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The Challenge of the EU
What the EU has become today, few could have imagined even ten years ago. The EU is now the largest consumer market in the world; a result of continuing harmonization policies and the advent of the euro, which have combined to create convergence toward the model of one market from twenty seven independent ones. Yet, as it has expanded in size, it has produced, in turn, effects fuelling the further advance of standardization and of globalization. Expansion has also produced markets that are more unlike and more dissimilar than before with previous accessions. Harmonisation was previously an issue for the EU, now it is assimilation. We may have ideas of what constitutes a viable market or a target consumer but an interesting proposition arose in the statement by the Economist (14/02/09) that more than half the world’s population is now middle class and that there were two billion people who had about one third of their income left for discretionary spending. These two billion people were just above the threshold of $2 per day, the norm that determines subsistence level existence. The obvious danger was that they could easily revert back to being at the subsistence level given that the world was experiencing a credit crunch. The fragility and also the size of this demographic segment as well as the questionable appropriateness of the term ‘middle class’  raised important definitional issues as to whether being middle class could be settled on a global basis or on a country by country basis by looking at the median income level. The Economist cited an unpublished paper by Martin Ravallion at the World Bank of using a range of $2 to $13 per day at 2005 PPP prices, this upper limit being the poverty line in the USA, thereby identifying in this range, the developing world‘s middle class. While useful in tracking demographic trends, it does not identify important consumer markets in the way in which Kenichi Ohmae did, when he opined that there was a $10,000 Club of the rich countries, this being the GDP per capita threshold at which a country exhibits that it is now a market for luxury goods. Within the EU, there are now much deeper divisions between the rich and poor when assessed across the entire EU. Before 2004, Greece was seen to be a poor country but with twelve countries joining since then, the level of the poorest has sunk considerably lower. In a presentation delivered in 2007, Professor Danuta Hubner, European Commissioner for Regional Policy, narrowed this down to only 30 regions in Poland, Spain, Romania and southern Italy. At the same time, the productivity of 29 regions in France, Italy and Spain had decreased.  In terms not just of consumer markets but also social and economic policy and planning, the state of the poorest has to be acknowledged as have their rights to the traditional EU freedoms of movement of labour and of goods. The first effect being one to depress labour costs, the second being one to lower product costs, at the risk of inviting grey marketing and possibly, counterfeit goods.
Nevertheless, the EU now accounts for more than half of British exports. It cannot be ignored.  Whereas the USA has 303 million inhabitants, the EU has 494.7 million inhabitants within its 27 member states. It is important also to note, though, that the reach of the EU extends beyond its member states.  
The EU presents many challenges depending on whether we happen to live in good economic times or bad. In good economic times, it is supposedly about creating the level playing field for trade. In bad, it is about preventing member states from reverting to naked protectionism to allegedly protect jobs for nationals. The word ‘allegedly’ is chosen with care as protectionism has never served to save or protect jobs in the importing country in the longer term. Instead, it has prolonged the life of ailing industries and wasted subsidies, grants and any money thrown at it.
The problem posed by the EU has traditionally been more of a psychological one but that, too, is changing. Younger people are dramatically more European in their outlook than their elders although this may differ by region. Nevertheless, there is a difference in outlook to be seen across the age groups of the population. Members of the IoD will be sufficiently pragmatic to realize that business comes before personal opinions. If we were to trade only with people that we like and who were of our own age, spoke our language (fortunately, English!) and shared our customs and conventions then there would be little discomfort felt but then again, our customer base would probably be very small and commercially unfeasible. For us Brits, living on an island, Europe has always been there drifting somewhere offshore but nevertheless there whenever we wanted to go overseas but was never recognized as being part of our home here. So we do more than half of our trade today with a continent that that we are loathe to recognize and we share with our European neighbours democratic institutions which we love to hate? The British psyche is indeed difficult to understand.
Companies everywhere are looking for markets where there is growing consumer demand and the ability to buy. As a market, the EU has slowly evolved political clout that is now in some measure finally related to its size; for Europe still has the economic and financial base that first made it important. That is now under threat as the location for manufacturing and services growth has moved to China and India. However, it is important to acknowledge that Europe has changed many times over since the Treaty of Rome first created the European Community back in 1957.The EU has since faced up many times to the challenges of dismantling trade barriers within, as it proceeds slowly but surely along the path to economic, political and monetary union. Already, benefits are to be seen in terms of competition policy while at the same time affording companies the protection of industrial property rights under European-wide legislation. As markets have changed so have the market players and the EU is now playing catch-up across its member states. The final stage of the Single Market is the ideal to which all entrants aspired and must attain. In terms of infrastructure, EU competition policy today is as tough and rigorous as in the US. It has already been tested by global companies such as Microsoft and been found to be robust.
The typical EU consumer is difficult to profile because of vast differences in purchasing power and also literacy and education. There is unpredictability present and this existed before the Credit Crunch, only perhaps to become amplified even more since. Behaviour is easily learned and aspirations copied and adopted and the free movement of labour has further fuelled this, providing an opportunity for many in the poorer areas to travel for work at higher rates of pay than at home, even if the work itself was not as highly skilled, professional  or even demanding. There is as yet only one model of economic development continuing to the present day and that is the Western model. While the last two accessions to the EU added to the total number of consumers, it actually detracted from the spending power of the average EU citizen yet cohesion remains a mainstay of social and economic policy. 
The EU is being proactive in creating the rules of engagement for commerce and industry, dismantling the costs of entry for all in the spirit of free trade and providing models for other countries to follow. What is more, the EU as a Single Market will continue to evolve. It is being seen more as an enabler than a regulator. The Internet created a democratization of information supported by EU legislation across the member states, creating a transparency and access to information previously unknown. Human Rights have become a watchword thanks to the EU. That this was so or that ordinary citizens have felt empowered as a result, is due to the expanded communications now available that would quickly give the lie to any rash political statements that were made without proper foundation. Companies have to be careful in terms of what they do and what they say. Examples of inappropriate behaviour can quickly be transmitted across continents within seconds. The world of commerce is based upon confidence but the threat posed by advanced telecommunications should also be seen as a potential opportunity rather than a threat. Equally, some displacement of production will always take place so there is a constant need for renewal, for innovation, for the generation of new ideas. There are opportunities for product differentiation and to engage in cross-border segmentation. Economies of scale and of scope then separate the EU as a market from the separate divided markets of yesteryear. Economies of scope relate to productivity savings in marketing in the same way that economies of scale relate to cost savings in production.  The ease with which eurobrands may now be created and be seen across neighbouring markets, due to porous cross-border television broadcasting, is increasingly a feature to be noted. Yet making a name known is not enough in itself, marketing should still continue to focus on the delivery of a basic value added proposition to the consumer rather than the standardization of the brand proposition. At the receiving end, there must always be a customer in mind for the product or service for any particular strategy to be successful.
Across this new and ever expanding Europe, new challenges are cropping up and being dealt with as the EU evolves. Less than twenty years ago, advertising, while strongly entrenched in the culture of Britain, France and Germany, was a very small industry in many of the former Central European states. The promotion, transmission and sharing of ideas, the movement of people across the EU have all created social changes and challenges to the communities which they entered. New habits and new conventions have driven new regulations, which issue in turn from the changed consumer and competitive behaviour being witnessed.

What then of the Euro? The treaty of accession to the EU requires member states to join the Euro monetary systems as soon as they judge themselves to be ready. Members are required to maintain lower levels of indebtedness and to commit to lower inflation. The problem this poses for Britain is that even if it wanted to join the EU, its required threshold level of indebtedness is now too high to allow it to qualify for membership. At the same time, the financial services sector which was one of the strengths of the UK economy has been greatly undermined in the meltdown accompanying the international banking industry. With the loss of the financial services sector and the reduced revenue deriving from North Sea oil and gas, the UK’s competitive position is not now strong enough to defend sterling as a currency. On the other hand, 16 of the 27 EU member states have joined the euro and it is now being used by 329 million plus many small countries and territories in addition. The advantages of transparency we knew about when it was first launched but the euro has since come of age, it now has credibility in providing a strong track record of stability since its introduction in 1999. Milton Friedman always maintained that the euro would only last as long as it did not encounter a recession. However, the next few years will be a testing time both for the currency and for its member states.
