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Executive summary

The slow-down in productivity and income over the past decade has weakened the Euro-

pean Union’s output legitimacy, which is grounded in delivering prosperity to its citizens. At 

the same time, decreasing growth reduces the capacity of governments to maintain existing 

levels of welfare protection and translates into a perception of rising unfairness and inequality 

across and within EU countries. 

It is estimated that remaining non-tari� obstacles, in particular in services sectors, limit 

intra-EU trade to a level about four times smaller than the intensity of trade between US 

states. By completing the single market, the EU could generate signi�cant income gains. How-

ever the more straightforward steps have already been taken, so the single market agenda 

now touches upon speci�c domestic regulations in EU countries. 

We recommend a two-pillar strategy: for sectors with large externalities and/or economies 

of scale (such as energy or telecoms), regulations should be harmonised and at least close 

coordination between regulators should be achieved; for other services sectors, the e�cien-

cy of individual regulations on a cost-bene�t basis with respect to their objective should be 

assessed, with systematic benchmarking. 

We also recommend pursuing a credible environmental policy agenda on a destination 

EU national governments are responsible for welfare-related redistribution. However 

EU policies can help by empowering member countries to address the possible e�ects of EU 

integration, or by developing EU-wide instruments to limit its impact on possible losers. We 

argue that tax and social security avoidance or fraud need to be combatted with modern tools, 

eg a single electronic interface to monitor the payment of social charges of posted workers in 

their home countries. In order to �ght corporate tax avoidance and improve tax fairness, the 
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1. Introduction
�e European project has reached a critical juncture after the United Kingdom’s vote in favour 

of leaving the European Union, with the potential consequence of leaving the single market as 

well. In such a situation, the EU needs more than ever to demonstrate the concrete bene�ts it 

brings to its citizens. In this respect, two factors are critical.

�e �rst is the signi�cant decline in productivity growth in the EU, which is the conse-

quence of three layers of deceleration: (i) the deceleration of the world economy (including 

the United States) and the associated concern about secular stagnation1; (ii) the deceleration 

of EU productivity growth relative to the United States and Japan; and (iii) the weakness of 

some EU countries such as Italy (Figure 1).

Figure 1: TFP growth in selected countries, percent per year

Source: Ameco.

�e second factor is the increasing perception of unfairness. �ere are di�erent ways of 

measuring inequality, sometimes delivering di�erent messages. All measures show that, 

despite rising inequality in several EU countries over the last decades and more speci�cally 

since the crisis, the EU is by far the least unequal world region (Darvas and Wol�, 2016). 

However some EU countries (such as France and southern European countries) su�er from 

high unemployment (especially youth unemployment). In some other EU countries (such as 

Germany, Austria or the Czech Republic), the rate of unemployment is low but social mobil-

ity is relatively limited2. In all countries except those of Scandinavia, perceived and actual 

income distributions di�er widely: perceived inequality is much larger than actual inequality 

(Niehues, 2014). �ese di�erent elements, combined with the perception that bankers largely 

escaped personal sanctions after the �nancial crisis, and that some multinationals largely 

avoid taxation, feed a sentiment of unfairness whatever the hard data on Gini coe�cients has 

to say. 
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today, with substantial variations across countries, enlargements as well as over time”. �is 

average �gure is within the range found in the limited and fragile literature on this issue (5 to 

20 percent, depending on the study). 

European integration has led to a decline in trade costs across EU countries and a subse-

quent increase in intra-EU competition, and the impact of EU integration is generally found 

to outstrip that seen in free trade areas4. Still, trade between European countries is estimated 

to be about four times less than between US states once the in�uence of language and other 

factors like distance and population have been corrected for5. For goods, non-tari� obstacles 

to trade are estimated to be around 45 percent of the value of trade on average, and for ser-

vices, the order of magnitude is even higher6. If the intensity of trade between member states 

could be doubled from a factor of 1/4 to a factor of 1/2 in order to narrow the gap with US 

states, it could translate into an average 14 percent higher income for Europeans (Aussilloux  

et al, 2011). �e question then is how to achieve this ambitious objective.

2.2 A renewed, two-sided approach to the single market
�e extensive literature on how the single market could be deepened generally concludes 

that the easy gains have already been secured. �e remaining barriers to trade are now in the 

services sectors and are much more di�cult to eliminate, since services are and should be 

regulated: health care, legal services or data-intensive industries all need proper regulation. 

Since discrimination between nationals and non-nationals has already largely been elimi-

nated, the challenge now is to harmonise regulations so that companies can develop their 

activities across borders in the same smooth way as they do within a country. Depending on 

the sector, two di�erent approaches could be taken.

a. Exploiting EU-wide economies of scale
Despite much talk and some relative successes – for example in the air transport sector – 

many of the most prominent services sectors remain fragmented. �is is the case in the 
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and restrictions on prices or multidisciplinary activities13. EU countries should now go a step 

further and cross-check the performance of these regulations against the public goals they are 

supposed to pursue (such as public health or safety). �is could lead to the identi�cation of 

overly cumbersome and discriminatory domestic regulations, opening the way for simpli�ca-

tion.

In order to accelerate the process and focus on the most relevant areas, a committee of 

companies from various EU countries could be set up in order to benchmark the di�erent 

countries on precise areas and foster competition by publicising their rankings. Key areas 

to be scrutinised could include property registration, dealing with construction permits, 

accountancy reporting, trading across borders, enforcing contracts and closing down a 

business. Special attention would be paid to regulations that do not seem to perform well 

in achieving the public goals they are supposed to achieve, or which involve higher costs 

in comparison to the best-performing countries. National regulators could commission 

independent evaluations in this regard and cross-check the results with their European 

counterparts14.

Recommendation 2: In services sectors, individual regulations should be systematically 

assessed on a cost-benefit basis, with reference to the best practices, in order to reduce 

undue obstacles to cross-border activity. 

2.3 Towards a destination-based environmental policy
It is no longer possible to discuss growth-enhancing policies without accounting for environ-

mental constraints that will a�ect productivity either directly (eg in agriculture) or indirectly, 

through cost-in�ating policies such as carbon taxes. In order to maintain the global temper-

ature below 2 degrees Celsius, advanced economies including the EU should reach net zero 

emissions by 2050 (Auverlot and Beeker, 2016). However, imposing heavy taxes or emission 

permit restrictions on EU companies is hardly sustainable without a credible international 

agreement that covers the most polluting countries. In the context of uncertainties around the 

future of the United Nations Paris Agreement, the EU should think how to develop an ambi-

tious environmental strategy without hurting its own competitiveness too much.

A �rst avenue is to more systematically redistribute the proceeds of carbon taxation to the 

polluters themselves in a way that preserves price-driven incentives but without undermin-

ing competitiveness. For instance, a carbon tax on passenger and merchandise transporta-

tion could be imposed, and the proceeds redistributed proportionally per passenger-km or 

ton-km. Such a quid-pro-quo would give the transportation sector an incentive to invest in 

low-carbon vehicles without reducing their overall pro�tability even in the short term15. To 

the extent that all transport modes are treated the same way, it may also trigger reduced travel 

and a shift towards less polluting modes (eg rail rather than trucks).

A second approach would be to set ambitious technical standards in a number of key 

areas with relatively long but credible horizons. Of course, from an economic point of view, 

price penalties on the externality are preferable to standards because of rebound e�ects 

and costly overinvestment. But in some instances, technical standards might be more easily 

agreed because they contribute to the meeting of societal goals. For example, the EU could 

set a regulation only allowing very low or zero-emission cars to be sold in or imported into 
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incentive to invest in clean vehicles while allowing enough time for them and their employees 

to adapt, without creating a competitive disadvantage for European carmakers since the same 

standard would apply to foreign models. EU manufacturers could even reap a competitive 

advantage once other countries eventually introduce similar standards16. 

A third, complementary approach would be to reduce uncertainty around future carbon 

prices in order to stimulate long-term investment in low emission manufacturing17. Currently, 

explicit or implicit carbon prices vary widely in di�erent sectors and countries. Many private 

companies and public bodies base their investment decisions on their own reference value 

for carbon, generally much higher than current and foreseeable EU emissions trading system 

(ETS) prices, while technical standards yield also their own implicit prices and carbon taxes 

vary in di�erent EU countries. De�ning a trajectory for the price of carbon as a reference 

value compatible with the EU’s emission commitments would foster consistency of private 

and public decisions, even though full consistency between ETS prices, carbon taxes and 

technical standards is probably beyond what can reasonably be achieved. Following the 
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Figure 2: Saving and investment in the EU28 (% of EU GDP)
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Conversely, the growing mobility of skilled workers within the EU increases the need for 

coordination of national policies or even some EU-level funding24. Such mobility is more 

marked the higher the level of tertiary diploma and individual reputation. In countries 

where public budgets heavily support tertiary education, rising mobility risks inducing less 

investment in human capital. One response could be to privatise this investment by making 

students paying the full price of their education. But then the risk again is under-investment, 

not to mention inequality. �e alternative is more cooperation on tertiary education. Such 

cooperation could take the form of a programme for European universities and colleges, 

which would bid to receive EU extra money based on a set of excellence criteria. Large-scale 

consortia of universities of excellence would compete for the title of ‘European university’. 

World class but smaller units would compete for the ‘European college’ title25. 

Along the same lines, the EU could promote genuine recognition of skills, at least in those 

professions with a shortage of skilled people, for instance through a system of student loans 

and/or grants associated with EU certi�cation of the degree received26.

Recommendation 5: Review the EU budget and Juncker plan in respect of economic 

convergence, spillovers between member states and solidarity. 
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is a potential erosion of the tax base that might limit the ability of the state to �nance public 

services or social transfers. Although they overlap, the three challenges are not equivalent. 

For instance, tax avoidance by multinationals has a disproportionate impact on perceptions, 

compared to its contribution to the overall tax gap. In practice, small businesses as a whole 

also contribute signi�cantly to the tax gap through VAT and social fraud. 

Box 1: Some tax and social contribution avoidance landmarks

In the debate on tax avoidance and evasion, the focus is on four main areas. Firstly, accord-

ing to Zucman (2014), o�shore wealth increased between 2008 and 2013 by about 28 percent 

globally. �is is partly due to valuation e�ects, and part of the related income is declared by 

the bene�ciaries to their respective tax administrations. However, Zucman estimates that 

more than 60 percent of foreign-owned deposits in Switzerland ‘belong’ to the British Virgin 

Islands, Jersey and Panama and largely escape residence-based taxation in the country of 

the ultimate bene�ciary. He estimates the tax revenue loss to be close to $200 billion glob-

ally, and $75 billion in Europe. 

�e second focus area is avoidance of corporation tax. Many companies use complex cor-

porate structures involving tax havens and special tax regimes (such as the ‘double Irish with 

a Dutch sandwich’ technique, or intellectual property boxes). �is is not always done with the 

objective of avoiding taxes. But there is ample empirical evidence that multinational compa-

nies organise their legal and �nancial structures with a view to reducing their tax bill (Fuest et 

al, 2013). �ese tax avoidance activities are usually perfectly legal, and many countries active-

ly create loopholes for multinational companies with the aim of attracting tax revenue from 

other countries. From the perspective of the EU as a whole, though, this form of corporate tax 
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on a single identi�cation number28. �e BRIS will reduce information asymmetry between 

national and cross-border activities. For instance, it will allow an SME in Germany to check 

the basic legal and �nancial situation of a potential supplier in Italy (including possible ongo-

ing legal procedures). �e system will also give national tax administrations greater scope to 

assess the risk related to individual companies, in terms of avoidance or fraud29.

A second issue is posted workers, whose total numbers, although still limited in propor-

tion to host labour markets, have been growing rapidly in recent years30. �e Commission 

proposal of 8 March 2016 to revise the Posting of Workers Directive focuses on the need to 

ensure a level playing �eld between posted and local workers. However, the main problem 

may be less in the design of the rules than in their implementation. According to Chevreux 

and Mathieu (2016), the labour cost for a French worker at the minimum wage is actually 

lower than that of a posted worker from Spain or Poland. �e worry is that posted workers 

might not be declared, or they might be wrongly declared in terms of skills or hours worked, 

leading to arti�cially low social charges (Cytermann, 2014). �e technology for declaring 

posted workers – the A1 form – is from the twentieth century: each posted worker is supposed 

to carry a paper copy with him/her; if it cannot be shown during a check, the administration 



13 Policy Contribution  |  Issue n˚3  |  2017

states according to a formula depending on the location of assets, employees (and wage bill) 

and sales.

�e new CCCTB blueprint proposes as a �rst step to start with the introduction of a 

common tax base without consolidation. �e main advantage of this �rst step is that it will 

reduce the tax compliance costs associated with dealing with 28 di�erent regimes; these costs 

have been shown to be substantial, especially for SMEs31. CCCTB will also reduce certain 

forms of tax avoidance that rely on the di�erent treatment of the same �ows in di�erent 

member states. However, by making the e�ective tax rates in di�erent EU countries more 

transparent, this �rst step will likely intensify competition to attract investment. 

Once consolidation has been introduced, standard forms of pro�t shifting – eg through 

intra-group pricing or lending – will no longer be possible. However, new forms of pro�t shift-

ing will be made possible, depending eg on the rules that might be introduced on the location 

of ‘permanent establishments’, and on how corporate groups are structured (Fuest, 2008).   

�erefore, CCCTB should be encouraged essentially on e�ciency grounds, because it will 

simplify corporate tax systems, reduce compliance costs and reduce cross-border barriers to 

activity. Although it will likely reduce tax avoidance, it will not eliminate it. �e implemen-

tation of CCCTB will be complex because member states need to agree on a common set of 

rules, which will not be easy.   

Another approach could be to re-consider the Interest and Royalties Directive32, which 

currently limits the right of member states to levy source taxes on interest and royalty pay-
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4.3 Intra-EU migration
In 2014, 14.3 million Europeans lived in another EU country, against an overall EU population 

of more than 500 million. Each year about one million people change countries, 25 percent 

of whom are returning to their country of origin. �e latter bring back skills that they have ac-

quired during their time in another European country, increasing the human capital of their 

home country. However, some countries in Europe experience a steep decline in their active, 

skilled populations, because of net outward migration. �is can be problematic because it 

reduces the potential for growth in these countries. It might also be an issue of fairness be-

cause the investment in education �nanced by the country of origin might ultimately bene�t 

the recipient country, even though emigrants may send signi�cant remittances back to their 

origin countries34.

From the perspective of the destination country, immigration from other EU countries 

is commonly found to have a positive impact, even when narrowly looking at the net con-

tribution of migrants to the social security system. Migrant workers are on average younger 

and more economically active than host countries’ own populations, and therefore usually 

contribute more in taxes and social security contributions to the host country budget than 
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�e general principle governing labour mobility in the EU should be the neutrality of 

welfare systems so that job opportunities are the key driver of labour migration. �e welfare 

system should thus neither encourage nor discourage labour mobility. Such neutrality does 

not exist today. For instance, a worker who has lost his/her job will receive unemployment 
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obligations (Garcia Peñalosa and Wasmer, 2016). More importantly, information on pensions 

is held in the di�erent countries of residence, so it is di�cult for a worker to have an idea 

of her (future) total pension before actually retiring. An EU worker should be able to access 

a European platform displaying his/her individual pension entitlements in a comprehen-

sive way (by incorporating employment periods in all EU countries), based on the di�erent 

national pension systems that would remain separate. 

Recommendation 9: Improve information on pension entitlements by centralising 

personal information on a single platform.

Box 2: Freedom of movement for EU citizens: basic principles and implementation

EU law considers three di�erent categories of people with regards to the freedom of move-

ment: workers, non-working citizens and jobseekers. Each category has di�erent rights of 

residency and access to social bene�ts. A worker has the right to stay in the country where 

he or she works and to bene�t from the same social bene�ts as a national. During the �rst 

three months in the country, however, a non-working person can be refused access to social 

bene�ts.

After three months and up to �ve years, a non-working person is entitled to stay on the 

condition that he or she has full health insurance coverage and su�cient means to meet 

his or her needs. �is condition does not apply to jobseekers, though to retain their right of 

residency a jobseeker must be able to prove that he/she is actively looking for a job and has 

good chances of �nding one. �ere is of course some degree of judgement on whether these 

two conditions are met. But the basic principle is that freedom of residency is not uncondi-

tional. A member state can ask a jobseeker who is evidently not looking for a job or has little 

chance to �nd one (for instance after a long period of unemployment) to leave the country. A 

member state can also refuse to give a non-working person access to the right of residency if 

he or she has no means to sustain him or herself, and might therefore place an “unreasonable 

burden” upon the welfare system. �ere is some divergence between certain EU countries and 

the EU Court of Justice on what this means concretely, but the UK and Austria have legally 

set up a ‘test of right to residence’ to check early on if a national of another EU country has 

su�cient resources to sustain his needs or enough of a chance to �nd a job. 

�e di�erent elements we have highlighted suggest that it is feasible for the EU to make 

progress on growth and fairness. In particular, the new information technologies provide an 

opportunity to revive productivity growth and to make European integration ‘fairer’ by reduc-

ing tax avoidance opportunities, and progressing towards more neutral welfare systems with 

respect to intra-EU migration. Reaping this double gain will however involve far-reaching 

institutional reforms in order to equip administrations and agencies for this new world.
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