to the architectural profession can be found in Arentz
& Recker (2017).

2The EU Commi ssi on'lsnd‘iNew oRe sftorri cPtrioffeersessisonal Services
as the OCED “lIndicators of Product Market Regul ation”
rights, qualification requirements, compulsory membership). One ditiérence is that the EU Commission's

indicator includes the services of patent agents, real estate agents and tourist guides besides those of architects,

civil engineers, accountants, lawyers that were already covered by the OCED indicator.

A first oveview of the proposed methodology can be found in the following short study
http://www.europarl.europa.eu/RegData/etudes/STUD/2017/607349/IPOL STU(2017)607349 EN.pdf

andin the EUCOM Communication COM(2016) 820 final
http://ec.europa.eu/transparency/regdoc/rep/1/2016/EN/CE2U16-820-FI-ENMAINPARTL.PDFE
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A Regulation on foreign entry

This section ofthe databasemainly captures information on foreign equity restrictions,
restriction on the legal form of a business that want to serve the national market, restriction
on commercial association between architects and other professionalslation on majority
requirements and qualification of the manager of a company that wants to serve the national
market, the question if commercial presence is required in order to provide -basker
servicespr conditions on subsequent transfer of ctgi

A Restrictons on movement of people

This section ofthe databasemainly captures information omjuotas and/or limitation on
duration of stayfor the employees of a commissioned architect's office as well as its possible
subcontractors the questiondf a certain mtionality or citzenship, or if gor or permanent
residency is requiredio cary out a project in this countryf there arelaws or regulationghat
define aprocess for recognising qualifications gained abroifidoreign professionalsra
required to take a local examinatioto camy out a project in this country, ifofeign
professionals are required toractice locally for at least ongearbevor they are allowed to
serve this market form abad andif there is aemporary licensing sgemfor the duration of

a projectis in place

A Other discriminatory measures

This section of the database mainly captures information on how foreign suppliers are treated
in comparison to domestic suppliers regarding taxes and eligibility to subdfdieste is an
explicit preference for local suppliers in public procurement, if the rules of public procurement
explicitly prohibit discrimination of foreign suppliers, if the procurement process affects the
conditions of competition in favour of locairhs, the thresholds above which tender is
mandated or if the use of foreign firm names is restricted.

A Barriers to competition

This section ofthe databaseamainly captures informatiorif decisions by the regulatory body
can be appealedif there aremandatory minimum and/or maximum feethat have to be
respected by foreign suppliers as wédilthere arerecommended minimum and/or maximum
feesor restrictions on advertisingnd if there are rmimum capital requirementthat have to
be met by a foreign supplier.

A Regulatory transparency

This section ofthe databasemainly captures informationif there isa legal obligation to
communicate regulations to the public within a reasonable time prior to entry into fdhee
averagevisa processing timehe st to obtain a business visthe rumber of documents
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needed to obtain a business vjses well as some other aspects tlaa¢ not directly relatedo
the question of crosb®order provision of services such as thember of working days to
complete all mandatory procedures to register a compamythe number of mandatory
procedures to register a company

In principle, the STRI covers many relevant aspects of-bayger provision of architectural services.
Although sone relevant aspects (e.g. possible requirements for professional indemnity insurance) are
not covered. However, for intr&uropean trade of architectural services many of the items do not
apply due to the rules of the internal mark&t. They would only be relevant for trade relations with
non-EU countries. In other words, the crdssrder trade regulation is already harmonised to a large
extend.

For example, the free movement of capital in the internal market exclgdegerestrictionsthat are

02 ASNB R A yReguktdn oh B@ignetsy ¥ G KS h 9/ fendadfknialfreddamS @ ¢ K S
of free movement of workers excludesme of thepossible restrictions that are covered in thection

G ®strictions on movement of peopeZ  Yih dugstiods of quotes or limitation on duration of stay

for employeesform other Member States The EU state aid law should prevent some of the
discriminatory elements for architects form anothktember Statethat are covered in the section

oOther discrinnatory measures - even if very restrictive regulations towards third countries could

also indicate an implicit discrimination against EU providaraddition, architects from othévlember

Statesare not boundoy mandatory minimum and/or maximum feesLJi dzZNB R 2y Barfe® &S OU A
to competitiorg such as the HOAI in Germany iéyhdo not have theioffice in the target countrand

only export architectural servicehere. Also in the last sectioBRegulatory transparenéyhere are

some aspects, e.the processingime for business visas, that seems torof very important for intra

European tradelHowever, long processingnesin this areanayalso indicate longer processing times

for other relevant documentfor intra-European trade in architectal servicesuch as the recognition

of one's own qualification or building applications.

Even ifall single measuresf the may notcompletelyapply to intraEuropean trae in services, this
database seemsot entirely inappropriate to capture barriers trade in intraEuropean tradeMany
aspects such as different qualification requirements, mandatorymbeships in chambers or
professional associationsestrictions onthe approvedlegal form or to the controlling powersof
importing companies, advesing bans, ocertain capital requirementdo matter for intraEuropean
trade as well.

The computation of the STRbm thisregulatorydatabaseconsists of the following steps in which the
OECD scoreand assigns weights to the different aspects of regiain. Firstly, alindividual policy
measures are assigned a score of 0 (not restrictive)i@strictive). Themmverage values are generated
for each of the five policy areas described abovenfeasues in each of the five areas are assigned

13 Also Nordas (2016) notes that the Member States of the European Union might be an exception to some extent.
Mainly because the common single market for services rensmras of the potential trade barriers covered by
the STRI between the member states.
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the sameweight. h the last step, a common value from all fieeas iscreated. Therefore, thefive

policy areas are weighted according tteeir relative importance. The weights are the result of an

expert consultation process for every sectbhus, the same picy areacouldtake a different weight

in different sectorsFor trade of architectural services, around 39 percent of the final index score is
o0FaSR 2y YSI & dzNRestricthoys oril fiir8ign letEs  o2nF LA RSDI&ighs to 2
movement of pepleé = ¢  loiSAWIDES discriminatory measurés> T LISBadiergto 2y a
competitorée YR GKS NBYI A Regyabry manspdrddéy®d S ¢ €S 2 NB & dzt G A y 3
can than takevalues between zero and onehere lower values reflect regulat with fewer barriers

to trade.*

Figure4. OECDCServices Trade Restrictiveness Index for dyosder trade inarchitectural
services
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access to the database Vitips://stats.oecd.org/Index.aspx?DataSetCode=STRI#

Figure 4 shows an overview of teCED STRdlues for theMember Statesn the area of architectural
servicesThe variation between the Member States is quite largewever, it must be added that the
greatest absolute differences in the respective courgpgcifc total scoresresult from differen
valuations inl K S | elstiictionsctoamovement of peopée his is, of course, partly due to the fact

14 A detailed overview of the methodology of the OECD STRI is given by: Geloso Grosso, M. et al. (2015)
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that this areais clearly more strongly weighteéd | Y2 y 3  {iR€SrictiorisBnlfore®yT entéy This
weighting raises some questions in the application of the aggregated STRI values-Euiajpaan

trade relations. At least, when interpreting the STRI values and research based on it, one must keep in
mind that the greatest differences in nationaoses stem from a category, which has little impact on
trade in services in the single market due to the freedom of movement of persons in the EU.

Therefore, we alternatively work with a second measure for the regulation of architectural services in
this study. Instead of a composite measure, we are use the existence of a mandatory chamber system
as an identifier for relevant regulations on cross border trade. The reason behind that is that there is
a close link between the existence of a mandatory chansygestem and the regulatory system in the
Member States:

In continental Europe in particular, the member states have transferred central aspects of quality
assurance of architectural services from state administration to a professional chamber system. These
countries try to ensure the desired minimum quality level through education requirements and further
training combined with exclusive professional rights. The monitoring itself is organized within this
framework of professional cadministration in a chaimer system. We refer to this also as-a&xte
regulation.

Mainly in the AngleSaxon area of the European Union andNiorthern Europethe Member States
follow a different approach. They organizentral aspects of quality control at the state leyelg- a
more extensive review process of building applications by state empldydéss stronger state
supervision is often combined with a very detailed and closshed building lawn addition, stricter
liability regulationshould ensure the desirechinimum quality In return, some of these states
completely dispense with specificlucationrequirementsor guidelinesfurther trainingrequirements
We refer to this also as egost regulation'®

Figure 5 gives an overview which member states heh@san a mandatory chamber systenthe
inclusion of this criterion appears interesting both for the trade effectghaf homogereity of
regulation(see explanatory approach number oraa)d for the trade effects ahtensity ofregulation
(see explanatory appr@& number two)On the one hand, interface problems between both systems
are quitelikely (e.grecognition of mandatory training requiremenis a state with exante regulation
that are not embedded in theexpost system) On the other handthe high requrements for
professional regulation in countries with a chamber systensaen as barrier tothe internal market

for architectural servicesTherefore, we alsmbservewhether countries with a chamber system
generally trade fewearchitectural services

S SeeArentz &Recker (2017) and Arentz, Recker, Michel, Pommerening, Rieger (201d8tfiled discussion.

Discussion Paper / @ber 2018



Services trade and regulatio

Figure 5Compulsory chambenembesshipin architectural services

Year 2013-2016,greencolouredMember Statefiave a mandatory chamber system

SourceOECIBector Regulation (NMR) databaarchitectural services, questi@Q8.2.5h Entry requirements in the
architecture professionlsmembeiship in a professional organisation compulsory in order to legally prédctasic map
form Europe under free publikimedia Commonigensing
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Measures forregulatory leterogeneity

Basedon theregulatory database described abowee constructindicators for the homogeneity of
the national regulationsn the architectural services sector in the .BUk follow the sameapproach as
Nordasand Rouzet (20173

The underlying concept of an indicator for regulatory heterogeneity is to compare countries pairwise
(respective trade partner) for each relevant regulatory measure the sector of interest. If both Member
States have the same regulation, heterogeneity i® Zer this measure. If the two countries have a
different regulation, it is one. The necessary information about the regulation in the countries of
interest stems from the OECD database for the STRI.

The scores on individual measures are then combineghioverall heterogeneity score. Within the

five policy areas described above, we calculate the mean of the respective scores; across policy areas,
we use the same weights as for the STRI. Just like the STRI, the regulatory heterogeneity index takes
on valbes between zero and one. If two Member States have the same answers on all regulatory
measures, their bilateral heterogeneity index is zero; if they have different answers on all measures,
their heterogeneity index is one. It does not matter whether theswers imply a trade restriction or

not. A hypothetical country pair where both Member States are completely closed to foreign trade
may have a heterogeneity index of zero.

Nordas and Rouzet (2017) also calculate an alternative heterogeneity index bageé snores
assigned by the OCED to each measure. Although closely related, the two methodologies are not the
same. Differences can occur if no binary answers are stored in the database for a measure (e.qg. is there
a compulsory chamber system, yes or nlo)f continuous variables are queried (e.g. how many
working days does a visa application take?). In the latter case, it is less likely that two Member States
in a country pair reported exactly the same number of days. For better comparability, the OECD has
assigned scores to such continuous variables, each of which describes a specific range deays: 0
score of zero, B8 days, score of one, etc.). With the score based variant of the heterogeneity index,
we only check whether both Member States have sae score for such continuous variables. The
rest of this procedure in analogous to the answbaised heterogeneity index. The score based
procedure leads, as expected, to slightly lower index values (e.g. a little less heterogeneity between
the country pecific regulations).

As indicated above, we are also use an alternative measure based on the existence of mandatory
chamber system. With the same logic as the STR, this alternative indicator is also zero (ho
heterogeneity) if both Member States in a cognpair have either a chamber system or have both
have no chamber system. If a chamber system exists in just one Member State the indicator has the
value 1.

1% Nordas & Rouzet, (2017), p. 1171 et seq.
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Empirical evaluation afitra-European traden architectureservices

In our empirical model wenvestigateat first whether regulatory heterogeneitg measured bythe
heterogeneity scores constructed frothe OECD'STRIor the alternative indicator based on the
regulatory characteristic of the mandatory chamber systerhave an influence on the crot®rder
provision of architectural services within the European Uniona second step, we alsmalyze
whether the absolute level of regulation has an influerféer this second analysis, we wsgainboth
the OECD STRI atigk characteristic of the mandatorghamber systenas measures foregulatory
intensity.

We use a s@alled gravity equation to assess the impact of regulatory heterogeneity alongside other
measures such as distance between countries and the size ofr@sioh trade flows in architectural
services. The idea behind the gravity equation is that the size of the two trading countries (often
measured in terms of GDP) and the distance between the two trading countries can explain
international trade very wellAlthough firstly developed by Tinbergen (1962) to describe trade of
goods, the model can as well accurately predict trade flows between countries for services. As an
example, we would like to refer here to the work carried out by Kimura and Lee (20B@gdret al.
(2009), who extensively examined and documented the transferability of the model to services trade.

Figure 6illustrates the basic concept of the modet KA & YIF L) aK2g6a bSOHKSNI L)
architectural services to different European traglipartners in the year 201%he influence of the two

central explanatory variables of tlggavity equation (distance and size of the trading partner in terms

of GDP) is obviously: Trade with direct neighbors such as Belgium and Germany as well aghirade w

larger economies such as ltaly or Spain, even though they are not very close, appears to be larger in
volume. When comparing thevolume of exports to the neighboring countries of Belgium and
Germany, ibecomes also very clear that the combination ofpmity andthe size of the neighboring
countryplays a decisive rola the explanatory approach of the gravity equation

Within this basic model, it can now lested whether other influencing factorsuch as cultural (e.g.

same language) or regulatory differendes/e an additionaimpacton crossborder service provision.

There are alreadfirst studies that have testethe effect of effect of regulation as well as regulatory
heterogeneity based on th h 9 hdicatodslof Product Market Regulatbn 6 h 9/ 5 t aw0o T2 N
services sectors such as telecommunicatiorthis context we would like to refer to the work Kbx

and lejour (2005)r Kox and Norda2007). However our workrefers directly to theesearch carried

out by Nordasand Rouzet (2017ho, on the basis of the OECD STRI, examined-boodsr trade in
serviceshetween OECRountriesin the case ofegulated professionfamong other sectors)
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Figure6: lllustration of the gravity approacbutch exports of architectural services

Year 2015, export volume in million Euro

SourceEur ostat: “Internati on(aBP M6)a dleb a p_ isaehieciuabaidivitiedACEeccet a2r0 1 0 )
M711 Noexport data to Denmark, Croatia a@dech RepubliBasic map form Europe under free pullikimedia
Commondicensing
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Tradeand dstancedata for the empiricainodel

For our empiricahnalysiswe usedata on23 EUMember Stateghat are alsomembers of the OECD
for the perbd 20142016.The OCED trade restrictiveness index (STRI) is available for theZiHribd
2017only for these 23Viember StatesEven though tl respective values for the BEMlember States
have not changetieforethis period with very few exceptions, we have limited the perioddlysis
to these yearsTogether with the availability of trade data (202016), this results in a period of three
years (2014016) for our empirical analysis based on the SOR1.aralyseshased on the alternative
measure of the chamber system includes alE28Member State®f for the same timeperiod.

We use Eurostat Inteational Trade in Services ddtar the architecturalservices sector (BOPS2010
sectorSJ31) While the dataavailable from Eurostat are quiextensivethere are stillquite a number
of missingobservationsBilateral trade data between all 28 Blémber Stategor three years includes
n(n-1)3 = 2268 observation©f these 2268 observations, importers repor@&B as missing or not at
all. Exporters reported 1021 as missing or not at all. That is a share of roughly 44 and 45 percent,
respectively. For ouanalysis,we use trade flows reported bgxporterswhere available. Where
exportsare missing,we use mirror flows reported by the respectiimaporter. By sing this method,
we can reduce the share of missing values to 19 per¢sd Table 1 for information on missing and
zero trade flows in our dajaT hissubstitutionis not perfect because osgmmetric trade data. Exports
from "“®o "Qeported by ®ften do notmatch exactly imports frorf@o "Qeported by’ QThis may be due
to different ways of measuring imports vs. exports or differences between the courgyist&ms of
reporting. Still this method is widespread and recognized in the literatued allows us to at least
approximate trade flows where observations would otherwise be missing. Wiseograde flows are
reported,some authors decideottreat them as missing valué¢doweveryvery low and eveamerotrade
flows seem p@usible for the services of architedtsquestion.Therefore, we trat zeroobservations,
as suchThese trade flows occur mainly in trade between smatien-neighboringMember States

Table 1: Missing arzero observations in Eurostatchitecturetrade data

No. Missing Share missing No. Zero Share zero

Reported Incl. mirror flows  Reported Incl. mirror flows  Reported Incl. mirror flows  Reported Incl. mirror flows

Imports 988 423 0.44 0.19 856 1175 0.38 0.52
Exports 1021 423 0.45 0.19 853 1175 0.38 0.52

No. of observations for trade in architecture services 22046 EU28: 2268

We use data on distancepmmon official languageand common legal systefrom the CEPII distance

and gravitydata ses and sectoral production data from Eurostat. dddition, we use data on GDP

(current US) from the World Bank World Development Indicatods. measures of regulation and
regulatory heteogeneity, wedza S (G KS h9/ 5Qa& { ¢ w hetetbgeReMBrieasireg R NI 3
constructedfrom the STRtlata, as explained abov&Ve alsouseinformation oncompulsorynational

chamber systems from the OECD Product Market Regulation Indicator (PMR).
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Specification of the empirical model

To estimate the potential effects of homogeneity and national regulation within the gravity framework,
we use Poisson Pseudo Maximum Likelihestmationas supposedy Santos Silva and Tenreyro
(2006) whichallows s to include zero trade flows in our analydikis is useful because our data set
contains a relativelyarge share of zero trade flowA. more detailed examination of the methaan

be found inNordasand Rouzet (2017)The authors do alsprovide furthe information on the
implementation.

Just likeNordasand Rouzet (2017), we look at the possible effect of a rheterogeneousegulation

- but in our casdor the Member State®f the European Single Market. For a basic understanding of
the approach, adok at the associated modil useful (seeduiation below. The baseline regression is
the following

Qonél oATD 1 17TQ0QI 6He b dOE daOE@WE d a QTQAMO Q1 ¢ "QQRE QQO ®
% Tr T n

The dependent variabl® a ry £ } i6 the value of crosborder exports from countri®o countryGat

time 0.1 TQ'Qi &Xb dscthe log distance between countrie€and Qo ¢ & & Gis Ddummy for a

common officialanguage ¢ @ & ‘B &ummy for common legal orig{nivil law and common lay

MO QI € QR TOAEDZINEE KSISNRPISYySAlGe 0S06SSyisawt O2dzyi
exporteryear fixed effect, j is an importeryear fixed effect and j, is the error term

We can use thenodelto investigatehow regulatory heterogeneity, in addition to distance measures
such asthe geographicdistance between two trading partner€and ‘Qa common languageand
common legal origitnfluenceexports ofarchitectural services betwedBUMember StatesWhile a
bilateral heterogeneity scoreg common language or the distance betweaam countriesare factors
that apply or do not apply equally to both trading paets, it is obvious that countrgpecific factors
such as GDP or th&e of the nationabrchitectural servicesector also influence crod®rder trade.
Therefore we follow the current literature in the ield of gravity trade analysis and wosfith country-
year fixed effects, which should capture such cowstrgcific features for th respective years of
analysis. In addition, these fixed effects should also capture other relevant cotsgegific
characteristics such asglifficult national building regaltion or cumbersome building permit
proceduresas discussed under thamanatory approach number thredifferent building regulation).
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Results based on the empirical model

We find no empirical connection between a higher homogeneity of regulationrare crossborder
architectural services if the STRI is used as a measure of the homogeneity of national regulations. Nor
do we find any correlation between lower OESDRI values of the respective trading partners and
higher trading volumes in intrBurgean trading in architectural services. However, if the existence of

a chamber system is used as an indicator for the respective ceapagific regulatory approach, the
empirical findings may point to some interface problems between the two systemse Detidveen

two countries that differ on this characteristic is somewhat lower. However, there is ho empirical
evidence that countries with a chamber system trade with each other more or less than countries
without a chamber system. This tends to indicatatthone of the two historically evolved regulatory
approaches seems superior in principle in the case of dsosser service provision.

Table 2Heterogeneity and crodsorder exports of architecture services, PPML estimation

1) 2) (3) (4)
Logdistance -1.240%*  -1.345%*  .1.361***  -1.214%**
(0.158) (0.154) (0.154) (0.156)
GCommon language 0.782** 0.780** 0.832** 0.679*
(0.293) (0.297) (0.304) (0.301)
Common legal origin 0.363* 0.358* 0.371* 0.341*
(0.147) (0.144) (0.149) (0.142)
Heterogeneity answer -0.897
(1.616)
Heterogeneity score 0.664
(1.164)
Heterogeneity chamber -0.303*
(0.127)
Importer-year fixed effects Yes Yes Yes Yes
Exporteryear fixed effects Yes Yes Yes Yes
Observations 1845 1293 1293 1845
Geographic scope EU 28 23 MS 23 MS EU 28
Pseudo RBsquared 0.585 0.580 0.580 0.588

Sandard errors clustered by importer and exporter in parentheses
* p<0.05, ** p<0.01, *** p<0.001

Table 2 reports our empirical results on the explanatory hypotheses number one (lack of uniform
professional regulation) for the rather low level of infEairopean crosborder trade in architectural
services. Therefore, this is where we consider how thebgeneity of national regulation between

two trading partners affects intr&EU trade in architecture services. The results show no significant
relationship between regulatory heterogeneity in terms of the OBJRI and architecture services
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trade among tle 23 EU countries in our sampl€he connection between more homogeneous
regulation and higher trade, whiddorddsand Rouzet (2017)nd in their analysis of trade between
OCEDxountries for several services sectotiSusis not apparent for intreEU traek in architectural
services. The coefficient for a heterogeneity dummy based on whether both countries have the same
regulation in terms of a professional chamber system (1 if both have chambers and if neither has
chambers) is, however, negative and sigiaint at a 5 percent level. In line with the gravity literature,

we also find a strongly significant negative relationship between trade and distance while a common
language and common legal origieivil law and common laynappear to have a positive effeon

trade. The slight posive influence of the same legal origgnot entirely surprising in the context of

the also slightly positiveffect of the same regulatory systerms measured by the criterion of a
chamber systemThere are overlaps between th#o categories as mostMember Statesin the
tradition of a civil laware also in the tradition o& chamber systems in the area of professional
regulation.

Table 3: Regulaticemd crossborder exports of architecture services, PPML estimation

1) 2) (3) (4)
Log distance -1.357**  _1.357**  -1,239%* -] 228%**

(0.153) (0.152) (0.161) (0.158)
GCommon language 0.799** 0.790** 0.784** 0.686*

(0.298) (0.298) (0.292) (0.305)
Common legal origin 0.365* 0.366* 0.363* 0.355*

(0.149) (0.149) (0.148) (0.143)
STRI pair average -8.251

(8.685)
STRI pair GBReighted average -0.806

(1.806)
STRI pair both above average -0.0213
(0.345)
Chamber in both countries 0.478
(0.260)

Importer-year fixed effects Yes Yes Yes Yes
Exporteryear fixed effects Yes Yes Yes Yes
Observations 1293 1293 1845 1845
Geographic scope 23 MS 23 MS EU 28 EU 28
Pseudo Bsquared 0.580 0.580 0.585 0.587

Sandard errors clustered by importer and exporter in parentheses
* p<0.05, ** p<0.01, ***p<0.001

Table 3 reports the results of our empirical work on the explanatory hypotheses number two (too
restrictive professional regulatioby itsel for the rather low level of intrdcuropean crosborder
trade in architectural service§o this is where weonsider how the level of regulation affects intra
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EU trade in architecture services. We include bilateral measures of regulation in our regression, to

allow for using fixed effects. In contrast to the workNafrddsand Rouzet (201@nd related previous

working papermnf Nordasand Rouzet (2015 with a different geographic scope, the simple average of

GKS Gg2 GNIRAY3I LI NIy S Neightellderdgls abivia@Seaverige BTRE O 2 NB &
scores in both countries all show insignificant effects for trade in architectural services thi¢hin

common internal markefThe same applies @mdummy that indicates if botbountries have a chamber

system.

The factthati KS SadGAYlI GSa ®endcEsRrade\RestrididnessIntex o BSTRIFEo

not show any significant results both inetlempirical work on the homogeneity of regulation and in
the work on the level of regulation does not necessarily mean, however, that these links do not exist.
Based on our qualitative analysis of the OEJIR(see sectiorMeasures for the scope and inteity

of regulation), it may well be that this indicator does not necessarily reflect the aateiavant
regulation in the case of trade in services in the European internal mamnkibis case of amadequate
indicator, it is not unlikelythat no systenatic effectscanbe found in anempiricalanalysiseven if
respectiverelationships exist in reality

For this reason, we have performed the additional analyses based on the basic regulatory characteristic
of the chamber system. The finding that this fangental heterogeneity in the historically evolved
regulatory systems constitutes a slight disturbance to the cbmgder provision of services is not
entirely surprising. The same seems to apply to other cultural differences between the member states
of the common internal market such as different legal traditions or language barriers. It is interesting,
however, that neither of the two subsystems seems to lead to significantly more trade in services
within the Member States of either system when compatedhe other. Therefore, one specific of

the two regulatory approaches in itself does not seem to be a cause for the difficulties irboroes

trade in architectural services.
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Concluding remarks

TheMember State®f the European Union have chosedifferent approaches to ensure the quality of
architectural services. Indicators suchasth® / 5 G { SNIWAOS&a ¢ NI RS wSaidNROI
0 2NRSNJ (NI RS ISYRIpchtIoAréll& titliese diffedences. Methodologically, this is
not always easy. Nevertheless, tli@ECESTREovers many relevant aspects that could constitute a
barrier to the crossorder provision of architecturalervices in general. However, soofahe barriers
covered by the STRI indicator do not exist for trade iniseswvithin the EU. For this reason, analyses
based on this indicator for domestic European trade may istoded. Anyway it would seemhasty

to deny the complete relevance of the OESIRI to issues of trade in services within the internal
market.At least itwould not be surprising if restrictiveness indicated by a QGCESTRI characterizes
Member Stateshat are generally less open to tradad in which there are further implicit and explicit
barriers to trade which may well be relevant to crdggder services.

Since theOECESTRblays a relevant role in the regulatory literature, weed this indicator as a
starting point for our analysis to link to this academic resea@intrary to the results of existing
researchusing theOECESTRIwe find ro evidence of positive trade effects for intEuropean trade
in architectural services as a result of more homogeneous regulaftoa limited relevance of some
of the policy areas covered by the OEETRI for the EU may be ablep@rtly explain this. Havever,

if oneassumeghat the indicator tends taepresentcorrectlythe nature of national regulation, these
results would at least not argue in favor of abolishing the different regulategimesthat have
evolved over time within the EU.

As an alternative to the OEEETRIwe usethe regulatoryaspectof the chamber system in order to
capture thecentraldividing lines of professional regulatiémthe Member Stateof the EUbetween

direct state supervision and indirect professional swigon in professional eadministration.Our
results based on this indicator poitet some interface problems between the twistorically evolved
systemsThe same seems to apply to othevolvedcultural differencedetween theMember States

such as dferent legal traditions or language barrietdowever, there is no empirical evidence that
one ofthe two historically developed regulatory approaches seems superior in principle in the case of
crossbordertrade in architectural services.

Discussion Paper / @ber 2018



Services trade and regulatio

Literature reérences

A

Nordas, H. and D. Rouz€R017),"The Impact of Services Trade Restrictiveness on Trade
Flows," The World Economy, Wiley Blackwell, vol. 40(6), pagesllBs5 June.

I NByiGdl s nodx wSOISNE / X aAOKStI 50X t2YYSNEB)
architectural sector: A scientific perspective on the debate about the economic impact of
different regulatory approaches in thelember Statesof the EU.EuZFB Discsi®n Paper,

Cologne.

https://kups.ub.unikoeln.de/7386/.

Arentz, 0. and Recker, C. (2017), Reglementierte Berufe: Wettbewerbsindikatoren -der EU
Kommission auf dem Prifstand. Das Beispiel des Archite&tafth Wirtschaftsdienst, vol. 11,
pages 817823.

http://rdcu.be/yAKG.

b2NRAAZ | ® 6HAaMcOY da{SNBAOSE ¢NIRS wSadNROGAEC
SATFSNBYyOS&a¢z h9o/ 5 ¢ REAPubtisBifigiPars. t | N
http://dx.doi.org/10.1787/5jlz9z022plen .

b2NRAAX | & YR 5® w2dzZ Si o6nnmp0I a¢KS LYLI O
CANRG 9adAY!l GSyRagersiNe. A7, OECH PRiishing? RaisO
http://dx.doi.org/10.1787/5is6ds9b6kjen .

Geloso Grosso, M. et ahH nMp U X G { RatEchiven®ss IndeNISRI): Scoring and
WeightingMethodolod @ ¢ ¥ h 9/ 5 ¢ NJ RS t 2 f Rudlidhing, PAABSNA Z b2 d
http://dx.doi.org/10.1787/5js7n8wbtkSen.

Head, K.Mayer, T. andRies JO Hnnp0 > Wl 2¢g wSY2(iS La GKS hT7T:
Economic Review, 53, 4, 4201,

Y2ZEZ | ®@ YR b2NRA&AZ | @ 6HnnTto0oE WYW{SNBAOSE ¢NI
Paper49 (Paris: OECD).
https://doi.org/10.1787/154365452587

Santos Silva and Tenreyro (200B)e log of gravityThe Review of Economics and Statistics,
November 2006, 88(4): 64658,

Kimura, F. and Lee, H.® OHAnnc0X WE¢KS DNI@AGE 9ljagbaazy A
Review of World Economics, 142, 1¢921.

Kox,H.and LejouA. O H nnp 0 X WYWwS3dz | G2NB | SGSNRISYySAGE |3
¢ NJ RPFBMDBcussion Paper 49

Discussion Paper / @ber 2018


https://kups.ub.uni-koeln.de/7386/
http://rdcu.be/yAkG
http://dx.doi.org/10.1787/5jlz9z022plp-en
http://dx.doi.org/10.1787/5js6ds9b6kjb-en
http://dx.doi.org/10.1787/5js7n8wbtk9r-en
https://doi.org/10.1787/154365452587

Services trade and regulatio

Appendix

FigureAl: Export shares and import sharestna-European tradevith legal services

Year 2015, reference value: respective national production value in sector engineering services NACE Re¥y2AM712/
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NACERev.2 M7128J211 No robust, Europwide import and export datenmark, Ireland, Luxembourg, Malta, Spain,
Slovakia, Portugal and d#e to a lack of import and or export data for some of the trading partners.
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FigureA2: Export shares and import sharesmina-European tradevith accounting, auditing,
bookkeeping, and tax consulting services

Year 2015ceference value: respective national production value in sector engineering services NACE ReS8211712/
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FigureA3: Export shares and import sharestra-European tradevith business services

Year 2015, reference value: respective national production value in combined sector business services NACE Rev.2 M
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