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European economic recovery 
 

SUMMARY 
A more united Europe has the potential to deliver greater benefits for its citizens, more effectively 
and efficiently, by offering a level of strategic scale and depth that no individual Member State, or 
even group of Member States, can achieve on their own. In particular, the combination of Europe's 
single market and economic and monetary union, used to their full potential and complemented by 
progress in other policy areas, such as the Green Deal, could prove to be key assets for a strong 
European recovery from the serious economic shock recently administered by the coronavirus 
pandemic. 

An intensive debate has therefore opened up about the potential benefits of moving towards a 
higher degree of risk-sharing and collective 'strategic autonomy' for the Union, based on stronger 
and deeper common policies at EU level. The recent European Commission proposal for a 'Next 
Generation EU' recovery plan is likely to prove an important staging-point in this process. In practice, 
the size of the recovery response, the policy areas chosen for deepening, the financing options 
available to support them, and the degree to which they are matched by a greater willingness of the 
Union to 'act as one' on the international stage, are all likely to be determining factors in the 
outcome.  

This paper analyses some of the issues arising specifically in the economic field in the aftermath of 
the coronavirus crisis and looks at a range of policy initiatives that could help build a broadly based 
and sustainable European economic recovery and a more resilient European Union. 

Introduction 
The measures taken to fight the on-going coronavirus pandemic have severely affected the 
functioning of the global economy. Trade and investment channels have been disrupted, the 
movement of citizens has been seriously constrained, and businesses have been forced to operate 
at reduced capacity or to temporarily abandon their activities. Confidence levels have fallen 
markedly and labour markets have been disrupted. As a result of this direct shock to the economy, 
the International Monetary Fund (IMF), the Organisation for Economic Co-operation and 
Development (OECD) and the European Central Bank (ECB) have recently forecast a contraction in 
GDP in Europe for 2020 of between 5 and 12 per cent. The European Commission expects GDP to 
shrink by almost 8 % in 2020 and Member States to run on average a fiscal deficit of around 9 % of 
GDP, which could imply a significant deterioration in public debt positions. Whilst a rebound is 
predicted in 2021, it remains subject to considerable uncertainty at this stage. The repercussions of 
the crisis could involve a fall in investment, leading to an increase in unemployment and fewer 
available resources for many policy priorities. The response from the EU institutions, Member-State 
governments and the ECB has therefore needed to be ambitious and dynamic.  

As regards immediate monetary policy, the ECB maintained its interest rates at historically low 
levels. Currently, the marginal lending facility is at 0.25 %, while the main refinancing operations rate 
is at 0.00 % and the deposit facility is at -0.50 %, thus in theory providing strong incentives for banks 
to increase lending. The ECB also announced a series of additional unconventional monetary policy 

https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
http://www.oecd.org/economic-outlook/
http://www.oecd.org/economic-outlook/
https://www.ecb.europa.eu/pub/economic-bulletin/focus/2020/html/ecb.ebbox202003_01%7E767f86ae95.en.html
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_799
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.mp200430%7E1eaa128265.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.mp200430%7E1eaa128265.en.html
https://www.ecb.europa.eu/mopo/implement/omo/html/index.en.html
https://www.ecb.europa.eu/home/search/coronavirus/html/index.en.html
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measures that can be used until the end of the year to purchase assets. These mainly consist of 
purchases under the Pandemic Emergency Purchase Programme (PEPP), with an overall envelope 
of €1 350 billion, which could still be extended, if necessary. This is combined with an increased 
expanded asset purchase programme (APP) of €120 billion and with monthly purchases of 
€20 billion. The ECB has reduced the interest rate on its targeted longer-term refinancing 
operations (TLTRO III). The ECB also decided on a new series of non-targeted pandemic emergency 
longer-term refinancing operations (PELTROs) to support liquidity conditions in the euro-area 
financial system and to contribute to preserving the smooth functioning of money markets by 
providing an effective liquidity backstop. Finally, the ECB also eased collateral rules to ensure that 
banks can continue to make use of the refinancing facilities, ensuring that the monetary policy tools 
remain effective even in times of severe financial market stress.  

As regards immediate economic and fiscal policy intervention, the European Commission, in 
cooperation with the European Parliament and the European Council, has proposed a series of 
concrete actions to mitigate the impact of the crisis. In addition to supporting public health systems, 
boosting medical research, coordinating repatriation and controlling EU external borders, economic 
stabilisation measures have been implemented. This is done through the EU budget, the European 
Investment Bank (EIB) and the European Stability Mechanism (ESM) and through action at Member-
State level. In total, more than €4.1 trillion has been mobilised so far in the European Union to 
respond to the economic consequences of the coronavirus pandemic. 

 Around €2.7 trillion1 is linked to the response at Member State level. This corresponds to 
national liquidity measures, including the schemes approved under the temporary EU State 
aid rules and measures taken under the flexibility arrangements of the EU budgetary rules 
(general escape clause). This is naturally to be welcomed, but could also be a source of concern 
in the medium term, as fiscal space varies greatly between Member States. However, it should 
also be considered that, in a monetary union, additional spending in one geographical area 
will inevitably generate spill-overs towards the rest of the union.  

 Initially at EU level, a temporary Support to Mitigate Unemployment Risks in an Emergency 
(SURE) instrument was designed to provide temporary funding to Member States of up to 
€100 billion, by covering part of the costs related to the creation or extension of national 
short-time work schemes. In addition, direct EU budget support of up to €70 billion will be 
provided, mainly through the Coronavirus Response Investment Initiative. The initiative 
uses unspent cohesion policy funds and allows more flexibility and more up-front spending 
by providing 100 % financing from the EU for measures to fight the crisis.  

 The European Investment Bank (EIB) Group will aim to generate an additional €200 billion 
of investment, in particular by supporting small and medium-sized businesses. The ESM will 
establish Pandemic Crisis Support, based on its Enhanced Conditions Credit Line (ECCL) and 
available to all euro-area countries. Access granted will be up to 2 % of the respective Member 
State's GDP as of end-2019, as a benchmark, which could amount to a combined volume of 
around €240 billion. 

 More recently, the European Commission proposed the Next Generation EU recovery plan, 
after an ambitious Franco-German proposal, and building upon a forward-looking resolution 
by the European Parliament. Next Generation EU aims at raising money by temporarily lifting 
the own resources ceiling to 2.0 % of EU gross national income, allowing the Commission to 
borrow €750 billion on the financial markets. This additional funding will be channelled 
through EU programmes and repaid over a long period of time through future EU budgets. In 
addition, the Commission has also proposed a revamped long-term EU budget and a number 
of new own resources to complement the Next Generation EU proposal. 

Whether these moves towards greater common action will prove to be a 'defining moment' for the 
future of Europe will depend on a number of factors. It will be particularly crucial that monetary and 
fiscal policy objectives should remain complementary and well aligned in the medium term, to avoid 
some of the tensions experienced in the aftermath of the 2008 financial crisis. A well-balanced 

https://www.ecb.europa.eu/home/search/coronavirus/html/index.en.html
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/649397/EPRS_BRI(2020)649397_EN.pdf
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
https://www.bundesregierung.de/resource/blob/975226/1753772/414a4b5a1ca91d4f7146eeb2b39ee72b/2020-05-18-deutsch-franzoesischer-erklaerung-eng-data.pdf?download=1
https://www.europarl.europa.eu/news/en/headlines/priorities/eu-response-to-coronavirus/20200512IPR78912/parliament-eu27-need-EU2-trillion-recovery-package-to-tackle-covid-19-fallout
https://www.europarl.europa.eu/news/en/headlines/priorities/eu-response-to-coronavirus/20200512IPR78912/parliament-eu27-need-EU2-trillion-recovery-package-to-tackle-covid-19-fallout
https://ec.europa.eu/info/strategy/eu-budget/eu-long-term-budget/2021-2027_en
https://ec.europa.eu/info/files/financing-recovery-plan-europe_en
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economic recovery package will also have to address the lack of implementation of some structural 
policies and propose an economic exit strategy with a long-term vision for the development of 
Europe. Action at EU level should also aim at ensuring that imbalances do not further increase as a 
result of the crisis because, as recently recalled by Jacques Delors,2 such a prospect could represent 
a potentially 'mortal' threat to the European Union. This crisis has already invoked a measure of deep 
introspection, as well as evidence of some willingness to develop new common European 
architecture that pays greater respect to the principles of responsibility, solidarity and unity.  

Improved coordination of fiscal and monetary policies 
Towards an EU Treasury 
Unless fiscal policies are effectively coordinated and are complementary to monetary policy, 
significant negative 'spill-over' effects could occur between the Member States participating in an 
economic and monetary union. The European Parliament3 has proposed the creation of an EU 
Treasury that could equip the Union with greater capacity to apply the existing economic 
governance framework and facilitate development of the euro area. In response, the Commission 
proposed in 2017 that such a Treasury could be entrusted with (i) the economic and fiscal 
surveillance of the euro area and of its Member States, as well as (ii) the coordination of issuing a 
possible European safe asset, and (iii) the management of the macro-economic stabilisation 
function.4 The Treasury could be placed under the responsibility of an EU Finance Minister.  

The resulting improved fiscal coordination would increase responsibility, sustainability and 
resilience in Member States and confidence between them. It would then make solidarity measures 
easier to apply and more efficient, should they be needed. However, very little progress has been 
made and only scattered initiatives such as the creation of a European Monetary Fund (EMF) to 
replace the ESM in 2025, or the setting-up of a budgetary instrument for convergence and 
competitiveness (BICC) for the euro area have been agreed upon. This thus again leaves economic 
and monetary union (EMU) at the mercy of uncoordinated actions at Member State level, as well as 
prone to unnecessary and sometimes irresponsible divergence.  

Developing a common unemployment insurance scheme 
Since the last financial and sovereign debt crises, considerable research and attention has been 
devoted to the setting-up of an EU common unemployment insurance scheme. Such a scheme 
could act as an automatic stabiliser during a serious economic downturn, as unemployment benefits 
are counter-cyclical by nature and very responsive to shocks. Announced by the European 
Commission, the current proposal for a temporary instrument, SURE, worth up to €100 billion, to 
help protect jobs and people in work, is an encouraging step towards such a common 
unemployment insurance scheme. In particular, it could help Member States facing budgetary 
difficulties to maintain their national work schemes. The scheme is unconditional and applicable to 
self-employed workers, which is welcome given the importance of this type of work arrangement in 
some Member States. The scheme is not, however, an automatic transfer, as it is designed as a loan 
and is limited in both duration and the maximum amount it can provide. It might thus be reserved 
for some Member States, depending on the financing conditions prevailing on the markets.5  

https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/649400/EPRS_BRI(2020)649400_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/649400/EPRS_BRI(2020)649400_EN.pdf
https://www.europarl.europa.eu/legislative-train/theme-deeper-and-fairer-economic-and-monetary-union/file-euro-area-treasury
https://www.europarl.europa.eu/legislative-train/theme-deeper-and-fairer-economic-and-monetary-union/file-euro-area-treasury
https://ec.europa.eu/commission/sites/beta-political/files/reflection-paper-emu_en.pdf
https://ec.europa.eu/commission/sites/beta-political/files/reflection-paper-emu_en.pdf
https://www.europarl.europa.eu/legislative-train/theme-deeper-and-fairer-economic-and-monetary-union/file-integration-of-the-esm-into-eu-law-by-creating-an-emf
https://www.europarl.europa.eu/legislative-train/theme-new-boost-for-jobs-growth-and-investment/file-mff-bicc-budgetary-instrument-for-convergence-and-competitiveness
https://www.europarl.europa.eu/legislative-train/theme-new-boost-for-jobs-growth-and-investment/file-mff-bicc-budgetary-instrument-for-convergence-and-competitiveness
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_STU(2014)510984
https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_572
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Increasing recurrent common budgetary resources  
Even taking the latest Commission proposal into account, so far, the other major global economies 
have mobilised more budgetary resources in common than the EU (see Figure 1). Moreover, the 

'Next Generation EU' package is temporary and will not 
necessarily raise 'European budgetary potential' in the 
long-term. One solution, which would also contribute to 
enhancing the euro's global status, would be the 
creation of eurobonds. Given unresolved concerns 
regarding the mutualisation of risk, however, this option 
is unlikely to gather sufficient support at the current 
juncture, as illustrated recently with the debate on 
'corona-bonds'.  

Another proposal, recently suggested by the European 
Parliament in its proposal for the next MFF, is to equip 
the EU budget with the possibility of collecting tax 
revenues. Digital taxation has been under discussion for 
several years without significant progress so far. A tax on 
plastic, a financial transaction tax, a border adjustment 
mechanism or using the emissions trading scheme are 
also under discussion. Building upon these proposals, 
the Commission has presented a revamped long-term 
EU budget and a number of new own resources to 
complement the Next Generation EU proposal. 

 

A recovery package to foster solidarity and sustainable growth 
In addition to improved fiscal coordination and a stable long-term solution for the EU budget, 
funding for a recovery package is necessary for inclusive and sustainable development. The 
last crisis demonstrated the economic and social damage that could result from the lack of such an 
adjustment tool within a monetary union. This is even truer in this case, as the ECB's capacities are 
already heavily solicited. This question has generated an extremely active and lively debate in 
academic and think-tank circles.6 The main issue is how to arrive at a mechanism that is not only 
counter-cyclical but also avoids adding more debt and divergence between Member States. In 
response to this challenge, the Commission's Next Generation EU recovery plan proposes a 
€750 billion package, of which €500 billion will be in the form of grants. Next Generation EU 
funds will be invested across three pillars:  

 First, support to Member States in respect of investment and reforms. This will mainly consist 
of a new Recovery and Resilience Facility of €560 billion and a €55 billion top-up of the 
current cohesion policy programmes under the new REACT-EU initiative, as well as a 
proposal to strengthen the Just Transition Fund up to €40 billion.  

 Second, kick-starting the EU economy by incentivising private investment will include a new 
Solvency Support Instrument with a budget of €31 billion. An upgraded InvestEU will 
include a new Strategic Investment Facility, to a level of €15.3 billion.  

 Third, addressing the specific lessons of the coronavirus crisis will mainly consist of a new 
health programme, EU4Health, with a budget of €9.4 billion, as well as €94.4 billion for 
Horizon Europe. An additional €16.5 billion will be directed towards external action. This is a 
significant step towards greater European solidarity which, when channelled effectively and 
efficiently, could also prove instrumental in boosting Europe's potential growth and 
sustainability. In particular, an evaluation of the added value of the various projects to be 
financed could be crucial for a sustainable recovery and to avoid any crowding effects or 
investment in unproductive projects.  

Figure 1 - Scale of common 
budgetary resources in major 
jurisdictions  
(€ billion per year - purchasing power 
parity)  

 

Source: IMF and latest Commission 
proposal for the 2021-2027 MFF, 
including Next Generation EU. 

https://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2F%2FEP%2F%2FTEXT%2BMOTION%2BB7-2012-0016%2B0%2BDOC%2BXML%2BV0%2F%2FEN
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/649361/EPRS_BRI(2020)649361_EN.pdf
https://www.europarl.europa.eu/doceo/document/TA-8-2018-0449_EN.html
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/649340/EPRS_BRI(2020)649340_EN.pdf
https://www.europarl.europa.eu/legislative-train/theme-a-european-green-deal/file-carbon-border-adjustment-mechanism
https://www.europarl.europa.eu/legislative-train/theme-a-european-green-deal/file-carbon-border-adjustment-mechanism
https://ec.europa.eu/info/strategy/eu-budget/eu-long-term-budget/2021-2027_en
https://ec.europa.eu/info/strategy/eu-budget/eu-long-term-budget/2021-2027_en
https://ec.europa.eu/info/files/financing-recovery-plan-europe_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
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A stronger and deeper single market 
Completing a barrier-free single market 
The European single market is one of the greatest achievements of the European integration 
process to date, benefiting millions of businesses and consumers, in what is now the largest 
combined marketplace in the world. However, the current crisis has revealed some temporary 
challenges to the functioning of that market. Moreover, despite the progress made, the cross-border 
provision of services is still largely under-developed, as the regulation of services remains 
fragmented and as some excessive requirements persist.  

Actions have already been taken to respond to coronavirus-related challenges. For instance, the 
European Commission addressed export bans and issued border management guidance to 
maintain availability of essential goods, particularly to ensure the free flow of products such as face 
masks, medical supplies and food. In the medium term, if remaining barriers were eliminated and 
existing European laws were applied effectively, the single market could still yield substantial 
additional benefits for the EU economy. The Commission has thus released a communication on 
single market barriers and a communication on a long-term action plan for better implementation 
and enforcement of single market rules. These form part of a renewed effort to further reap the 
benefits of a completed and well-functioning single market. 

Completing the digital single market 
The digitalisation of the economy is now progressing rapidly, generating changes in many aspects 
of people's lives. It has proved exceptionally important in the on-going coronavirus crisis, offering 
possibilities for teleworking for millions of workers and wide access to the purchase of goods and 
services, in particular for the most vulnerable. It is therefore essential that EU businesses and 
governments should continue to grasp the full opportunities of producing and providing digital 
related services and technologies. As shown in Figure 2 below, digital businesses worldwide are 
currently mainly of US or Chinese origin. The notion of a lack of EU 'digital sovereignty' is 
increasingly used to describe this relative state of dependence.  

Figure 2 - Digital businesses with market capitalisation of more than US$1 billion, by region 

Source: World Bank and UNCTAD, 2019. 

The process of completing the digital single market in Europe is a key priority for the European 
Parliament. The recent vote on copyright, the recommendation on the digital services act, the 
emerging policies on the European data economy and artificial intelligence, and the new industrial 
strategy and single market strategy are all encouraging steps in this direction. A deeper and more 
coherent digital single market should help enable more EU players with global ambitions to emerge. 
Common rules to ensure that digital business activities are taxed in a fair and transparent way and 
that sufficient competition is guaranteed would also need to be ensured. Joint standards for 

https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/20200316_covid-19-guidelines-for-border-management.pdf
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_STU(2019)631745
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_STU(2019)631745
https://ec.europa.eu/info/sites/info/files/communication-eu-single-market-barriers-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/communication-eu-single-market-barriers-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/communication-enforcement-implementation-single-market-rules_en_0.pdf
https://ec.europa.eu/info/sites/info/files/communication-enforcement-implementation-single-market-rules_en_0.pdf
https://www.europarl.europa.eu/news/en/press-room/20190321IPR32110/european-parliament-approves-new-copyright-rules-for-the-internet
https://www.europarl.europa.eu/doceo/document/IMCO-PR-648474_EN.pdf
https://ec.europa.eu/info/strategy/priorities-2019-2024/europe-fit-digital-age/european-data-strategy
https://ec.europa.eu/info/strategy/priorities-2019-2024/europe-fit-digital-age/excellence-trust-artificial-intelligence
https://ec.europa.eu/commission/presscorner/detail/en/FS_20_425
https://ec.europa.eu/commission/presscorner/detail/en/FS_20_425
https://ec.europa.eu/commission/presscorner/detail/en/FS_20_427
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connectivity, in particular regarding the development of 5G networks and of future standards, and 
a common position on artificial intelligence and autonomous droids, would also help trigger greater 
investment.  

A common EU public procurement agency 
The on-going crisis has again shown the added value of greater unity when it comes to European 
public procurement, as the European Commission and the Member States have been able to step 
up efforts by launching joint procurement actions for various medical supplies. In some other areas, 
the volume of duplication or waste is also significant. In defence, for example, around 80 % of 
procurement is run on a purely national basis, leading to costly duplication of certain military 
capabilities. In total, yearly public expenditure in the EU on goods and services of various kinds 
represents nearly one-fifth of EU GDP (around €3 trillion). The European Commission's recent 
international public procurement initiative to help enhance EU companies' access to global 
procurement markets is a step in the right direction. A common EU public procurement agency 
could provide an additional strategic tool to ensure a level playing-field and more efficient public 
procurement. Such an agency could also help guard against or correct some vulnerabilities at 
Member-State level. In particular, for health expenditure and access to health goods, a central 
agency would enjoy greater bargaining power when negotiating with large global suppliers.  

Restoring free movement within Schengen borders 
The fundamental right of EU citizens to free movement within the European Union is enshrined 
in the Treaties. With a view to reducing the spread of the coronavirus pandemic in Europe, many 
Member States rapidly took national steps to close their borders, with free movement within the 
Union substantially restricted or entirely halted for a period of time. Some have questioned the 
legality of these national actions, in particular their proportionality for the purpose asserted. 
Incoherent and uncoordinated approaches sometimes led to a patchwork of rules which, if 
maintained, could now significantly hamper economic recovery. In March 2020, the European 
Commission clarified that the Free Movement Directive must be respected during the crisis and has 
taken steps in the direction of ensuring that the passport-free Schengen zone returns to its full 
functioning as soon as possible, with effective free movement of labour restored, not least because 
recovery in some sectors, such as transport, agriculture, construction and tourism will depend 
heavily on such free movement. A more coherent, common approach would need to be guaranteed 
in the vent that a new outbreak were to occur.  

Common investment and spending in strategic areas 
Investing in research and development, innovation, green technologies and 
digitalisation 
Increasing common investments in research and development (R&D), innovation, green 
technologies and digitalisation will be key to boosting potential European growth and securing 
recovery. The recent approval of the status of Important Project of Common European Interest 
(IPCEI) for batteries and hydrogen, for example, is an encouraging development in these fields. 
However, the lack of permanent additional funding at EU level for large innovative transnational 
projects and for encouraging research at all levels, remains a key challenge. The European 
Commission estimates that €109 billion per year of spending is still needed to meet the EU target 
of 3 % expenditure on R&D. In addition, according to the EIB, €35 billion a year in additional venture 
capital activity is potentially required in the EU to make it a leading competitive global player. 
Evidence suggests that high-tech activities are under-represented in the EU and that this is directly 
linked to the fact that progress needs to be made in relation to the availability of venture capital. 
The recent Commission proposal, in particular the €94.4 billion for Horizon Europe, as part of the 
Next Generation EU recovery plan should contribute significantly to reducing that gap. 

https://ec.europa.eu/commission/presscorner/detail/en/ip_20_523
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_523
http://www.europarl.europa.eu/legislative-train/theme-a-balanced-and-progressive-trade-policy-to-harness-globalisation/file-international-procurement-instrument-(ipi)
https://www.ceps.eu/ceps-publications/love-thy-neighbour/
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/20200316_covid-19-guidelines-for-border-management.pdf
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_545
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014XC0620(01)
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014XC0620(01)
https://ec.europa.eu/commission/presscorner/detail/en/ip_19_6705
https://ec.europa.eu/growth/content/supporting-large-scale-industrial-development-green-hydrogen-projects-through-ipcei_en
https://www.eib.org/en/publications/restoring-eu-competitiveness
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
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Investing in an effective Green Deal 
In 2019, the European Commission presented a communication on a European Green Deal that 
sets priorities to make Europe the first climate-neutral continent by 2050, safeguard biodiversity and 
establish a circular economy, while boosting the competitiveness of European industry and 
ensuring a just transition. This has been further underpinned by the Commission's proposal for a 
European climate law that sets out the objectives and framework to achieve the goals of the 
European Green Deal. The Green Deal is also supported by an investment plan, which aims at 
contributing to financing a sustainable transition, while supporting the regions and communities 
most exposed to its impact. The plan addresses three aspects: i) mobilising funding worth at least 
€1 trillion from the EU budget and other public and private sources over the next decade; ii) 
putting sustainability at the heart of investment decisions across all sectors; and iii) providing 
support for public administrations and project promoters to create a robust flow of sustainable 
projects. If fully implemented, such a plan could constitute a key pillar of a renewed growth strategy 
for Europe. The Commission's proposed Next Generation EU recovery plan could lend significant 
credibility to European ambitions in this area. The Union will nevertheless also have to increase and 
develop green leadership at global level if it wants to find markets for its green products and like-
minded partners on this path. 

Developing a more coherent common EU health policy 
The European Parliament has expressed strong support for the development of a more coherent 
common EU public health policy, with additional investment to address inequalities. The EU 
currently only has a supporting competence in health policy, and EU spending on health, as set out 
in the current 2014-2020 multiannual financial framework (MFF), is less than €3 billion per year. As a 
result, EU health policy focuses, in a limited way, on objectives such as fostering good health, 
protecting citizens from serious cross-border health threats, supporting dynamic health systems 
and facilitating access to better and safer healthcare for EU citizens. However, the provision of 
healthcare in Member States still varies significantly, with differences in the amounts of public 
money spent, in healthcare system design, and in access to basic and advanced prevention. A 
renewed strategy in this field, as suggested in the recent Franco-German initiative, accompanied by 
an increased provision of common resources, could bring considerable benefits. The Next 
Generation EU recovery plan envisages the development of an EU4Health programme equipped 
with a budget of €9.4 billion, which is positive news for a potential European health policy, and for 
disease control and prevention. 

Investing in an EU space, defence and cybersecurity industrial base 
The United States' unilateral abandonment of the Open Sky Treaty, the Iran nuclear deal and the 
Intermediate-Range Nuclear Forces Treaty, as well as the new 'space race', cybersecurity threats and 
growing world tensions, are all reminders that the EU should be ready to assume more responsibility 
in these areas, while seeking to safeguard and strengthen the North Atlantic Treaty Organization 
(NATO). It also appears that space, defence and cybersecurity spending is increasingly used as a 
strategic economic tool. These should therefore probably also form part of a renewed European 
growth strategy. Such investments are more efficient at EU level due to the large economies of scale. 
Research has also confirmed that these investments have a significant impact on highly skilled 
employment and R&D. Regarding recent progress in this area, the Commission has proposed a 
budget of €13 billion for 2021 to 2027 for the European Defence Fund, while the European Defence 
Agency aims at promoting cooperation through the Cooperative Financial Mechanism (CFM), whilst 
13 new collaborative projects have been announced under permanent structured cooperation on 
defence and security (PESCO). The new EU Cybersecurity Act aims at strengthening the EU Agency 
for cybersecurity (ENISA) and establishes an EU-wide cybersecurity certification framework. More 
ambition on European space, defence and cybersecurity would help in further developing a 
minimum level of common industrial base in this area. 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2019:640:FIN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2019:640:FIN
https://www.europarl.europa.eu/legislative-train/theme-a-european-green-deal/file-european-climate-law
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2020)649371
https://www.bruegel.org/2020/01/the-green-deal-is-not-just-one-of-many-eu-projects-it-is-the-new-defining-mission/
https://www.bruegel.org/2020/01/the-green-deal-is-not-just-one-of-many-eu-projects-it-is-the-new-defining-mission/
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
https://www.bruegel.org/2020/02/europes-green-deal-must-reach-beyond-its-borders/
https://www.europarl.europa.eu/sides/getDoc.do?type=TC&reference=P7-TC1-COD-2011-0339&language=EN
https://www.bundesregierung.de/resource/blob/975226/1753772/414a4b5a1ca91d4f7146eeb2b39ee72b/2020-05-18-deutsch-franzoesischer-erklaerung-eng-data.pdf?download=1
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_STU(2019)631729
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940
https://www.brookings.edu/blog/order-from-chaos/2020/03/09/is-this-the-end-of-the-open-skies-treaty/
https://epthinktank.eu/2017/10/20/us-decertification-of-the-iran-nuclear-deal/
https://www.brookings.edu/blog/order-from-chaos/2018/11/01/rip-inf-the-end-of-a-landmark-treaty/
https://www.europarl.europa.eu/committees/en/product-details/20191106CHE06461
http://www.europarl.europa.eu/legislative-train/theme-new-boost-for-jobs-growth-and-investment/file-mff-european-defence-fund
https://www.eda.europa.eu/info-hub/press-centre/latest-news/2019/09/26/cooperative-financial-mechanism-(cfm)-ready-for-signing
https://www.consilium.europa.eu/en/press/press-releases/2019/11/12/defence-cooperation-council-launches-13-new-pesco-projects/
https://ec.europa.eu/digital-single-market/en/eu-cybersecurity-act
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Structural reforms for increased EU resilience 
Completing banking union and an effective capital markets union 
The rules put in place following the 2008 financial crisis have already increased the resilience of the 
European economy. An incomplete EMU architecture and a fragmented capital markets union 
(CMU) nevertheless continue to undermine the potential for the emergence of a crisis-proof EMU. 
Rapid progress with the capital markets union would reduce the current fragmentation of 
European financial markets and support investment opportunities, at a time when the latter are 
going to be decisive for recovery. As recently highlighted in the High-Level Forum interim report, 
this appears even more crucial as the largest financial market in Europe, the United Kingdom, is 
leaving the EU.  

Moreover, to ensure a level playing-field and a 
coordinated response to the coronavirus crisis in 
the banking sector, the Commission has recently 
adopted a banking package. A fully completed 
banking union, drawing on policies advocated 
by the European Parliament, would further 
safeguard financial stability in Europe, breaking 
the vicious circle between banks and sovereign 
borrowing costs. Faster progress on risk reduction 
and risk-sharing would also ensure a higher level 
of banking system resilience. Some proposals 
have been made for an EU mechanism to deal 
decisively with non-performing loans and 
troubled banks. As explained by the ECB, the 
removal of billions of euros in toxic debts from 
lenders' balance sheets would help to reduce the 
risk of hampering banks' lending capacity at a 
critical time. 

Making work pay: Certification of job classifications and pay scales 
Appropriate incentives are key to ensuring a less fragmented society. Already before the coronavirus 
pandemic, some discontent pointed to a feeling of unsatisfactory incentives in the labour market. 
In a consultation on its gender equality strategy for 2020-2024, the Commission found that 
introducing measures on gender-neutral job classifications and pay transparency were by far the 
most favoured solutions. Some of these inequalities have become even more apparent with the 
coronavirus crisis, as workers in many essential sectors and sometimes at the forefront of the fight 
against the epidemic, have been in occupations with low pay and precarious contractual 
arrangements. Women and workers with less-favoured backgrounds have found themselves 
particularly exposed. Renewed focus should probably go to investigating why, in some sectors, 
those who carry out work of high public utility are not paid more. A thorough and independent 
review and certification of job classifications and pay scales could help correct the 
discrimination sometimes still deeply embedded in some of these arrangements. Iceland recently 
introduced such a certification process, with a view to reducing the gender pay gap. This example 
could be extended and used more generally to ensure that 'work pays'. 

Promoting a regulatory environment more supportive to businesses 
The economic downturn which is now starting could have a profound structural impact on 
European economies. Small and medium-sized enterprises (SMEs) and entrepreneurs are likely to 
be particularly affected and it will thus be important to ensure a regulatory environment more 
supportive to businesses. Despite the progress made through the Small Business Act (SBA) to 
simplify the regulatory and policy environment for SMEs, some serious concerns remain. The 

Figure 3 - Debt levels 

Source: Eurostat, 2019. 

https://www.europarl.europa.eu/legislative-train/theme-an-economy-that-works-for-people/file-capital-markets-union-2020-action-plan
https://www.europarl.europa.eu/legislative-train/theme-an-economy-that-works-for-people/file-capital-markets-union-2020-action-plan
https://ec.europa.eu/info/publications/cmu-high-level-forum_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_740
https://www.europarl.europa.eu/thinktank/en/search.html?word=banking+union
https://www.europarl.europa.eu/thinktank/en/search.html?word=banking+union
https://www.ecb.europa.eu/press/inter/date/2017/html/ecb.in170705.en.html
https://www.ecb.europa.eu/pub/economic-research/resbull/2020/html/ecb.rb200527%7E3fe177d27d.en.html
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12114-Gender-equality-in-the-EU/public-consultation
https://www.europarl.europa.eu/meetdocs/2014_2019/documents/femm/dv/research-paper_jobevaluation_revfinal_/research-paper_jobevaluation_revfinal_en.pdf
https://www.europarl.europa.eu/meetdocs/2014_2019/documents/femm/dv/research-paper_jobevaluation_revfinal_/research-paper_jobevaluation_revfinal_en.pdf
https://www.government.is/topics/human-rights-and-equality/equal-pay-certification/
https://ec.europa.eu/growth/smes/business-friendly-environment/small-business-act/
http://www.eurochambres.eu/Content/Default.asp?PageID=1&DocID=8374
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Commission has therefore presented another new SME strategy for a sustainable and digital Europe. 
The strategy is organised around three pillars: i) capacity-building and support for the transition to 
sustainability and digitalisation; ii) reducing regulatory burden and improving market access; and 
iii) improving access to financing. The aim is to tackle these issues as they are constantly identified
by European businesses as major persistent obstacles to their development. More could be done to
simplify taxation, ease excessive fixed costs, reduce the burden of sometimes multi-layered
bureaucratic regulation, and promote creative entrepreneurship. Moreover, in addition to measures
highlighted in the communication on a coordinated economic response to the Covid-19 outbreak,
such as deferring taxes, or subsidising short-time work across all sectors, the new Solvency Support
Instrument to support the equity of viable companies could encourage faster recovery in some
sectors. 

Stress-testing EU policy and legislation 
Recent crises have highlighted the importance of preparedness and risk analysis in EU policy-
making. The stability and growth pact (SGP) has already been revised twice, in 2005 and in 2011, 
and its key rules were recently suspended for 2020. The refugee and migrant crisis exposed the need 
for reform of the Dublin rules. In the field of passenger rights' protection, 12 Member States recently 
asked the Commission to suspend the law requiring airlines to offer passengers a full refund for 
cancelled flights. These examples (and others) point to the need to design policies and legislation 
that envisages the occurrence of less benign situations than those prevailing at the time of their 
adoption. Stress-testing methodologies have been developed for this purpose, and adopting and 
generalising their use could improve the robustness of the EU regulatory framework. The European 
Parliament has started work on this issue, reflecting a more general need to assess and improve the 
resilience of existing or planned EU policy and legislation. 

Economic policies for EU 'strategic autonomy' and a leading 
global role 
Updating and upgrading EU competition policy 
The temporary framework recently developed to enable Member States to have greater flexibility 
under State aid rules is designed to help ensure a sufficient level of liquidity for some of the 
businesses most affected by the coronavirus crisis and is a useful step. Some commentators argue 
that there are risks attached to such a scheme, in particular if maintained for too long, which is why 
there is a need to think strategically about the modernisation of EU competition policy in the 
emerging global environment, including possible changes in current EU State aid or mergers and 
acquisitions policy. The refusal of the Siemens-Alstom rail business merger had already highlighted 
the difficult balance to be struck – identified by German Chancellor, Angela Merkel, among others – 
between ensuring vibrant competition within the single market and being attentive to 
developments at international level, increasingly characterised by the emergence of large state-
owned or state-supported companies operating on a global scale. In parallel, digitalisation is 
redistributing added value across economies and having a major impact on existing production and 
distribution networks in almost all industries and services. In such an interconnected and rapidly 
changing environment, concepts such as market definition and the notion of dominance and abuse 
may need some refinement and rethinking. 

Harmonising the scrutiny of foreign direct investment and corporate taxation 
The EU has one of the world's most open FDI regimes and is a main source and destination of FDI. 
In recent years, the structure and source of FDI in the EU has changed significantly, targeting high-
tech and strategic sectors, sometimes through companies under state ownership or with strong ties 
to governments. Moreover, the Union's main competitors have all tightened their FDI review 
schemes. Currently, only 14 EU countries have FDI-screening mechanisms, which differ widely in 
their scope and design. In 2019, the European Parliament agreed to set up an EU-level mechanism 

https://ec.europa.eu/info/sites/info/files/communication-sme-strategy-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/communication-coordinated-economic-response-covid19-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/about_the_european_commission/eu_budget/factsheet_2_v21.pdf
https://ec.europa.eu/info/sites/info/files/about_the_european_commission/eu_budget/factsheet_2_v21.pdf
https://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL_IDA(2018)614501
https://www.europarl.europa.eu/RegData/etudes/BRIE/2016/586639/EPRS_BRI%282016%29586639_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2016/586639/EPRS_BRI%282016%29586639_EN.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_20_496
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2020)649399
https://voxeu.org/article/eu-state-aid-policies-time-covid-19
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_IDA(2019)642209
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_IDA(2019)642209
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_IDA(2019)642209
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52017DC0494
https://www.europarl.europa.eu/legislative-train/theme-a-balanced-and-progressive-trade-policy-to-harness-globalisation/file-screening-of-foreign-direct-investment-in-strategic-sectors
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to screen foreign direct investment. The measure includes a cooperation mechanism, based on 
exchange of information. An enhanced and harmonised EU approach to foreign investors in 
strategic sectors would bring further clarity, while supporting foreign investments, as highlighted 
in the recent communication from the Commission regarding guidance to EU Member States 
concerning FDI in the healthcare sector.  

In parallel, as the recent work of the Organisation for Economic Co-operation and Development 
(OECD) has shown, the design of tax policy can have a significant impact on potential growth and 
competitiveness. Corporate taxes have been found to be the most harmful type of tax for economic 
growth, while if well-designed, green taxes are more neutral. The power to introduce, remove or 
adjust taxes lies in the hands of the Member States, provided they comply with any EU rules. EU 
action on corporate income tax (CIT) therefore focuses only on measures linked to single market 
principles. The relaunch of the common consolidated corporate tax base (CCCTB) project was also 
part of this package. It seeks to offer a fair and level playing-field, as well as reduced costs and 
administration, and to support investment and R&D, thus contributing to increased potential 
growth.  

Supporting an open and fair external trade policy 
Currently, one in seven jobs within the EU is supported directly or indirectly by exports, and the EU 
accounts for almost 17 % of the world trade in goods and services. EU trade policy is based on a 
multilateral rules-based approach, operating within the World Trade Organization (WTO) 
framework and striving to ensure that trade goes hand in hand with respect for human rights, and 
labour, environmental, health and safety protection standards. Global disagreements have recently 
increased in the international trade arena - led by increasingly fractious relations between the 
United States and China - and the current coronavirus pandemic has the potential to exacerbate this 
process. Whilst the EU will obviously wish to defend itself against unfair competition – the Union's 
trade defence instruments were recently reinforced to give better protection against dumped or 
subsidised imports, for example – and ensure that its strategic interests are respected, it will also 
have a special responsibility to continue to defend the concept of collective gains based on a level 
playing-field and a global environment that can bring benefits to all.  

Leading the modernisation of international institutions 
The powerful lessons of the 19th century and first half of the 20th century led post-war European 
leaders both to value the importance of multilateral institutions globally and to develop a deep form 
of regional cooperation. Many of today's challenges, including notably climate change and the on-
going coronavirus pandemic, point to a growing interdependence and to the need for common 
action. With 60 years of common policy- and law-making behind it, the EU is well placed to help 
modernise the international institutional architecture. In the same spirit as in the immediate post-
war era through the Bretton Woods institutions and the Marshall Plan – which promoted a culture 
of international cooperation, responsibility and convergence – it can thus be argued that the 
European Union today has both an opportunity and a special responsibility to offer a path for the 
reorganisation of the international economic arena. To do so, however, it will need to develop and 
project a more united, proactive, and self-confident EU presence on the world stage. Economically, 
the Union has much to offer to the process of facilitating exchange, reducing imbalances and 
promoting recognition of common standards at international level, building on its strong internal 
and external experiences to date. In the long run, this is probably the most solid and sustainable 
basis on which to build a lasting, sustainable and broadly-based European economic recovery. 

https://www.europarl.europa.eu/legislative-train/theme-a-balanced-and-progressive-trade-policy-to-harness-globalisation/file-screening-of-foreign-direct-investment-in-strategic-sectors
https://trade.ec.europa.eu/doclib/docs/2020/march/tradoc_158676.pdf
https://trade.ec.europa.eu/doclib/docs/2020/march/tradoc_158676.pdf
https://read.oecd-ilibrary.org/taxation/tax-policy-reform-and-economic-growth_9789264091085-en#page1
https://read.oecd-ilibrary.org/taxation/tax-policy-reform-and-economic-growth_9789264091085-en#page1
http://www.europarl.europa.eu/legislative-train/theme-deeper-and-fairer-internal-market-with-a-strengthened-industrial-base-taxation/file-common-consolidated-corporate-tax-base-(ccctb)
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EXPO_STU(2019)603480
http://trade.ec.europa.eu/doclib/press/index.cfm?id=1859
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List of potential initiatives 

Initiative 
Likely lead 
EU actor What should be done? 

Improved coordination of fiscal and monetary policies 

1 EU Treasury Council 
Improve economic and fiscal surveillance;  
Control European safe assets; 
Develop macroeconomic stabilisation functions. 

2 
EU common 
unemployment 
insurance scheme 

EP /  
Commission 

Improve automatic stabiliser function; 
Evaluate the benefits of the new SURE.  

3 Common budgetary 
resources 

Council 
A sustainable and adapted EU budget; 
Match priorities with credible financial resources; 
Equip the EU with more own resources. 

4 
Recovery package for 
solidarity and 
sustainable growth 

EU 
institutions 

Support investment and reform; 
Kick-start the EU economy;  
Address the lessons of the crisis. 

A stronger and deeper single market 

5 Barrier-free single 
market 

Commission 
/ EP / 
Member 
States 

Tackle barriers to single market for goods; 
Tackle barriers to single market for services; 
Ensure cross-border provision of services. 

6 Digital single market 
EP /  
Commission 

Develop European digital single market; 
Joint-standards for digitalisation; 
Ensure fair and transparent taxation. 

7 EU public 
procurement agency 

Council Save on administration of public procurement; 
Ensure global level playing-field. 

8 
Free movement 
within Schengen 
borders 

Commission 
/ Member 
States 

Restore coherence and coordination; 
Ensure crisis-proof Schengen area. 

Common investment and spending in strategic areas 

9 

Investment in R&D, 
innovation, green 
technologies and 
digitalisation 

EU 
institutions 

Reach 20-year-old 3 % target for R&D spending; 
More ambitious IPCEI; 
Develop venture capital. 

10 Investment in an 
effective Green Deal 

EU 
institutions 

Reap benefits of green transformation; 
Support green innovation and sustainable finance; 
Evaluate efficiency and effectiveness of spending in this 
area. 

11 Common EU health 
policy 

EU 
institutions 

Develop EU health strategy; 
Invest in coherent EU public health policy to address 
health inequalities. 

12 

Investment in EU 
space, defence and 
cybersecurity 
industrial base 

EU 
institutions 

Develop a common EU strategy in these areas; 
Benefit from a stronger European industrial base; 
Avoid being left behind in space and cybersecurity 
technologies. 
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Structural reforms for increased EU resilience 

13 Banking union and 
CMU 

Commission 
Make progress on risk reduction and risk-sharing; 
Reduce fragmentation of capital markets; 
Support sustainable finance. 

14 

Making work pay: 
Certification of job 
classifications and 
pay scales 

EP /  
Commission 

Certify job classifications and pay scales; 
Move towards cross-sectoral comparison to restore equity; 
Enforce equal pay for equal work principle. 

15 

Regulatory 
environment 
supportive to 
businesses  

Commission 

Reduce regulatory burden; 
Tax system and environment to favour entrepreneurship; 
Support digitalisation and the green transformation of 
businesses. 

16 Stress-testing EU 
policy and legislation 

EP /  
Commission 

Improve design of policy and legislation; 
Develop methodologies for policy stress-testing 
Generalise use of stress-testing in policy-making; 

Economic policies for EU 'strategic autonomy' and a leading global role 

17 
Updating and 
upgrading EU 
competition policy 

EU 
institutions 

Continue to maintain vibrant competition; 
Act strategically to take impact of large-scale global 
competitors into account; 
Review and adapt state aid, mergers and acquisitions 
policies for competitiveness. 

18 
Harmonising FDI 
scrutiny and 
corporate taxation 

EU 
institutions 

Continue to develop EU approach to foreign investors in 
strategic sectors; 
Harmonise, simplify and improve CIT. 

19 Open and fair 
external trade policy 

Commission 
/ EP 

Continue to support multilateral orientation through rules-
based approach within World Trade Organization; 
Continue to improve and upgrade EU trade defence 
instruments as necessary. 

20 

Leading 
modernisation of 
international 
institutions 

Council /  
Commission 

Speak with one voice on the international scene and in 
international institutions; 
Promote reforms for a level playing-field and for a 
multilateral global environment;  
Promote a spirit of cooperation, responsibility and 
convergence that reduce imbalances. 
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