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fore become of lesser importance to develop instruments that are specific to the euro zone. In the long run convergence 

between the European Union and the EMU will again be foreseeable and finally, the realignment of two major levels of 

integration – which are the euro zone and the internal market[7]. 

In this context the present report explores four major issues in the reform of the EMU, which in reality affect the future 

of the European Union more widely:

- What conditions are required for the passage over from tax competition to convergence? 

- Which comprehensive strategy in terms of investment in Europe should we choose?

- How do we respond to the double executive and democratic deficit that typifies the governance of post-crisis Europe? 

- To what extent can Social Europe be a way towards integration?

Thierry CHOPIN

   [7] Indeed the treaties 

provide that all of the 

Union’s States will 

join the EMU. The only 

exceptions to this are 

the UK and Denmark 

but a majority of British 

citizens chose for their 

country to leave the EU 

and Denmark has chosen 

to peg its currency to the 

euro by guaranteeing an 

extremely narrow margin 

of fluctuation between 

the Danish Crown and the 

Single Currency under the 

European Exchange Rate 

Mechanism.
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EXECUTIVE SUMMARY
 

1. Renewed efforts for tax convergence between the Member States 

• Recognising the inevitable and legitimate nature of tax competition, but on condition that it respects the fundamental 

principles of free competition: transparency, loyalty and fairness. 

• Going beyond the OECD’s recommendations that aim to tax profits made by multinationals, not where they are 

declared, but where they are generated. This notably includes the definition of “stable establishment” (other than a 

letter-box branch) and that of tax havens, rules governing transfer prices between branches of the same group, the 

processing of intellectual property remuneration, the obligation on the part of each company to provide turnover and 

tax figures country by country. On this latter point, we should note that this information would not be limited to the tax 

administrations but they would be published openly. This obligation already applies to the banking and financial sector.

• The ability to levy taxes has been eroded by evasion, fraud and fiscal optimization. Social justice is also being challenged, 

since certain businesses manage to avoid paying taxes. Widespread support enjoyed by the Commission in the Apple 

affair stresses the timeliness of strengthening European work in this area and notably by the Commission in its capacity 

as the “competition watchdog”, against unfair tax competition: the ban on State aid including tax support, by articles 

107 and 108 in the Treaty.

• The CCCTB (Common Consolidated Corporate Tax Base) launched by the Commission that aims to approximate 

multinational taxation in the Union must be supported, but this has to be enhanced in order to take on board the 

specificities of the digital economy by taxing digital platforms everywhere where they collate and/or use personal data 

pro-rata of their volume. At the same time this might also include a kind of ad hoc taxation of the digital giants based 

on their turnover.

2. Addressing the investment deficit and supporting growth, employment and the 
sustainability of public finances

• A wider agenda is necessary to increase the Union’s capacity to support investment. More effective investment policies 

would help complete and increase the efficacy of the euro zone’s monetary policy. From this standpoint a comprehensive 

European strategy is required to support investment focusing on three main elements:

• Remedying financial fragmentation and guaranteeing stronger financial integration in the euro zone and the single 

market – and to do this: the completion of banking union; acceleration and widening of the implementation of single 

capital union; facilitating the diversification of public securities held by investors to reduce financial risks.

• Making the European Union a more attractive investment goal by fostering sustainable economic convergence and 

by notably enabling a single regulatory environment for businesses rather than multiple national regulations. There is 

great potential in the network industry (cross border, transport, telecoms and energy networks). Beyond the adoption 

of a common legislation it is vital to create an institutional framework that can be effectively and homogeneously 

implemented.

• Ensuring that public spending focuses on productive long term spending and that at the same time, this increases the 

economy’s capacity to stabilise. During the fiscal consolidation period in the crisis, investment spending in knowledge 

and infrastructures was the first to be reduced across most countries. The European dimension might play a greater 

role in the reduction of the pro-cyclical nature of public spending. One possibility would be to finance a greater share of 

public investment spending at European level and to give the management of this to European institutions. This must 

however be conditioned by a sufficient level of performance, selection and monitoring of public investment projects. As 

far as targeting is concerned it would appear opportune to give priority to the financing of international public goods 
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from the point of view of European or world stakes, for which the added value of European work is higher, such as the 

financing of R&D. 

3. Strengthening the efficacy of European governance by the creation of true executive power

• The president of the European Commission, whose post might be merged with that of the President of the European 

Council, must continue to be the leader of a parliamentary majority and therefore the representative of the political 

group that won the greatest number of seats in the European Parliament. 

• Creation of a European Finance Minister accountable to the Parliament via the merger of the post of President of the 

Eurogroup and the Vice-President of the Commission responsible for the euro.

• He would answer to the Secretariat General of the Treasury of the Euro Zone whose remit might be extended to 

the European Stability Mechanism (ESM), transformed into the European Monetary Fund, after its integration into the 

Union’s legal order. 

• As far as the proposal of a budgetary capacity for the euro zone is concerned it seems more likely that common 

budgetary instruments would be acceptable if common needs can be identified. From this standpoint it would be useful 

to start debate over the common goods that might be managed jointly under the framework of the common institutions.

4. Strengthening the democratic legitimacy of European governance via the closer inclusion of 
national parliaments and the European Parliament 

• It is vital to include national Parliaments in economic and budgetary supervision, for example by widening the role of 

the Inter-parliamentary Conference on Stability, Coordination and Governance within the Union, created by the TSCG. 

• A “euro zone sub-committee” within the European Parliament might be created.

• The legitimate consolidation of the European Parliament must be achieved by a more proportional representation of the 

population and involves reviewing the distribution of seats per Member State in the European Parliament.  

• We should acknowledge a joint right to legislative initiative on the part of the European Parliament and the Council. 

5. Strengthening economic and social protection of a common social standards base at 
European level

• Revising the framework and strengthening the supervision of posted workers (ongoing) to counter the risks of social 

competition proven in certain areas of work).

• Strengthening the Globalisation Adjustment Fund to support workers more effectively as they face change, as well as 

economic and industrial shocks.

• Convergence of social rights when they cause direct competition between workers and businesses within the EU. 

Amongst the measures to adopt might feature the setting of a kind of minimum wage as a percentage of the median 

salary of each Member State This might mean defining a common minimum, and at the same time leave it to the 

Member States to go beyond this so that an identical minimum is not set across all Member States together with a 

reduction of certain national minima, which would lead to accusations of a levelling towards the bottom. The absolute 

level of the minimum salary would vary therefore according to the median wage of each State in hand.

• From the point of view of the method to be employed it might be useful to find inspiration in the experience gained from 

the European Monetary System (EMS): setting long term goals. The scope of the social EMS should cover retirement 

pensions, health insurance, and unemployment insurance. This would mean a form of mid-term convergence of 

contributions whether this means rates or bases. We note that for example the social contribution rates are double in 

France in comparison with those made in Germany.
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A problem approached incorrectly for a 
long time

It is understandable that the French dream of tax 

harmonisation in Europe: since they have the highest 

burden – alongside the Danes – vis-à-vis their tax 

administration, they see a means to lightening 

their load[1] in this. But our partners have made 

budgetary savings that we have always refused to 

do: why would they increase their own taxes so 

that we can have our way? Yes, tax competition is 

inevitable: our local authorities practice this between 

themselves, as do the States at their own level. Yes, 

it is legitimate: it does not just concern levying rates, 

but also and at the same time, it involves the quality 

of the services offered at this price – true competition 

lies in the cost/effectiveness ratio of public services. 

And competition between public authorities includes 

all of the advantages of competition for citizen-

consumers.

But this is on condition that it respects the fundamental 

principles of free competition: transparency, loyalty 

and fairness. These principles are the base of 

economic Europe. And yet, from a tax point of view 

community law has only applied them timidly in the 

face of the taboo of national sovereignty.

There is one notable exception: the smooth 

functioning of the Common Market demanded the 

unvarnished unification of customs rights, which was 

achieved on day one, as well as the harmonisation 

and blanket taxation of transactions i.e. VAT. The 

basic texts harmonising the VAT tax base and the 

distribution of products and services across a scale 

of rates were acquired in the 1970’s/80’s. But as far 

as the rest has been concerned – even excise duties 

– taxes that are specific to certain products (tobacco, 

alcohol, oil products) have not been harmonised. 

The treaty on the functioning of the European Union 

therefore limits itself to providing “common rules on 

competition, taxation and legislation approximation”. 

Articles 110 to 115 prohibit tax obstacles to the 

freedom of movement and the functioning of the 

internal market. “National sovereignty oblige” - all 

Union decisions require the unanimity of the Council 

of Ministers and only an opinion is demanded of the 

European Parliament.

The masks fall

The pace of matters was suddenly boosted by a 

series of events.

Firstly bank secrecy in several Member States 

enabled the latter to attract their neighbours’ 

savings. The treaty did not prevent this but the 

spirit of loyal cooperation, which should inspire the 

European family, was being grossly flouted. It was 

decisive action by the American Congress that forced 

Switzerland and other amateurs of bank secrecy to 

relinquish it under the threat of their bank activities 

being banned on American soil: the Union leapt at 

this unexpected opportunity.

Then came the bombshell of the Lehman Brothers’ 

collapse. The G20 leaders realised that it was 

necessary to agree on a minimum number of common 

rules worldwide, as much to master the unbridled 

world of finance, as to guarantee the conditions as 

fair as possible for competition between the major 

multinational players: as of 2009 the taxation of 

multinational companies became part of the OECD’s 

agenda and priorities.

The impact of the Lehman affair was magnified 

by a series of spectacular scandals, which totally 

modified the political scope of the taxation of profit. 

The closed field reserved for the highly specialised, 

suddenly entered the public arena. Successive 

revelations about opportunities for tax evasion in 

Liechtenstein, then the “offshore leaks”, “LuxLeaks” 

and “SwissLeaks” showed that whilst citizens and 

SME were burdened with an increasing number of 

CORPORATE TAX IN EUROPE: FROM COMPETITION TO CONVERGENCE?

Alain LAMASSOURE

1. A first version of this text 

has been published in Schuman 

Report on Europe State of the 

Union 2017
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taxes, some of the biggest companies in the world 

were managing to escape payment of almost all of 

the taxes they owed. According to some conservative 

assessments by the OECD the annual shortfall lay at 

around 100 to 200 billion $ worldwide.

The battle for fair competition

By bringing the issue before the public eye the 

LuxLeaks scandal obliged national and European 

leaders to address the problem of taxing multinational 

companies head on. Intelligent cooperation started 

in 2015 between the Commission, Parliament and 

the OECD. 

The European Parliament introduced a special 

temporary committee, TAXE, which was responsible 

for investigating tax legislation, rulings and other 

harmful administrative practices to fair competition 

between businesses in all Member States. What 

has been checked or established with this? - that 

within the same group, the globalisation of the 

supply, production and distribution chains increases 

opportunities for the creation of malicious tax 

savings schemes. “Double Irish”, “Dutch Sandwich”, 

the Belgian regime of “excessive profits”, the clever 

game played by London with the Crown’s colonies, 

varying “patent boxes”, tax credit research in France 

etc… Equally, not everything can be criticised of 

course, but it would not be too much to say that in 

Europe every country is someone else’s tax haven.

As for the giants of the digital economy, their business 

model makes the whole idea of profit taxation that 

had been held since industry’s year dot suddenly 

appear outmoded. Assessing the price of a diesel 

motor put together in France for final assembly in 

Romania comes within the competence of a good tax 

auditor. But how do you establish the legitimate tax 

location of a digital platform, whose real suppliers are 

the clients themselves, contributors to this priceless 

source of wealth to be found in personal data?

At the same time the public outcry has been such that 

no one can justify the upkeep of the race towards 

tax avoidance. As they addressed the European 

Parliament each Finance Minister was irresistibly 

forced to promise that his country would (now?) be 

the best pupil in the class. And the representatives 

of the multinationals outbid each other in their 

determination to respect the spirit behind the law 

and no longer just their character. Of course vice 

paying tribute to virtue is the definition of hypocrisy, 

but virtue is now becoming fashionable: we should 

take advantage of this to set it down in stone!

In April 2015, the Commission presented a draft 

directive making the exchange of information 

automatic and obligatory vis-à-vis the rulings 

granted to multinational companies. Only six months 

were required to achieve the necessary ministerial 

unanimity. Each may now ensure the protection 

of their tax potential against the greed of their 

neighbours. Shortly after this a new text transposed 

all of the OECD’s recommendations (the so-called 

BEPS[2]  action plan) into community law, thereby 

aiming to tax multinational profits, where they are 

made and not where they are declared.  This notably 

includes the definition of “stable establishment” 

(other than a “letter-box” or front subsidiary) 

and that of tax havens, rules governing transfer 

prices, the obligation for each business to provide 

its activity’s figures and how it is taxed country by 

country. On the latter point, going further than the 

OECD, the Parliament insists that this information 

should not just be limited to the tax authorities 

but that it give rise to open publication. Industrial 

lobbies, please refrain from protesting about the risk 

of weakening in the face of the competition! This 

obligation is now being implemented in the bank and 

financial sector without any regret on the part of the 

European banks.

At the same time European Commissioner Margrethe 

Vestager employed the only real weapon at the 

Commission’s disposal in its role as competition 

watchdog against unfair tax competition: the ban on 

State aid, including tax aid, with the articles 107 and 

108 of the Treaty. A first broadside of four information 

procedures was launched in the spring of 2015. The 

Starbucks and Fiat Finances Groups were obliged to 

pay tens of millions in tax arrears. A truly atomic 

bomb was launched by the fearless Commissioner as 

she condemned Ireland to demand 13 billion euro 

in taxes from one company alone, Apple: the case 
  2.Acronyme of Base Erosion and 

Profit Shifting.
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is now with the Court of Justice. In October 2017 

another strike was made against Amazon. 

Towards a single tax area in Europe?

A further major stage started in 2017

Crowning the work accomplished to align taxation 

of multinationals in the Union, the European 

Commission revived the old issue of quite simply 

harmonising the definition of taxable profit in all of 

the Union’s countries: the CCTB[3]  project. Each 

State would retain control over its taxation rate but 

this would apply to an identical base. 

The rapporteurs at the European Parliament have 

contributed to the project to take on board the 

specificities of the digital economy. To prevent the 

excessively easy evaporation of a virtual value on 

extra-terrestrial clouds the idea would be to tax 

digital platforms everywhere where they collate 

and/or use digital data, prorated to the number of 

these: where ever they are processed, this data can 

always be traced to the address of the private parties 

involved. Hence Facebook would no longer be able to 

plead that it has no tax base in France whilst it has 

30 million subscribers there! At the same time France 

has put forward the idea of a kind of ad hoc taxations 

of the digital giants based on their turnover. Hence in 

the spring of 2018 the OECD and the Union will meet 

to come to agreement over the best way to approach 

this. At long last Europe is finding the courage to 

address the taboo issue if true economic union.
3.Common Consolidate 

Corporate Tax Base.
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During the crisis, investment in the European Union 

(EU) and the euro area declined both in terms of 

volume and as a share of GDP[2] . As the infographic 

shows, investment in most Member States is 

significantly lower today as a share of GDP than it 

was at the start of the century.

Investment has been recovering in the EU since 2013, 

but at a slow pace and unevenly across countries[3] . 

In the euro area, it has only just regained its pre-crisis 

level[4] . Government infrastructure investment also 

lags behind as fiscal policies have prioritised current 

expenditure over investment in most countries in the 

euro area, especially those most severely hit [5] . 

The overall stock of infrastructures has as a result 

receded during the crisis. While the corporate sector 

is driving a slow recovery of investment, investment 

returns have substantially decreased as uncertainty 

and business impediments weighed on activity. This 

also means that the EU and euro area have not been 

able to close the gap with the EU’s main competitors, 

in particular as regards R&D investment (see Chart 

1), which at the moment is below the levels observed 

in the US, China, South Korea and Japan. 

This has had repercussions on growth, employment, 

and thus the sustainability of public finances, as well 

as the potential for deleveraging and social cohesion  

[6]. An alarming side effect is that most European 

countries have fallen back in scientific, technological 

and innovation rankings. 

This contribution provides a framework for discussing 

the need for further policy actions at the European 

level in the area of investment and for articulating 

existing initiatives and instruments. The aim is 

to combine both economic and political economy 

arguments and outline options for improving the 

use of existing resources and institutions, combining 

various narratives and perspectives. In doing so, 

this contribution discusses the role of both public 

investment as well as policy initiatives that might 

catalyse private investment.

The EU investment agenda: what has it 
delivered so far?

The importance of re-launching the European 

investment agenda has consistently been on the 

table in European fora since 2012. In that year, 

the European Council launched ‘The Compact for 

Growth and Jobs’. This initiative foresaw inter alia 

a €10 billion increase in the capital of the European 

Investment Bank and the launch of EU project 

bonds. While the package aimed at supporting an 

additional € 120 billion investment, already one 

year after its launch the Commission recognised 

that it was not used to ‘its full potential’[7].  After 

two years nobody was talking anymore about it, 

as the European elections and the appointment of 

the new Commission shifted the political focus from 

implementation to the announcement of something 

new, aimed at providing stronger support to the then 

weak and fragile European economic recovery. 

In this context Commission President Jean-Claude 

Juncker announced in 2014 an ‘Investment Plan for 

Europe’, aimed at closing the investment gap by 

mobilising additional investment over a three-year 

period. The cornerstone of the plan was the newly 

created European Fund for Strategic Investments 

(EFSI), which uses public money guarantees to 

crowd-in additional private funds to invest in 

infrastructure, education, research and innovation, 

renewable energy and in SMEs. In September 2017, 

the EU legislators agreed on a proposal by the 

Commission to extend the EFSI by increasing the 

target size (to at least 500bn) and duration (from 

2018 to 2020) of its operation. 

So far the implementation of the plan has been more 

successful than its predecessor: as of September 

2017 almost 75% of the initial overall investment 

target had already been achieved. According to EIB 

estimates[8] , the EFSI loans are expected to add 

up to 0.7 percent to EU GDP by 2020. While this 

is a welcome development, the plan has not yet 

been able to significantly change the investment 

INVESTING IN EUROPE: A COMPREHENSIVE STRATEGY

Alessandro GIOVANNINI, Jean-Francois JAMET and Francesco Paolo MONGELLI[1] 

1.This contribution was 

initially published in The 

Schuman Report on Europe, 

State of the Union 2017. 

The views expressed in this 

contribution are solely those 

of the authors and do not 

necessarily reflect those of 

the European Central Bank 

(ECB). This contribution 

should thus not be reported 

as representing the views 

of the ECB. The authors 

would like to thank Gilles 

Noblet, Johannes Lindner, 

Conall Devaney and Thierry 

Chopin for their very helpful 

comments.

2.See P. Maystadt, 

“Investment and the 

financing of the European 

Economy”, European issues

n°307, Robert Schuman 

Foundation, 31 March 2014.

3. The 2016 Annual Report 

of the EIB provides a 

comprehensive overview 

of the developments and 

drivers of investment and its 

financing across the EU.  See 

“Investment and Investment 

Finance in Europe: Financing 

productivity growth” 

at http://www.eib.org/

attachments/efs/investment_

and_investment_finance_in_

europe_2016_en.pdf 

  4. Investment in the euro 

area exceeded its level of 

the first quarter of 2008 for 

the first time in the second 

quarter of 2017.

5. See OECD Economic 

Surveys: Euro Area 2016, 

OECD, 2016 (accessible at 

http://dx.doi.org/10.1787/

eco_surveys-euz-2016-en)

6. Ibid.

7. See http://ec.europa.eu/

europe2020/pdf/compact_

en.pdf

8. EIB Group macroeconomic 

impact assessment, 

accessible at http://www.

eib.org/attachments/press/

media-days-sept-2017-pack-

rhomolo-press-brief.pdf
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environment. The reasons for this partial success 

are threefold.  First, the time necessary to prepare, 

structure and effectively use the funds implies 

that the macro-economic impact can only unfold 

over many years. Second, the additional resources 

committed by Member States were allocated only at 

projects level. None of the Member States made use 

of the possibility to contribute to the capital of the 

EFSI, where the possibility to leverage the resource 

is higher. As a result the plan’s investment amounts 

remained relatively small from a macroeconomic 

perspective, at around 10% of annual investment 

spending in the EU. Third, accompanying policy 

actions aimed at removing unwarranted brakes to 

investment both at EU and national level (e.g. by 

completing and upgrading the Single Market, passing 

business-friendly reforms in the fields of education, 

labour market policies and administration) were 

minimal.

On top of these recent initiatives, about half of 

the current EU budget takes the form of public 

investment in a broad definition or is used to support 

private investment: EU budget funds for investment 

and other growth-enhancing expenditure, such as 

on education and active labour market programmes, 

stand at 0.5% of EU GDP. However, there are intrinsic 

limitations to the contributions which the EU budget 

can make to support investment. The EU budget 

is small in size, equalling roughly 1% of the EU’s 

GDP, and gives rise to difficult negotiations based on 

the ‘juste retour’ logic. As a result, the EU budget 

contribution to the provision of genuine European 

public goods, such as R&D, has been limited. For 

instance, although Member States have agreed in 

principle to increase the share of the “competitiveness 

for growth and jobs” heading, which is mainly devoted 

to R&D, infrastructure and education spending, only 

a moderate increase has been achieved in practice. 

This is a result of the inability to agree on either 

decreasing spending on other headings or increasing 

the overall budget ceiling.

Do we need a new agenda, now?

In view of the above considerations, a broader agenda 

is directly needed to enhance the Union’s ability to 

support investment. This would make sense from 

macroeconomic and political perspectives, especially 

if seen in the current euro area context. 

First, from an economic point of view, more effective 

investment policies have the potential to spur growth, 

reduce unemployment and thus complement and 

increase the effectiveness of monetary policy in the 

euro area. Since 2010, monetary policy has provided 

the strongest impulses to the economy in a context 

of fiscal consolidation in the euro area. In particular, 

it has supported the gradual recovery of investment, 

especially in the business sector, as financing costs 

for euro area non-financial corporations have become 

increasingly supportive to investments plans. 

Moreover, the increasingly positive contribution 

from improving demand also supported business 

investment. From a financing standpoint, the current 

very accommodative monetary stance remains 

supportive of public investment. It therefore creates 

conditions incentivising a more efficient allocation 

of public resources and thus ceteris-paribus higher 

productivity, resulting in a more-growth friendly 

fiscal policy. Increased use could be made of this 

opportunity.

Second, there are political economy arguments for 

developing a new investment agenda at the European 

level. Citizens’ trust in the ability of the European 

economy to prosper has been dented by the crisis, 

low levels of productivity growth and the resulting 

“lost decade” for income and employment. A positive 

narrative is thus needed to create the political 

conditions for reforms that can lift growth and 

employment potential. In this respect, supporting 

investment is comparatively less controversial than 

other economic policy objectives among Member 

States, experts and stakeholders. There is however 

no single “silver bullet” to achieve this objective and 

there are divergences on priorities (e.g. between 

advocates of fiscal support and advocates of stronger 

structural reforms). It is therefore essential to 

develop an integrated approach that brings together 

various perspectives and leverages a wide range of 

economic policy instruments.    

Investment as a unifying narrative
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Fortunately, a comprehensive European investment 

agenda can build on ongoing initiatives at European 

level. So far these initiatives were discussed as part of 

distinct narratives, but they should in fact be seen as 

strongly interrelated, as Banque de France Governor 

Francois Villeroy de Galhau has emphasised[9] . We 

push this logic to show that supporting investment 

can provide a unifying European narrative bringing 

together these initiatives, be they pursued at EU or 

euro area level. A common narrative would make 

it easier to explain the ultimate purpose of these 

separate initiatives and attract renewed political 

impetus. We identify two main components of such 

a narrative aimed at addressing the issues revealed 

by the crisis. First, supporting business investments 

requires improving the regulatory environment and 

funding conditions. European actions could act as 

catalyst for reforms in these areas, thus providing 

a long-term boost to business investment. Second, 

during the consolidation period of the crisis, public 

investment on knowledge and infrastructure suffered 

the largest reductions in most countries. Europe 

could play a more important role both on the funding 

side (i.e. by dampening the pro-cyclicality of such 

public expenditure), and on the expenditure side 

(i.e. by entrusting European institutions with the 

task of the management of the public expenditure in 

specific areas).

The first component comprises initiatives aimed 

at strengthening financial integration with a view 

to ensuring the allocation of capital to its most 

productive use. The crisis triggered sudden stops 

in capital flows to certain Member States, revealing 

the lack of robustness of financial integration. The 

reversal of capital flows had a major negative impact 

on financial conditions, driving investment down 

particularly in economies under financial stress. To 

reverse financial fragmentation and generate more 

robust financial integration within the euro area and 

the Single Market, a number of reforms have been 

initiated:

-	 Given the still very important role of banks 

in European financial intermediation, a central 

objective has been to create the conditions for a 

more sound and stable banking sector. There has 

been significant progress with the establishment of 

a single rulebook for banks on the EU level and of a 

banking union on the euro area level. The latter has 

conferred the supervision of significant institutions 

to the ECB and created a mechanism and a fund 

for the resolution of banking crises. However, the 

banking union is not finalised: the foreseen European 

deposit insurance scheme and backstop to the Single 

Resolution Fund have not yet been established, some 

fragilities endure (e.g. in relation to the stock of non-

performing loans in some countries) and the banking 

sector remain fragmented along national lines. This 

continues to act as a drag on investment and has the 

potential to weaken the resilience of the euro area to 

future shocks. 

-	 Another important initiative is the capital 

markets union, which aims at diversifying sources 

of financing by developing and integrating European 

capital markets. This project is ongoing and the 

Commission announced its intention to accelerate 

it and broaden it. Significant progress will, however 

require addressing difficult political issues, such as 

establishing more homogenous tax systems and 

integrated supervision: fragmentation in this respect 

means that investors face a much more complex 

investment environment than needs be the case. 

Moreover, the euro area lacks at present a safe 

asset, which could provide a tool for diversification 

of financial risks and allow for deeper, more liquid 

capital markets. Exploratory work is being carried 

out on solutions that would facilitate diversification 

of sovereign debt holdings by investors [10].   

A complementary aspect relates to the promotion 

of the EU and the euro area as a more attractive 

investment destination through sustainable economic 

convergence. Fragmentation of the investment 

landscape also follows from divergences in economic 

structures, implying unequally competitive business 

environments across Member States. In this respect, 

structural reforms by Member States can help by 

removing idiosyncratic barriers to investment. 

However, European policies can also contribute to 

improvements, in particular by allowing businesses 

to face one regulatory environment instead of 

28. Single market policies which the Commission 

has promoted, for instance as regards the digital 

economy, also have the potential to facilitate 

9. Governor Villeroy de Galhau 

has called for a «Financing and 

Investment Union» that would 

merge together initiatives already 

in place (e.g. the capital markets 

union, the Juncker plan and 

the banking union) in order to 

“magnify their impact through 

synergies and more ambitious 

measures” (‘Savings glut, or 

investment deficit?’, Speech 

at «The future of savings» 

conference, Paris, 4 November 

2016).

10. The European Systemic Risk 

Board (ESRB) had created a 

High-Level Task Force on Safe 

Assets. The mandate of the 

task force is to investigate the 

potential creation of Sovereign 

Bond-Backed Securities (SBS), 

which could comprise claims on a 

diversified portfolio of sovereign 

bonds. Commission’s President 

Juncker has also announced, in 

his ‘Letter of Intent’ dated 13 

September 2017, an enabling 

framework for the development of 

sovereign bond-backed securities 

to support further portfolio 

diversification in the banking 

sector, as well as exploratory 

work for the possible development 

of a euro area safe asset.
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mobility and reduce the cost of doing business 

across borders (the reduction of roaming fees was 

a concrete achievement in this direction). There is 

high potential in the area of network industries and 

the Commission has appropriately concentrated its 

initiatives in these areas (cross-border transportation, 

telecommunication and energy networks[11] ). The 

experience in the financial sector however suggests 

that beyond the adoption of common legislation, 

creating an institutional framework that ensures its 

strong and homogenous enforcement is essential.

The second component of the proposed narrative 

proceeds from the need to ensure that public spending 

focuses on those expenditures that improve welfare 

in the long run and, at the same time, increase the 

stabilising effects of public spending. Looking at past 

years, it emerges that when countries experience 

recessions or crises and thus public finances are 

tight, public investment is often the first budget 

line to be cut. For instance, public investment 

accounted for half of all expenditure cuts in Spain, 

three quarters in Portugal and almost all of the 

primary expenditure cuts in Italy. It is natural that 

a central part of the response to a crisis is provided 

by automatic stabilizers, whereby spending on social 

services increases as unemployment and other 

public transfers rise. At the same time, when fiscal 

consolidation becomes necessary, cuts to public 

investments may create allocative inefficiencies and, 

above all, hurt medium-term growth prospects of 

a country. The IMF estimated that in the advanced 

economies an increase of 1 percentage point of GDP 

in the government investment spending translates, 

on average, to a greater output by 0.4 per cent in 

the same year and 1.5 percent in the fourth[12].  

This is conditional on an adequate level of efficiency, 

selection and control of public investment projects so 

that they effectively address real investment gaps.

A way to partially remove the negative bias against 

public investment in the expenditure mix would be to 

move some investment expenditures to the European 

level and entrust European institutions with the task 

of the management of the public expenditure in such 

areas. On the resource side, this would require a well-

defined source of income for financing the required 

investment stream and the necessary political 

support for it. The latter requires a careful design 

and focus of such an investment capacity, as well as 

strict control of expenditures. As regards the policy 

areas to be targeted, it would seem appropriate to 

prioritise the supply of supranational public goods 

and matters of European or global significance, 

where the European value added is higher. Some 

examples already exist, such as the recently 

launched Galileo global navigation satellite system. 

As regards design, strong institutions and rules are 

needed to manage such expenditures. Public sector 

failure and misspending of funds is indeed a major 

risk: the IMF has recently shown that many G20 

countries, and not just emerging economies, need 

to strengthen the efficiency in the management of 

public investment management[13].  Europe could 

make a difference in this field by developing a strong 

governance framework in line with best practices 

to oversee the funding, management phases, and 

monitoring of project implementation. 

R&D expenditures provide a good illustration as to 

how such a narrative could be applied. Less than 10% 

of public expenditure on R&D in the EU is financed 

at European level, compared with ca. 90% Federal 

funding in the US[14] . The fundamental justification 

for government support for R&D relates to market 

failures: as a public good with strong externalities and 

that can in some cases benefit from large economies 

of scale, the risk is that nationally fragmented 

financing and unnecessary duplication of research 

would not result in an optimal level and effectiveness 

of investment. In this perspective, Europeanised 

public funding for R&D[15]  can optimise the use of 

public resources, “crowd in” private resources and 

thus achieve positive spillovers leading to positive 

social rates of return. Centralised funding does not 

prevent a decentralised implementation of R&D 

projects Moreover, the empirical literature points 

to high, suboptimal procyclical patterns of R&D 

spending and innovation, both in the public and 

private sector. Moreover, the heterogeneity of R&D 

expenditure among European countries (illustrated 

in the chart below) is not consistent with the public 

good nature of R&D and the need for the EU as a 

whole to reduce its investment gap in R&D vis à vis 

competitors. 

11. Philippe Maystadt provided 

a concrete example of how 

single market policies can 

support energy-related 

investment in “Energy Transition 

and Investments in the 

European Union”, Schuman 

Report on Europe, State of

12. See http://www.imf.org/

external/pubs/ft/weo/2014/02/

pdf/c3.pdf

13. See http://www.

imf.org/external/np/pp/

eng/2015/061115.pdf

14. In 2009, 6.3% of public 

expenditure in the EU was 

centralised at European level, 

compared to 89.6 % being 

centralised at the federal level 

in the US. See A. Barbier 

Gauchard, M-F. Le Guilly, 

C. Mareuge, Scoreboard of 

European public spending 

(2012), Centre d’analyse 

stratégique, February 2012.

15. This could be achieved 

either at EU level (by increasing 

R&D funding provided under the 

“competitiveness for growth and 

jobs” heading of the EU budget) 

or at euro area level (e.g. 

through a euro area budget 

line within the EU’s Multiannual 

Financial Framework).
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R&D expenditure in the EU by sectors (as % of GDP)

Source: authors’ elaboration on Eurostat data, 2016

***

In his famous declaration on 9 May 1950, Robert 

Schuman argued that European countries needed to 

realise “that fusion of interest which is indispensable 

to the establishment of a common economic system”. 

He was speaking of coal and steel production. Shortly 

after the celebration of the 60th anniversary of the 

Treaty of Rome and as new European initiatives are 

being proposed, the same vision – a “Schuman Plan” 

– could 

be used to bring forward a comprehensive strategy 

for investment in Europe. In creating the regulatory 

conditions for successful economic integration and 

in jointly financing European public goods, such a 

strategy would deliver tangible benefits while focusing 

on areas where European initiatives have clear value 

added, thus respecting the principle of subsidiarity.
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Since the start of the euro zone crisis priority 

has been given to strengthening the economic 

governance of the Economic and Monetary Union 

(EMU) which was understandable in the beginning. 

Yet, at the same time problems involving democratic 

legitimacy have not been taken into consideration in 

the same manner[1] . 

With this in mind the following discussion aims to 

provide some elements about the context and an 

analysis of the limits of the Union’s political system, 

which not only typifies the euro zone, but also 

that of the European Union in terms of democratic 

and executive deficit faced by the EMU; making 

recommendations to help solve the double deficit of 

political leadership and democratic legitimacy that is 

affecting the euro zone and more widely, the Union.

Background

The limits of the Union’s political system

In answer to the crisis, in recovering their 

sovereignty in the face of the markets, and 

therefore being able to their ability to decide over 

their future, the States of Europe, notably those in 

the euro zone have tried to consolidate EMU with 

emergency measures, but without changing its 

political nature.

Financial solidarity instruments have been 

introduced with the European Stability Mechanism 

and the Bank Resolution Fund. Stricter common 

rules have been adopted in an attempt to avoid 

the accumulation of fiscal, macro-economic and 

financial imbalances that were responsible for the 

crisis. The ECB has especially played a decisive role 

with its monetary policy and its acquisition of new 

bank supervisory competences.

But, at the same time the euro zone has made very 

little progress from a political point of view. It was 

all too obvious that decisions could only be taken 

at national or European level in case of emergency. 

However this constraint has had a significant cost, 

both economically and politically, since it has reduced 

the area of political choice. 

The emergency aside, the capacity to take decisions 

seems extremely reduced: repeated, conflictual, 

protracted negotiations have highlighted the limits of 

the intergovernmental model[2], in which diplomacy 

prevails over democracy. To be more precise, each 

Member State privileges its national democratic 

legitimacy and European democratic legitimacy has 

been unable to settle conflicts between national 

democratic mandates, the sum of which does not 

produce a European democratic mandate. The 

result of this is increasing frustration that is fuelling 

Euroscepticism. And in this vicious circle, this 

frustration makes political union, which would lead 

to conditions for more legitimate integration, even 

more difficult to achieve.

Moreover, the management of repeated crises has 

shown that diplomatic negotiating time is too slow 

and a source of high anxiety. The outcome of these 

negotiations is always uncertain and decision making 

lacks transparency, which allows each to blame the 

other for the result. Lastly, this system leads to 

the feeling that there has been a game of “bluff” 

or “Russian roulette”. This has nothing to do with 

the system of constitutional democracy which plans 

for and provides the necessary decision making 

instruments in a context of diverging political 

preferences: the majority votes together with 

constitutional rules that protect the minority.

Taking the democratic issue seriously

Long term the status quo does not seem sustainable 

and this might endanger European integration if 

awareness is not acquired at the highest level of the 

need to strengthen democratic legitimacy at euro 

zone level and more widely at European Union level 

as a whole. It is in this sense that Emmanuel Macron 

spoke in Athens: “How can we not see that the defeat 

EUROPE: RESPONDING TO THE DOUBLE CHALLENGE OF EXECUTIVE AND DEMOCRATIC 
DEFICIT

Thierry CHOPIN

1. This text takes up and 

develops the ideas in “Euro zone, 

legitimacy and democracy: how 

do we solve the question of 

European democracy?” European 

Issue No387 Robert Schuman 

Foundation, April 2016. The 

author would like to thank Jean-

François Jamet for his very helpful 

comments.

2. Cf. B. Coeuré, a member of 

the ECB Board: the reason for 

being of the “intergovernmental 

approach » is of course to enable 

each State to be subscribe to 

the common decisions. But 

experience shows that it does not 

guarantee their acceptation at 

national level. Moreover it does 

not prevent a polarisation of the 

debate at European level and 

the temptation towards national 

posturing.”,  “Drawing the lessons 

from the Euro zone crisis,” a 

speech delivered at the French 

Ministry for Foreign Affairs, Paris, 

27th August  2015. And “The 

Future of the Euro zone” speech 

delivered to Europartenaires Paris 

21st March 2016.
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of Europe after all of these years is also a defeat for 

democracy? (…). Europe can no longer move forward 

separately from the people (…) in the same way we 

have to be brave enough to return to the path of 

sovereignty and we have to have another type of 

courage to recover the path to democracy[3] .”

For the euro zone to do more than just “survive” 

and for it to prosper European sovereignty has to be 

shared within common institutions that are founded 

on sufficiently strong mechanisms of political 

legitimacy and accountability. Although this goal 

now seems clear the approach that dominates in 

the European institutions, as well as in the Member 

States, rests on a certain number of presuppositions 

and raises certain questions: 

• Firstly, thought about the reforms to be implemented 

at European level are most often restricted to the 

framework of the euro zone. But limiting reform to 

the euro zone alone (which raises a whole series 

of problems) should not be a precondition but a 

potential “plan B”. The issue of democratic legitimacy 

is one faced by the European Union as a whole and 

not just the euro zone[4].  

The starting point should always be a sincere 

attempt to move along as 27; if this leads to an 

insurmountable deadlock, then an attempt should be 

made to implement the measure in question within 

the widest possible group of Member States; from this 

point of view the euro zone is one possibility amongst 

others. This is how the Union moved forward on the 

Stability, Coordination and Governance Treaty, to 

cover 25 States out of 27. An automatic withdrawal 

to the euro zone would lead to additional tension and 

frustration within the Union[5] .

• Following this, it is striking that the issue 

of democratic legitimacy is reduced to that of 

accountability, which is indeed one of the vital but 

not a satisfactory component. This would mean 

an excessive reduction of legitimacy down just to 

accountability. 

Democracy is basically founded on three fundamental 

requirements; the democratic definition of political 

goals; the democratic selection of accountable 

leaders before the entire European body politic; the 

exercise of democratic control over the decisions 

taken to assess whether goals have been achieved 

or not. From this standpoint the democratic political 

system supposes at least two criteria: competition 

and alternation; what the Union lacks, from a civic 

point view, lies in the absence of European political 

alternation, equal to that in the Member States and 

also in the Federations.

Citizens’ representatives within the Union’s political 

institutions do of course enjoy direct or indirect 

democratic legitimacy: the heads of State and 

government, who meet in the European Council 

are appointed after democratic processes; this also 

applies to the ministers who sit within the Council, as 

well as the members of the European Commission, 

appointed by the governments after a democratic 

process, and who are also invested by the MPs of 

the European Parliament, elected by direct universal 

suffrage. However, the representatives of the 

Member States in the Council owe their presence to 

the fact that they belong to a government supported 

by a parliamentary majority: but this parliamentary 

majority is rarely established following a campaign 

focused on European issues; and the Council cannot 

really undergo total alternation, since these members 

are renewed according to national elections and 

under a discontinuous and unsynchronized pace. 

Only elections appointing MEPs enable the 

establishment of a direct link between citizens and 

those holding power at community level; but the fact 

that MEPs are elected according to a proportional 

vote and on largely national bases prevents most of 

the time the formation of a clear majority within the 

hemicycle in Strasbourg. 

Of course the appointment of a Spitzenkandidat 

leads to a strengthening of the political link between 

the European elections result and the choice of the 

President of the Commission. However this system 

is not adequate: firstly because “parliamentarist” 

and “diplomatic” rationale interfere in this in a 

confused fashion[6] ; then, because Commissioners 

are chosen by the national governments, this leads 

to an intergovernmental Commission in which 

3. Speech by the President of 

the French Republic, Emmanuel 

Macron, at the Pnyx, Athens, 

7th September 2017 

http://www.elysee.fr/

declarations/article/

discours-du-president-de-la-

republique-emmanuel-macron-

a-la-pnyx-athenes-le-jeudi-7-

septembre-201/

4. See Thierry Chopin, La 

fracture politique de l’Europe. 

Crise de légitimité et déficit 

politique, Brussells, Editions 

Larcier, 2015

5. Cf. T. Chopin and L. Macek, 

«Réformer l’Union européenne 

: un impératif politique» in 

L’Union européenne entre 

implosion et refondation, Y-C. 

Zarka, P.Perrineau and A. 

Laquièze, Editions Mimésis, coll. 

“Philosophie et Société”, 2016.

6. Cf. Y. Bertoncini et T. Chopin, 

« Qui présidera la Commission 

européenne? Une question à 

choix multiples », Policy Paper, 

Institut Jacques Delors / Robert 

Schuman Foundation, June 

2014.
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the Commissioners are also the voice of national 

interests; finally, because it is not certain that 

the precedent of Jean-Claude Juncker’s election 

as head of the European Commission in 2014 will 

form jurisprudence and that the Spitzenkandidat 

procedure will be respected in the future. 

From this standpoint the diagnosis that can be 

made of the legitimacy crisis of the Union’s political 

regime must therefore be wider than that of a lack 

of accountability. Europe is a Union of democracies 

based on a democratic institutional system from a 

formal point of view, but which is unable to breathe 

adequate life into the “political” aspect (in the 

partisan sense of the term) amongst its members[7] 

. This is a structural obstacle to democratic ownership  

[8]by the citizens.  

In all, only the introduction of a truly “political 

union” across the European Union, notably based on 

the pre-eminence of parliamentary and presidential 

institutions, whose members are appointed by direct 

universal suffrage, will give European citizens the 

opportunity to appoint and to reject those who wield 

power in the Union and of changing the laws and 

decisions adopted on their behalf. 

• Finally the political reform of the European Union 

and a minima, of the euro zone supposes a prior 

clarification of what we want to do[9] , which has not 

been the case to date: 

- “Simply” reforming the present system whilst 

retaining the rationale according to which the 

community institutions function i.e. according to a 

rationale of a balance of interests and not powers?

- Going further and transforming the European 

political system into a truly parliamentary regime 

with a government that is accountable to parliament 

or even a presidential regime, as in the USA and 

its corollary - the introduction of a regime with the 

effective separation of powers?

It is critical to dispel this ambiguity. The nature of the 

proposals and future stages in terms of strengthening 

the democratic legitimacy of the European Union 

and/or the euro zone, depends on the answers 

provided to these fundamental questions. A debate 

should be launched on this issue.  Under the second 

option (privileging the balance of powers rather 

than a balance of interests) it would be necessary 

to define and separate more clearly the executive, 

legislative and judicial powers, as well as to clarify 

relations between each of them. 

In particular in the Union’s current institutional 

system:

- the Commission mixes executive and judicial power;

- the Council mixes legislative and executive power 

(and even judicial power in terms of economic and 

fiscal monitoring);

- the Parliament does not have all of the prerogatives 

held by a national parliament since it does not 

vote on taxation and it does not have the power of 

legislative initiative.

In order for citizens to be able to take democratic 

ownership of the European political system we would 

have to draw closer to the national political systems 

with:

- the Commission as the only political executive 

(government);

- the Court of Justice as the sole guardian of the 

treaties (and no longer the Commission) (chamber 

within the Court of Justice) or together with 

independent authorities (for example in the area of 

competition);

- the refocusing of the Council’s powers on its 

legislative prerogatives (in view of its transformation 

into a second house, like the Bundesrat for example);

- the formalisation of the possibility for the European 

Parliament, the Council and the national parliaments 

(as part of a “green card” system for example) to put 

a legislative initiative to the Commission.

What should be done? Responding to the 
double deficit of political leadership and 
legitimacy at European level[10]

Creating a genuine European executive power 

The crisis that has affected the euro zone for nearly 

10 years raises a challenge in terms of leadership, 

coherence and efficiency for the governance of 

Europe[11] . In exceptional situations, which 

demand that the European Union and its Member 

States provide answers to the problems that they 

[7] In this sense the 

European Union can be 

analysed in terms of “an 

impolitical democracy” 

according to the term 

borrowed from P. 

Rosanvallon, in La Contre-

démocratie. La politique à 

l’âge de la défiance, Le Seuil, 

2006.

[8] “Ownership and 

Accountability. How can 

Democratic Legitimacy of 

Policies Be Reinforced?”, 

Completing Europe’s 

Economic and Monetary 

Union, Background 

Note, European Political 

Strategy Centre, European 

Commission, 2nd March 

2016 

http://ec.europa.eu/

epsc/pdf/publications/5p_

bg_note_2016-03-02_

democratic_accountability.

pdf

[9] Cf. S. Goulard et M. 

Monti, De la démocratie 

en Europe. See more, 

Paris, Flammarion, 2012 

conclusion.

[10] The following proposals 

were prepared initially 

in the following texts: T. 

Chopin, J.-F. Jamet et F.-X. 

Priollaud, «Political Union for 

Europe » European Issue, 

Robert Schuman Foundation, 

n°252, September 2012 and 

« Réformer le processus 

décisionnel européen : 

légitimité, efficacité, lisibilité 

», Revue politique et 

parlementaire, July 2013.

[11] Cf. T. Chopin “Europe 

and the need to decide: Is 

European political leadership 

possible?”, in  the Schuman 

Report on Europe. The State 

of the Union 2011, Lignes de 

Repères, 2011 and “Towards 

true European executive 

power : from governance 

to government » European 

Issue», Robert Schuman 

Foundation, n°274, April 

2013.
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are experiencing, Europeans are discovering with 

frustration the limits of European governance and its 

“executive deficit”[12] : weakness of the European 

executive; the polyarchical nature of the community 

institutions and its corollary, a lack of clear political 

leadership; competition between the institutions 

and the States; slowness and unpredictability of the 

negotiation process between Member States. As for 

the euro zone, leadership is assumed by the ECB, 

which has no other power but its own and which 

has no strong political correspondent; the lack of an 

executive more legitimate than the Eurogroup is a 

particular problem in this instance[13]. 

With this in view solving the problem of Europe’s 

“executive deficit” necessarily implies the creation 

of a clearer, more legitimate and more accountable 

leadership:

• The President of the Commission leader of a 

parliamentary majority, representing (appointed 

in advance) of a political group which has won the 

greatest number of seats in the European Parliament

This interpretation of article 17.7 TEU seems to have 

been fulfilled – with the election of Jean-Claude 

Juncker as the head of the Commission in 2014. 

However, we shall have to wait until 2019 to see 

whether this procedure has set a precedent respected 

by all of the players in the Union’s institutional game. 

This is the inevitable starting point for any agenda 

that aims to politicise the functioning of the European 

Union. However, since the Treaties are ambiguous on 

this issue, this acquis is still a fragile one. Indeed, 

the European political parties must first play ball 

and then the European Parliament has to be able 

to assert itself before the Council which may – as 

was the case in 2014 – aspire to interpret the latter 

article  in a minimalist manner[14].

However, even if this measure became the norm, 

without adapted supportive measures, like those set 

out below, it would not be enough.

The merger of the position of President of the 

Commission and President of the European Council. 

• The Convention, which laid out the project for the 

European Constitutional Treaty, did not go as far as 

this for fear of giving too much power to one single 

person. But the Lisbon Treaty does not reject this 

possibility in the future: the European Council would 

simply have to appoint the same person for two posts, 

which would lead to greater coherence, thereby 

substituting the danger of competition inherent to the 

present system. It was in order to open up this path 

that the ban on the accumulation of European posts 

with a national mandate was retained in the Lisbon 

Treaty, whilst that with another European mandate 

was withdrawn. It offers the following advantages: 

- It avoids rivalry that is potentially damaging to the 

efficiency and legibility of the Union’s work; 

- It would allow the Union to speak with one voice;

- It would create a position high in democratic and 

intergovernmental legitimacy;

- It would simplify the institutional structure and 

lend it a more personal aspect, which undoubtedly is 

a necessary prior condition to greater identification 

(whether this is positive or negative) between the 

Union and its citizens.

Using this possibility would imply definitively 

granting a major political role to the President of 

the Commission, who would enjoy community and 

intergovernmental legitimacy and be politically 

accountable to the European Parliament. 

Such a modification does not require the modification 

of the treaties. An interinstitutional agreement would 

be sufficient[15].

This single President could be elected by indirect 

universal suffrage according to the model in force 

in most of the European Union Member States 

(appointment by parliament), which would suppose 

that the European Council commits – even informally 

– to the appointment of the candidate put forward 

by the majority party or coalition in the European 

Parliament to the post of President of the Commission. 

As the treaties stand the European Council is allowed 

to propose (i) as President of the Commission the 

candidate put forward by the winning party in the 

European elections (which would be in line with 

the obligation provided for in the treaties that the 

European Council takes the result of these elections 

into account) and (ii) elect as President of the Council 

the President of the European Commission [16].

12. N. Véron “The Political 
Redefinition of Europe”, Opening 
Remarks at the Financial 
Markets Committee (FMK)’s 
Conference on “The European 
Parliament and the Financial 
Market”, Stockholm, June 2012. 
13. This argument counters 
those who believe that there is 
no democratic problem with the 
Eurogroup, since each of the 
ministers is accountable to his/
her own national parliament, 
which seems to imply a vision 
of the Council as an upper 
house. However in which system 
are economic and budgetary 
systems only decided by the 
upper house without any role 
being played by the lower 
house? Not forgetting that many 
ministers give little account to 
their national parliament, which 
has little information and more 
often than not receives it a 
posteriori).
14. As Jean-Claude Juncker said 
in his speech on the State of the 
Union, 13th September 2017: « 
Those who want to strengthen 
European democracy cannot 
accept that the democratic 
progress comprising the 
innovation of lead candidates – 
“Spitzenkandidaten” would not 
be renewed.”
15. An interinstitutional 
agreement is an act adopted 
jointly by the European 
institutions in their field of 
competences, whereby they 
regulate their methods of 
cooperation or commit to 
respecting some basic rules. 
Interinstitutional agreements 
are the result of a practical need 
on the part of the institutions 
to define certain measures in 
the treaties which affect them 
to prevent conflict and to adjust 
their respective competences; 
Not provided for originally in 
the treaties they were formally 
introduced with the Lisbon 
Treaty in article 295 of the 
Treaty on the Functioning of the 
European Union (TFEU).
16.The President of the 
European Commission, 
Jean-Claude Juncker recently 
supported this proposal; cf 
the Speech on the State of the 
Union  2017, op. cit.
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• In the meantime a revision of the appointment 

procedure of the President of the European Council 

is called for.

The appointment of H. Van Rompuy, just as that of D. 

Tusk was the result of negotiation between the heads 

of State and government, without public debate open 

to the citizens. As long as the appointment of the 

holder of this position does not evolve towards a 

merger with the Presidency of the Commission, a 

procedure that becomes a high point in European 

debate will have to be developed by:

- demanding a real declaration of candidacy, together 

with a clear political programme by each candidate, 

and at the same time ruling out the possibility of this 

person acceding to this post without fulfilling this 

prior condition; 

- organising a public hearing of the candidates and a 

public debate between them;

- making the debate and the vote of the European 

Council on this issue public. 

• The position of President of the Eurogroup should be 

merged with that of Vice-President of the Commission 

responsible for the euro, in order to create a Minister 

of European Finance who is accountable to the 

European Parliament[17] . Although this kind of 

proposal seems to enjoy increasing political support, 

his role would have to be defined:

- He would use the Eurogroup work group for the 

preparation and follow-up to euro zone meetings and 

the Economic and Financial Committee in view of 

meetings involving all of the Member States. 

- Under his command he would have the General 

Secretariat of the Treasury of the euro zone whose 

remit would depend on the goals of on-going 

budgetary union, notably via insurance mechanisms 

and existing budgetary instruments. The Euro Zone 

Treasury’s tasks could be extended the European 

Stability Mechanism (ESM), transformed into the 

European Monetary Fund, after its integration into 

the European legal system, which would suppose a 

treaty change.

- The question has been raised regarding the euro 

zone’s budgetary capacity to enable the stabilisation 

of macroeconomic shocks. However this proposal is 

encountering the reticence of some governments 

and some public opinion, notably in the countries 

of Northern Europe in terms of moving towards the 

greater pooling of risks, which is leading to fears 

of “a transfers union”. It seems more likely that 

common budgetary instruments would be acceptable 

if common needs are identified. From this point of 

view it would seem opportune to start a debate over 

common goods that might be managed under the 

framework of common institutions. Associated with 

the “regalian” dimension of the present challenges, 

amongst the potential common goods feature 

investment in R&D, in cross border networks and in 

the sphere of defence. Incidentally it is striking that 

this investment spending is generally centralised in 

the federal States[18]. 

- The creation of an independent European budgetary 

committee might provide a solution which would 

circumvent a risk inherent to this merger: the 

European Minister of Finance being able to “demand 

sanctions against a State and then chair the Council 

during which this proposal would be validated 

or rejected?”[19] ; the independent European 

budgetary committee would be able to “externalise 

the supervision of excessive deficits by giving this 

task to a discrete authority from the departments 

of the DG Economic and Financial Affairs (ECOFIN), 

(…) over which the Commissioner would have 

no authority. The introduction of an independent 

budgetary committee of this nature would free the 

Commissioner of his role as prosecutor and allow 

him/her to accumulate his/her office with that of 

President of the Eurogroup[20].” 

From this point of view the fact that the appointment of 

the members of the European budgetary committee, 

established on 1st November 2015, depends 

uniquely on the competence of the Commission and 

its departments’ secretariat, raises the issue of the 

real independence of this committee. The rules of the 

appointment of its members and its functioning must 

therefore be revised in view of achieving greater 

independence[21] .

- The Vice-President of the Commission and the 

Council responsible for the euro and its economic 

17. Cf. Speech by J-C Trichet, 

the then ECB President, on the 

occasion of the award of the 

Charlemagne Prize in Aachen on 

2nd June 2011.  See T. Chopin, 

J.-F. Jamet and F.-X. Priollaud, « 

Une Union politique pour l’Europe 

», op. cit. 2012 et  « Réformer le 

processus décisionnel européen 

: légitimité, efficacité, lisibilité 

», op. cit., 2013. Refer also to 

a complementary paper by H. 

Henderlein, J. Haas, « Quel serait 

le rôle d’un ministre européen des 

finances ? », Policy Paper, Institut 

Jacques Delors, October 2015.

18. On this point see T. Chopin 

and J.-F. Jamet, hearing before 

the French National Assembly’s 

European Affairs Committee, 14th 

December 2016

19. J. Pisani-Ferry, « Assurance 

mutuelle ou fédéralisme : l’euro 

entre deux modèles », Bruegel, 

2012.

  20. Ibid.

21. ’Information Report delivered 

by the French National Assembly’s 

European Affairs Committee on 

the governance of euro zone and 

presented by C. Caresche, 18th 

November 2015, p. 12-15.
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affairs would be the face and voice of the euro 

policy. He/She would be in charge of communicating 

the Eurogroup’s decisions and of the euro zone’s 

external representation within the international 

financial institutions, notably at the IMF. He/She 

would be responsible for explaining how budgetary 

or structural polices of the euro zone member states 

form a coherent policy mix with the ECB’s monetary 

policy.

- Finally, he would have to report regularly to the 

Inter-parliamentary Conference.

The remit of the Vice-President of the Commission 

and the Council responsible for the euro and 

for economic affairs could be defined under the 

Eurogroup’s Protocol.

Strengthening the democratic legitimacy of European 

decisions by national parliaments and the European 

Parliament

In terms of strengthening democratic legitimacy 

national parliaments and the European Parliament 

have a decisive role to play. 

Involving national parliaments in economic and budge-

tary supervision

	 Beyond the work of supervising the 

governments of the Member States by national 

parliaments (the intensity of which is variable 

depending on the States), this might involve:

• developing the role played by the Interparliamentary 

Conference on Stability, Coordination and Governance 

within the Union created by the TSCG[22] .

To do this the format of the Inter-parliamentary 

Conference would have to be changed (since it 

involves too many participants), for example in 

a format of ECON+2 participants per national 

parliament and be provided with an explicit mandate 

(failing which it would not have any power and would 

only be a forum), for example in terms of budgetary 

supervision. 

This Inter-parliamentary Conference would be given 

an important role in the economic and budgetary 

supervisory mechanisms planned for EMU Member 

States:

- its two annual meetings should take place at 

key points in the European Semester (November/

December after the annual assessment of growth and 

in June after the draft recommendations have been 

made by the European Commission on the stability 

and reform programmes and before the adoption of 

these recommendations by the Council [23]; 

- it would meet for regular sessions which might 

be completed by the convocation of exceptional 

sessions;

- on the base of the reports presented by the Member 

States and the Commission (which should lead to the 

establishment of a consolidated vision of the euro 

zone’s public accounts), and also the fact-finding 

missions that it might launch under its own initiative, 

this Conference could check on the strength of the 

euro zone and the respect of the commitments made 

by the Member States;

- it would also need to be informed of the progress of 

the measures taken as part of the conditions set by 

the aid programmes;

- finally, it would have the power to summon the 

Member States’ Economy and Finance Ministers, 

members of the European Commission (vice-

presidents, commissioners) responsible for economic, 

financial and monetary issues, the president of the 

ECB, the president of the Eurogroup as well as 

members of the European budgetary committee for 

hearings.

 

A revision of the treaty would be required according 

to a simplified procedure provided for in article 48-3 

TFEU. However, according to the Inter-parliamentary 

Conference’s perimeter of competence, a modification 

of the treaties according to the ordinary revision 

procedure cannot be ruled out (IGC preceded by a 

convention).

22. Article 13 of the TSCG 

provides that “the European 

Parliament and the national 

Parliaments of the Contracting 

Parties will together determine 

the organisation and 

promotion of a conference of 

representatives of the relevant 

committees of the national 

Parliaments and representatives 

of the relevant committees 

of the European Parliament 

in order to discuss budgetary 

policies and other issues 

covered by this Treaty.” The 

Inter-parliamentary Conference 

on stability, economic 

coordination and European 

governance meets at least twice 

a year, in coordination with the 

European Semester. During 

the first semester of each year 

the Conference takes place in 

Brussels and is organised and 

jointly presided over by the 

parliament of the Presidency 

and the European Parliament. 

In the second semester of each 

year, the Conference takes 

place in the Member State 

ensuring the Presidency of the 

Council of the European Union 

and is presided over by the 

parliament of the Presidency.

23. Cf. Information report 

delivered by the French National 

Assembly’s European Affairs 

Committee on the governance 

of the euro zone and presented 

by Christophe Caresche, op. cit.
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An institutional modification in the monetary area 

(for the hearing of the President of the ECB, if 

he is obliged to attend on invitation of the Inter-

parliamentary Conference) is possible according 

to the simplified revision procedure provided for 

in article 48-6 in the TEU, but this would require 

a decision from the European Council deciding 

unanimously after consultation with the European 

Parliament, the Commission and the ECB. 

Strengthening the role and legitimacy of the 

European Parliament

Beyond the initiatives taken by the European 

Parliament to strengthen parliamentary supervision 

under the European Semester (notably in the shape 

of “economic dialogue” between the Parliament, the 

Council, the Commission and the Eurogroup) this 

might involve: 

• Creating a “euro zone subcommittee” within 

the European Parliament on the basis of a simple 

modification of its internal regulations. The progress 

of the euro zone’s integration raises the issue 

of strengthening differentiation from a political 

and institutional point of view. As an example, in 

order to reinforce the legitimacy and democratic 

supervision of European decisions on EMU, the 

question of creating a specific euro zone assembly 

has been raised. The European Parliament[24] would 

evidently prefer this assembly not to compete with 

it and for it to be one of the sub-committees, in the 

same way the Eurogroup is a sub-committee of the 

Ecofin Council and the euro zone summit is a sub-

committee of the European Council. For his part the 

President of the European Commission “is not keen 

on the idea of a euro zone specific Parliament. The 

euro zone Parliament is the European Parliament” . 

The Treaties indeed provide that all of the Union’s 

States will join the EMU. The only exceptions are 

the UK and Denmark, but a majority of the British 

citizens decided on 23rd June 2016 that their country 

would leave the European Union and Denmark has 

chosen to peg its currency to the euro, thereby 

guaranteeing a very close fluctuation band of the 

Danish crown vis-à-vis the single currency as part 

of the European exchange mechanism. Hence, after 

Brexit the overlap between the euro zone and the 

rest of the Union will be greater and it will therefore 

not be as important to develop specific euro zone 

instruments. On the long run it would be possible to 

envisage convergence between the European Union 

and the EMU, which might facilitate the institutional 

development of the euro zone, without having 

to turn to legal acrobatics and the creation of ad 

hoc structures in the shape of intergovernmental 

agreements. But in the meantime the realignment of 

the two main levels of integration, the institutions of 

the euro zone would be accountable to “the euro zone 

sub-committee” within the European Parliament. The 

chair of this sub-committee would also be invited 

tospeak at the Eurogroup meetings and the euro 

zone summits[25] .

This modification might be made as part of a revision 

of the Eurogroup’s Protocol.

• Representation that is more proportional with the 

population would enhance the democratic legitimacy 

of the European Parliament. At present the European 

Parliament is far from the principle of fair democratic 

representation: the number of MEPs per inhabitant is 

for example twice as high in Finland than in France. 

But since citizens should all have the same political 

rights in a democratic system their vote should carry 

the same weight[26] . In other words the number 

of inhabitants per MEP should be the same in all 

countries (with a minimum representation however 

to guarantee that even the least populous States 

are represented)[27] , which is an objective criteria 

that is difficult to challenge. But given the significant 

growth in the powers of the European Parliament 

as the Treaties have progressed, strengthening 

the democratic legitimacy of this institution, which 

is moreover, the only one to be elected by direct 

universal suffrage, is a real stake, as recalled by 

the jurisprudence of the German Constitutional 

Court[28] . 

A modification of this nature would require a revision 

of article 14-2 TEU according to an ordinary revision 

procedure of the treaties (IGC preceded by a 

Convention).

• Recognising the right to joint legislative initiative 

by the European Parliament and the Council. This 

does not mean restricting the prerogatives of the 

24.  Speech on the State of 

the Union 2017, op. cit.

25. Regarding the 

distribution of tasks 

between this sub-committee 

of the euro zone and 

the Inter-parliamentary 

Conference cf. Y. Bertoncini, 

“Les parlements de l’UE 

et la gouvernance de 

l’UEM. Quelle dimension 

parlementaire pour l’ « Union 

politique »? » , Tribune, 

Institut Jacques Delors, April 

2013 and Y. Bertoncini and 

A Vitorino, « Réformer la « 

gouvernance européenne », 

Studies and Reports, Institut 

Jacques Delors, September 

2014, p. 70-71.

26. Cf. T. Chopin and J.-F. 

Jamet, “Distribution of MEP 

seats between Member 

States: a democratic as 

well as a diplomatic stake”, 

European Issue, Robert 

Schuman Foundation, n°71, 

2007.

27. A simple solution would 

be to have an MEP for X (eg 

1 million) inhabitants with 

a minimum of one MEP per 

Member State.

28. The decision of the 

German Constitutional Court 

of Karlsruhe on the Lisbon 

Treaty stresses that the 

democratic principle applied 

to a State means the respect 

of certain conditions that 

the Union does not fulfil 

and notably the fact that 

European elections do not 

take place according to the 

principle of one man one 

vote.” cf Les conséquences 

du jugement de la cour 

constitutionnelle fédérale 

allemande sur le processus 

d’unification européenne, 

Robert Schuman Foundation 

/ Konrad Adenauer Stiftung, 

September 2009.
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Commission but rather more adding an element 

of democracy to the final stage of the community 

decision making process. Sharing the initiative 

between the Commission (which would retain this 

prerogative), the MEPs and the governments of 

the Member States (in the shape of a right to joint 

initiative between these two houses of European 

legislative power) would have double added value 

in comparison with the system that is currently in 

force: by firstly allowing response to democratic 

requirements on which representative democracy 

is founded (in which the executive and legislative 

bodies share the power to put laws forward); by 

giving citizens the feeling that they are being heard 

and that their representatives – both European and 

national – are able to relay their wishes[29] . This 

innovation might be presented as a complement to 

the citizens’ right to initiative introduced with the 

Lisbon Treaty. A modification of this nature would 

require a revision of the treaties (art. 225 TFEU) 

according to an ordinary procedure (IGC preceded 

by a Convention).

***

Euroscepticism is still running high in many Member 

States and the citizens’ mistrust of the European 

institutions raises a major political challenge for 

Europe: either the leaders of Europe are able to agree 

on sufficiently concrete steps to take in response to 

the criticism made about the system’s democratic 

legitimacy deficit and its executive deficit, and via 

this progress, help towards providing European 

citizenship with meaning; or they run the risk of 

seeing Euroscepticism grow stronger if steps towards 

integration do not go hand in hand with democratic 

control and sufficient decision making power. Many 

Europeans might then withdraw back towards their 

national identity, which they feel will be the only one 

that can guarantee them their political rights.

29. Y. Bertoncini, Europe : 

le temps des fils fondateurs, 

Michalon, 2005.
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Introduction

In the face of the euro zone crisis, whether this 

implied sovereign debt or the resulting banking crisis 

all in all Europeans found satisfactory answers: the 

euro zone became aware of the lack of – even absence 

of – instruments and institutions that are coherent 

with a single currency regime. Generally speaking 

the Member States undertook a strategy which was 

mirrored by a drastic budgetary adjustment and 

structural reform programme, notably in the labour 

market and by the introduction of federal financial 

regulation instruments: the European Financial 

Stability Facility, the European Stability Mechanism, 

and Banking Union. Finally and possibly the most 

important factor, the European Central Bank – 

supported by the extent of the reforms launched 

and the adjustment programmes, continued its 

transformation into lender of last resort. In 2017, 

with the crisis, the ECB became a central bank in its 

own right, which it was not in its initial form. 

But the source of European imbalance – as highlighted 

with the Lisbon Strategy (2000) generally lies in 

a lack of competitiveness but also because of the 

disparity in performance between Member States, 

which increased sharply up to the start of the crisis. 

According to data provided by COE-REXECODE, 

unit labour costs in industry and market services 

increased by 48% in the euro zone since 2000.In 

Germany, in spite of a vigorous rise in remunerations 

since 2012 they rose by 34%, whilst in Italy (+45%) 

and in Spain (+49%) they rose faster in spite of a 

clear deceleration after the crisis. In France they 

rose even faster still (+52%).

A development like this raises the issue of whether 

the euro zone aims to become a true single currency 

or simply an adjustable exchange rate via the 

compression of wages and prices as was the case 

when there was market pressure between 2010 and 

2012 by way of the sovereign debt. 

The return of growth which has progressively 

gathered pace across the entire euro zone including 

in a country like France which was the slowest to 

launch the business reforms initiated by all of the 

single currency member states, provides a valuable 

opportunity to address matters clearly. The structural 

imbalances of the euro zone Member States, which 

revealed a competitiveness crisis that morphed into 

a financial crisis, were not due in reality little to the 

austerity programmes of the 2010’s, but rather more 

to national policies, which leapt at the opportunity 

offered by the transfer over to the euro to undertake 

autonomous policies free of any external constraint, 

which readily allowed financial bubbles to form (real 

estate, public debt etc …) . 

Contrary to the theories put forward by their 

adversaries, the policies introduced since 2010 

allowed structural conditions to be created that 

enabled an improvement in the international 

economic situation (decrease in energy prices, 

the dollar and exchange rates), notably on the 

labour market, including amongst young people. 

Since 2013 when it reached its highest level, 

unemployment has dropped from 12 to 9% in the 

euro zone. In the countries of the South it has 

returned to 9.8% in Portugal, 11.7% in Italy, 18% in 

Spain and 23.5% in Greece. But the disparities have 

far from disappeared if we compare these figures 

with the level in Germany where it totals 3.5%. 

The structural dimension of European disparities is 

effectively highlighted by unemployment. Although 

reforms and the economy have led to a significant 

decline in youth unemployment since 2013 it is still 

particularly high: 48% in Greece, 40% in Spain and 

34% in Italy.

It is difficult to imagine a worse situation in terms 

of undermining the adherence of national societies 

to the European project since in spite of the reforms 

undertaken at national level and institutional 

reforms across the euro zone it has accentuated 

the rupture between Northern and Southern Europe 

and the contrast between a convalescent economic 

Europe and a social Europe which is declining into 

mass unemployment.

“SOCIAL EUROPE”, A WAY TOWARDS INTEGRATION

Thierry CHOPIN and Alain FABRE



23

FONDATION ROBERT SCHUMAN / EUROPEAN ISSUE N°447 / 17TH OCTOBER 2017

Strengthening the cohension of the E(M)U: a global strategy

Political issues

This is why social Europe remains an imperative in 

response to citizens’ expectations in terms of the 

legitimacy of political integration. In this regard social 

Europe cannot be limited to the compassionate. It 

involves turning the European social dimension into 

a powerful lever to revive a competitiveness strategy 

to raise growth rates in the euro zone. Civilisation is 

also at stake, because, above all Europe embodies 

the highest respect of human dignity by way of its 

social economic market model, which is officially laid 

out in the treaties. Social integration and effective 

competitiveness are two aspects of the same 

strategy.

What kind of Europe do we want?

A grand market vs political integration: a conflict of 

goals

Twenty five years after Maastricht two goals continue 

to be inherent to Europe, which as time passes, have 

increasingly become rivals. First there is the Europe 

as a grand market.. In this regard the community’s 

institutions are especially oriented to establishing 

rules which unify and facilitate the markets. The 

other project is of a political nature: it deems that 

Europe’s final goal is political integration. Hence the 

euro is the engine in a dialectic process striving for 

monetary and then budgetary integration and from 

there on to political integration, in virtue of the 

fundamental principles of representation: no taxation 

without representation. From this standpoint, poltical 

factors – such as the exit of the UK expressed in the 

referendum, election in France in 2017 of Emmanuel 

Macron and the reassertion of the political nature of 

the European project in a speech delivered at the 

Sorbonne (26th September 2017), - have created 

an opportunity to give the European project with a 

complete dimension in its own right.

Competing alongside these two goals is the Europe 

of methods. On the one hand, after Maastricht, 

Europe approved the method of competition between 

States by way of the discretionary use of fiscal and 

social norms in national policies: hence in spite of 

a significant European bail-out (€45 billion) which 

it benefited from at the height of the crisis Ireland 

has until now refused to modify its corporate tax 

rate of 12.5%. On the other hand the settlement 

of the sovereign debt crisis ended quite logically in 

tighter community supervision of national budgetary 

policies and an identical standard in terms of 

deficits. In one instance we have competition and 

integration in another. We should highlight the 

fundamental difference between the two. In an 

integrated economic area competition occurs in 

goods and services markets in which social and fiscal 

standards are mainly homogeneous. Identical rules 

are not necessary as on a national level. Differences 

between tax rates and contribution levels help to 

iron out differences in productivity from one region 

to another but their limited nature does not cause 

competition between regions. Hence in the USA 

competition is encouraged on the goods market but 

in terms of governing standards it is strictly limited; 

the same goes for Germany, a cooperative model of 

federalism: Lower Saxony does not aim to relocate 

companies based in Bavaria. On a European level it 

is very different: some States openly use fiscal and 

social standards to foster the relocation of businesses 

or workers from other European States. 

The restoration of the Welfare State: a European issue

With the choice by most European countries of an 

ambitious Welfare State pursued since the Second 

World War – social spending represents 26% of 

Germany’s GDP, 33% in France – social transfers 

have played a major role in the formation of macro-

economic imbalances between the euro zone 

States, whilst the single currency prevents their 

adjustment via devaluation. Moreover, in a system 

of set exchange rates, as in an optimal monetary 

zone, adjustment occurs via real flows in virtue of 

the mobility of labour and capital, but in this case 

the markets are integrated by standards. If the 

unemployed do not find work in one State where 

activity is declining, they find work in another where 

activity is increasing. Compensation takes place on 

a federal level which unites these two States. This 

is the case in the USA. This is what happens in 

Germany where there is both a federal level which 

plays the role of “compensation chamber” and 



FONDATION ROBERT SCHUMAN / EUROPEAN ISSUE N°447 / 17TH OCTOBER 2017

24

Strengthening the cohension of the E(M)U: a global strategy

Political issues

in virtue of “cooperative federalism rules”, which 

includes equalising mechanisms between poor and 

rich Länder. On the other hand however the deficit 

standards of the Länder are strictly defined.

. Changes to social norms via public spending 

stimulate or impede domestic demand. If this 

exceeds a State’s output the latter will see a deficit 

in its external balance; in the opposite case it will 

be in surplus. Two situations then emerge: either 

the State in surplus accepts to pay his neighbour’s 

deficit, who in exchange then issues debt securities; 

or it refuses and the State in deficit has to reduce its 

demand unilaterally, because there is no devaluation, 

by reducing its production costs and by cutting its 

public and social spending.

In the countries of Europe social spending often 

represents an overwhelming share of total public 

spending. Its macro-economic role in an integrated 

monetary zone is therefore of major importance 

because of its impact on the increase or, the 

converse, the reduction in tension in terms of current 

deficit and surplus between States and also because 

of its weight in labour costs and in the formation of 

unemployment rates. In other words, whilst social 

spending, and the way it is financed affects labour 

costs, probably plays the most important role in the 

functioning of the euro zone, it is still the competence 

of national policies: it is not coordinated and are far 

from being integrated – much less than the State 

budgets whilst its federal integration would enable 

it to play a more effective role in an economic zone 

comprising States which share the same currency.

The adoption of the same currency by 17 European 

States radically changed the nature of everything 

social. For example, when Germany introduced the 

Deutschemark (DM) into the Länder in the east it had 

to consent to significant transfers: 4% of the GDP 

of the Western Länder for a 20 year period. For the 

Europe of the euro the paradox was that at the height 

of the crisis we saw it provide major federal means 

to resolve crises and to guide national budgetary 

policies. But it was national solutions which settled 

structural issues – the labour market, the Welfare 

State – which challenged each State in a similar 

manner. The issue of restoring the Social State has 

been raised in almost the same way for the last 

twenty years. Most euro zone States have adopted 

a Bismarkian-type social protection regime, in other 

words one that is based on a logic of insurance, which 

mainly relies on contributions shared by employers 

and employees. The issues raised by the ageing 

population are almost the same everywhere: the 

fertility rate is the same in Italy, Spain and Germany 

– 1.3 and although countries like France have a 

higher rate – 1.8 – it is still below the required level 

of 2.1 – to guarantee the renewal of the population.

The challenges faced by retirement systems are the 

same across the entire euro zone. The solutions that 

are implemented also highlight true convergence, 

notably regarding the age of retirement that tends 

towards 65 in most Member States.

No collective solidarity without individual responsibility

To some extent we might be pleased at this natural 

convergence towards European solutions. But the 

sum of 19 national solutions does not have the 

same clout, does not have the same economic and 

social power as an overall European solution. This 

is firstly because of the differences in dimension, 

national in one instance and European in the other. 

Hence it is because Europe – and this is also true 

within a State – comprises healthy regions and 

others which are not. In other words, if we reason 

as if there were implicit balances of payment, some 

regions which produce surpluses: Ile-de-France, 

Baden-Württemberg and some produce deficits: 

Mecklenburg-Western Pomerania, Limousin. This 

means that in the present organization of the euro 

zone Ile-de-France automatically pays Limousin’s 

deficit, Baden-Württemberg that of Mecklenburg-

Western Pomerania. But Ile-de-France does not help 

Baden-Württemberg pay off Mecklenberg-Western 

Pomerania’s deficit nor does Baden Württemberg 

support Ile-de-France in the effort towards paying 

off Limousin’s debt. 

The four Länder and regions quoted above share the 

same currency but this way of managing intra-zone 
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differences in the Monetary Union is not self-evident. 

It is based on an implicit idea that these four entities 

have a set exchange rate between them but not a 

single currency. With the illusions of the Stability and 

Growth Pact there has been no control of national 

policies on a federal level and there has not been any 

bail-outs either – the sovereign debt crises clearly 

revealed the true nature of the single currency: the 

euro is not the currency of each and everyone of 

us like the national State, but the currency of all, 

as in a European collective. The real translation 

of this principle is as follows: because the Greeks 

share the same currency as the 16 other euro zone 

members the parliament in Athens can raise taxes 

on taxpayers other than its own citizens, which was 

not the case with the EMS (1979-1999) – because 

it was different in nature – in which exchange rates 

were adjustable. And because of this non-Greek 

European taxpayers have the right – and even the 

duty to control the budget approved by the Greek 

parliament. Otherwise they are obliged to pay the 

taxes approved by a parliament other than their 

own without protest. But apart from accepting that 

a national parliament pays unlimited taxes on euro 

zone Member States – supposing this were possible 

– depresses the Monetary Union’s economy and 

threatens the sustainability of the euro. 

The crisis has revealed a vital principle in the 

functioning of the euro zone and that is that 

integration and solidarity are counterbalanced and in 

real terms this is a necessary condition, by an effort 

to be made by each Member State. This is something 

that the fundamental principles of the social market 

economy constantly highlight – no rights without 

obligations, no collective solidarity without individual 

responsiblity. Even if those States whose economy is 

working well – positive growth, public accounts under 

control – accepted that other States linked to them by 

the single currency, undertake expansionist policies 

indefinitely, this benevolence would be impeded 

sooner or later by the limits of the means available 

to them. In this instance, by paying the deficits of 

badly managed States indefinitely, those that are 

well managed would simply end up with no means 

to fund their own generosity. The badly managed 

States would then find themselves with an ineffectual 

economy and their sponsors would be ruined by their 

solidarity. A single currency demands an economic 

system that is shared by its members which means 

undertaking the same economic strategy. In Europe 

the social market strategy serves as a base for each 

State’s policy. In this a single currency regime does 

not lead to policy coordination – some increase their 

deficits others reduce them – but their integration: 

policies are not necessarily the same but they must 

head in the same direction. Hence, membership of 

an economic and monetary community, far from 

concentrating everyone else’s effort, supposing that 

they will pay for you, introduces a greater demand 

for everyone to make a personal effort in order to 

make the collective dimension of mutual solidarity 

effective. 

In this regard the social element holds a vital 

position and it is important to define the content and 

the method of a project whose power of integration 

is extremely strong for Europe.

Thinking of “Social Europe” as a lever for 
integration

The social dimension of euro zone Member States’ 

policies is potentially an extremely powerful 

component for the dynamics of fiscal federalism in 

terms of economic and political integration. From 

a quantitative point of view the weight of social 

spending is more or less the same as the States’ 

central spending[1]. Across the entire euro zone, 

central administrative spending  totals 23% of the 

GDP in comparison with 20%[2] on social security. In 

France the rates are higher: 27% against 22%. Italy 

they are slight lower: 20% against 23%. Germany 

spends the same on social administration as Italy: 

20% .

Social Europe now comprises a significative element 

in the community’s architecture. It has occupied this 

position since the beginning, with the ECSC treaty 

in 1951, which introduced the structural funds. This 

was the first demonstration of the effective nature 

of European solidarity and its social dimension, 

which is typical of the social market economy model. 

The concept of solidarity introduced by European 

integration is indeed of a financial nature. The 

1. Public spending in each of 

the States divides into three 

branches: central, which brings 

together all spending by the 

government and national 

parliaments; local, which cover 

all spending undertaken by 

the regional communities « 

independently » of the State; 

social spending brings together 

healthcare spending, retirement 

pensions, family, obligatory long 

term care even if this is not 

managed by the State or local 

civil service.

2. Source : Eurostat
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creation of the internal market has gone hand in 

hand with unprecedented budgetary transfers to the 

benefit of the Union’s poorest countries and regions: 

with the wealthiest European countries taking over 

the financing of these transfers. The regional and 

cohesion policies, which were established as European 

integration developed, have grown constantly to 

the point of now representing slightly more than 

one third of the community budget (36%). These 

structural policies have enabled the cofunding of 

many infrastructures (roads, bridges, airports etc.), 

reconversion activities and environmental projects, 

whose existence is sometimes demonstrated by the 

billboards or signage bearing the European flag.

The social dimension has also featured high in the 

treaties since the European Charter of Social Rights 

in 1989, which was taken up again in the social 

protocol of the Maastricht Treaty. Europe turns 

social dialogue and the active role played by social 

partners into key instruments in the implementation 

of the convergence of States in these areas in virtue 

of the subsidiarity principle: social partners have 

acknowledged competence in terms of community 

standards. 

However as it stands social Europe does not act as 

a lever for European integration. It focuses on some 

specific points such as non-discrimination rules. In 

a system, whose principle is the free movement of 

people, it monitors the rules governing the transfer 

rights of workers from one State to another. However 

the Welfare State remains the sole preserve of the 

Member States. The state of play before the single 

currency is no longer valid since the latter now 

exists. Indeed it is the single currency which works 

towards social Europe. The euro is social Europe’s 

true lever and this will be the condition for its long 

term sustainability.

Cooperative Federalism and Subsidiarity

Advocacy for budgetary federalism emphasises 

State public spending. From a community point 

of view this is part of the European Semester 

which aims to integrate budgetary policy. But in 

spite of the rationality of this view the situation is 

extremely complex and could only become reality 

after an extremely long, sensitive political process. 

Since central government spending is the realm of 

parliamentary sovereignty its partial federalisation 

would suppose modifying sovereignty and would 

require constitutional reforms. This would be a 

particularly difficult process from the point of view of 

the political architecture of European States. Social 

spending affects rather more civil society since it is 

mainly the realm of the social partners, employers’ 

organisations and unions. Although the States are 

not excluded – this is far from the truth since public 

revenues play an increasing role in the balance of 

social systems – the driving role is played all the 

same by social partners. Their role should both be 

respected and supported since this would enable an 

energetic, powerful use of the subsidiarity principle. 

Their real effect would effectively be visible since this 

involves Europeans’ daily lives. To a certain extent 

the Europe of social partners is above all that of its 

citizens.

However mobilising social partners to foster an 

integrated approach to the social State across Europe 

is not spontaneously self-evident. This practice, 

which is quite natural in Germany, an archetype 

of autonomous social negotiation in virtue of the 

Tarifautonomie principle, is not the case in France 

where tradition tends toward state regulation of the 

social sphere. French trade unionism – notably the 

CGT - has historically rejected the German model 

of social dialogue in order to avoid “approving” the 

system and also because of its weak representation.. 

Moreover across Europe the national level continues 

to dominate the decision making process between 

businesses and unions. In the public’s opinion the 

Nation State draws a major share of its legitimacy 

–as a framework of social solidarity. Finally the mass 

financing of the elements comprising the social State 

are a significant objection to this kind of change.

It is precisely because of the mass financing of social 

spending by each European States that a European 

integration lever supposes the prior definition of the 

desired content and method. The difficulty of the 

principle when we speak of social Europe is twofold. 

The first is the fear that social Europe will in reality 

be a project to harmonise social rules, either towards 
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the bottom or to the top or to an average level, which 

might prove particularly difficult to achieve. There is 

a danger of weakening the competitiveness of some 

with the social pensions of others or conversely the 

means - which has not been unassumed nationally to 

dismantle social acquis. In this regard we recall the 

posted workers, like the recent squabble between 

France and Poland. 

In principle these fears are not totally unfounded: 

harmonisation would increase the feeling of 

technocratic dispossession on the part of civil society 

and would inevitably cause undesired economic 

effects, notably against the weakest countries in the 

euro zone. 

This is why the path to follow – copying the Schuman-

Monnet method of progressive solidarity – should be 

that of experimentation in a small number of countries, 

which is gradually extended to others, rather more 

than a grand European social solution of liberal or 

social democratic inspiration. As was first suggested 

in the declaration made on 9th May 1950 we have to 

consider that social Europe “will not be made all at once, 

or according to a single plan. It will be built through 

concrete achievements which first create a de facto 

solidarity.” The aim would be to cover all euro zone 

Member States in a time span of ten to fifteen years, 

area by area: healthcare, retirement, unemployment, 

family, long term care. The starting point of this process 

should comprise “a Schuman declaration” for social 

Europe on the part of a personality or a group of leading 

European politicians or unions. This declaration would 

launch a kind of dynamic process comparable to that 

started by Helmut Schmidt and Valéry Giscard d’Estaing 

in the monetary domain with the EMS in 1978-1979. 

In short an EMS of Social Europe that would establish 

a kind of “tunnel” within which contribution rates and 

social cover rules would converge.

Before analysing what the first content of Social Europe 

might be some precautionary comments have to be 

made. 

From European Solidarity to Social Europe

. The crisis has illustrated the vital nature of European 

solidarity for the long term survival of the euro zone, 

in counterbalance to the responsibility of each of the 

States. 

But beyond this requirement for financial solidarity in 

the strict sense of the term the European Union must 

now take into account the need for social cohesion 

which is necessary for a stable society. Even though 

the gap between representation and reality has to be 

reduced, the examples of social competition, which 

are sometimes aggressive, are now fact, notably in 

the agrofood, transport and construction sectors. In 

spite of a recent improvement the structural fragility 

of some categories of the population whose inclusion 

on the labour market is the weakest  continues and 

affects young people (under 25’s), senior citizens 

(the over 50’s), temps, and even single women 

and solo mothers. The euro zone means that these 

problems that were simply of a national nature to 

date are now European. Action on the part of the 

Member States at national level is taken, via the 

euro zone, due to its construction and definition, to 

European level. The community of rights and duties, 

according to the social market economy, has to be 

taken to the European scale. All citizens of a euro 

zone Member State form a community of duties and 

rights, meaning that they are in counterbalance 

responsible for the mutual solidarity between each 

of the States their citizens.

This is the very rationale of the euro zone as a single 

currency, as a political project to make the Europeans 

who form a part of it, a community of duties and 

rights. It is from this standpoint only that social 

Europe can justify itself. It is out of the question – 

even in the name of an attachment to the European 

project that some – and of first and foremost 

Germany – should pay indefinitely and without 

anything in return for all of the others. This paper 

proposes the exact opposite of this. Indeed debate 

over the “social” remains difficult on a European level 

due to the ambiguity that it conveys. Hence the need 

for clarity in this regard. Not all Member States have 

the same definition (redistribution, management 

and organisation of labour relations, individual 

protection of people at work – for example, the fight 

to counter discrimination at work opened the way to 

the acknowledgement of social rights, about which in 

contrast French law is often more reticent and more 
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restrictive than European law). In addition to this 

we have to gauge the difficulty in reaching a major 

European consensus in the social sphere, whilst 

most competences like this remain national and the 

28 Union members (27 after Brexit) have different 

traditions and histories in these areas. The Danish 

researcher Esping Andersen showed that the generic 

idea of the Welfare State was expressed in terms of 

solidarity which varies from one group of European 

countries to another Although we cannot proscribe 

all thought about social questions on a European 

level it means clearly identifying what the levels of 

action and responsibility of each will be (States and 

European Union).

In an ideal world the aim is not to rob the States 

of their prerogatives. Making Europe does not mean 

dismantling the States. The experience of federal 

Germany reminds us that the competence of common 

law belongs to the Länder and the competence of 

attribution to the Bund. Moreover German federalism 

is cooperative in essence: the Länder cooperate 

– there are reciprocal financial compensation 

mechanisms – and also with the Federal State.

The correct method? A Social ESM

It has to be admitted that discourse over “Social 

Europe” as it has been put forward in France over 

the last few years often goes unheard by many of 

its partners, starting with Germany which fears 

a Europe in which it will implicitly have to pay 

for everyone else. The fear – and in reality the 

rejection – of a Europe that would be the extension 

of the French model – is a major factor for the 

stalemate It is not for example by pushing through 

a “European minimum wage” that we shall magically 

reduce wage differences between France and the 

countries in Eastern and Central Europe, where the 

minimum wage is naturally very low, except if we 

set a “minimum European wage” as a percentage 

of the median wage of each Member State. This 

might mean defining a common minimum and allow 

the Member States to go beyond this minimum in 

order to prevent the setting of an identical minimum 

across all Member States and a reduction of certain 

national minima, which would lead to accusations of 

a levelling towards the bottom.  The absolute level 

of the minimum wage would vary according to the 

median wage of the State in hand. 

With the definition of these precautionary ideas the 

adoption of measures in the social domain is now 

vital otherwise the idea that the European Union 

is doing nothing for its workers will spread! In this 

regard we constantly have to recall that it is wrong 

to say that nothing has been done: adjustment fund 

for globalisation; agreement during the European 

Council of June 2013 over a 6 billion € package 

to counter unemployment, in particular youth 

unemployment etc …) Then in a context in which 

intra-European mobility is increasing because of the 

crisis, we must launch debate over the transferability 

of rights, on the rapprochement of rules relative to 

collective agreements in the case of transnational 

companies operating in several Member States 

in order to prevent dumping etc … To this end the 

work towards convergence between Member States 

in the social and fiscal spheres has to be resumed, 

undoubtedly with just a few States to start with. 

From this standpoint we have to find inspiration in 

methods that have succeeded: the ESM.

Indeed experience over the last 40 years has shown 

that Europeans have been able to succeed in terms 

of monetary and budgetary convergence. The ESM 

method is the right one to adopt: setting targets 

over the long term. Hence the burden of proof lies 

with each of the States and prevents the rise of a 

super social State controlled by Brussels. It will be 

the States that have to do the work.

The scope of the social ESM should cover pensions, 

health and unemployment insurance. This would 

imply a kind of mid-term insurance of contributions 

whether these are rates or bases. For example we note 

double rates in France in comparison with Germany 

from the point of view of social contributions.

This rationale should enable the correction of the 

effects of the dispersion of labour costs caused 

by the localisation of activities, as seen with the 

polarization of industrial activities at the centre 

of the euro zone, notably in Germany and Central 

Europe. It would guarantee greater convergence in 

terms of the control of public spending in view of 
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the 2012 Stability Treaty that aims to limit structural 

deficits to 0.35% of the GDP. 

In reality social Europe is another name for cooperative 

federalism of which Germany is an archetype to a 

certain extent. From this point of view German 

reunification has shown that it is perfectly possible 

to succeed in converging economic performance and 

living standards, via wise combination of duties and 

rights, responsibility and solidarity.

 ***

The euro zone crisis has illustrated the limits of 

marginal policy adjustments which simply perpetuate 

the mistakes of old methods that have undergone 

a minimal cosmetic surgery. It has also shown the 

need to accept the creation of a system to steer 

the euro zone, whilst resolutely acknowledging its 

federal nature in virtue of the fundamental features 

of the single currency. Who might have imagined 

the concessions the Europeans have finally had to 

grant to each other on behalf of the single currency? 

Who might have imagined such major changes to the 

structure of the euro zone in such little time?

The same applies to the social domain. The 

successive reforms in Europe - in Germany in 2003 

with the Agenda 2010 and beyond, in Italy, Spain 

and Greece – have highlighted the need to break 

with the habits of the past and not just to patch over 

a worn out system. The major effort and sacrifices 

made in southern Europe are proof that when the 

vital question is set, it is Europe’s choice that wins 

over the populists’ call. In all of these countries 

and in spite of appearances – and sometimes 

because of the media – governments which have 

managed to act during the crisis all declare their 

firm establishment in an integrated Europe.

If Europeans have endured this effort it is because 

they have accepted the promise that structural 

problems and notably massive unemployment would 

be settled mid-term. It is because the stakes are so 

high, both in terms of social cohesion in the euro 

zone and for the rise in its growth potential that 

social Europe is the response to the challenge of 

“the day after” the sovereign debt crisis. A Europe 

comprising a community of States and citizens in its 

own right of duties and rights is probably one of the 

most powerful means to provide social legitimacy – 

in all senses of the word – to the dynamism of the 

political project.
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