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Conclusions and recommendations

The EESC agrees with the aims of the Council Recendaiation and with some of its proposals.

However, it expresses its disagreement with th@gsal for the aggregate fiscal stance of the
euro area to be neutral, as well as with the wat the recommendation on salaries is
formulated. It thus reiterates the points it madeits earlier opinion on the Commission's

proposal for a Recommendatfon

The economic policy of the euro area should begthesi as part of a project to reform the EMU
that will overcome the shortcomings in terms ofistiure and functioning that have plagued it
since its inception, and which should aim for geeaintegration and more democratic
governance. The EESC expresses its concern abeypatalysis that the reform process is
currently experiencing, the lack of commitment b part of many governments and some
governments' hostility, as well as the lack of sgygolitical leadership to overcome these
issues.

The EESC believes that the Council's recommendatitiould be set out as part of a general
economic policy strategy that uses the 2030 AgetidaSDGs and the implementation of the
Paris Agreement on climate change as points ofreefée. This strategy should prepare
European society to embark on fair transitions tolwa green and digital economic model.

The internal reasons for establishing a moderatesjtive fiscal stance are, in the EESC's view:
the end of the ECB's expansionary monetary polibg fact that the EU suffers from a

worrying investment deficit, in particular with r@gl to public investment, which jeopardises its
economic and social future; the fact that this strent deficit contributes, in turn, to very low

growth figures for productivity; and the fact thatajor states in the euro area still have
excessive current account surpluses.

Some of the euro area Member States with high@fuses do not invest: they are accumulating
negative annual rates of net public capital fororatThe EESC believes that greater investment
spending in these countries is an economic polenessity, not only for them, but for the euro
area and the EU as a whole.

For the EESC, the appropriate combination of mogeaad fiscal policies to strengthen the
growth of the euro area, which has been demandestant years by the ECB, the IMF and the
OECD, is also justified by the foreseeable effettthe trade protectionism and the instability
generated by global geopolitical risks.

Social and political motives must also be includethis call for a greater fiscal effort: the EU
and the Member States must make a greater comntittoethe fight against poverty and
inequality and to increased social cohesion, ii@dar by providing adequate funding for the
implementation of the European Pillar of SocialliRg If the EU and the Member States do not

EESC opinion on thBecommendation for a Council Recommendation on the economic policy of the euro area, OJ C 197, 8.6.2018,
p. 33
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do this, it is the EESC's view that the politicalses we are experiencing will intensify and
nationalist and anti-European tendencies will gremgangering the very existence of the EU.

The recommendation to raise wages, if strictly @oplwould only affect a small number of
countries. The EESC considers that the effortrtot lunit labour costs should not come from
reducing or freezing wages, but from an increas@roductivity brought about by greater
investment, more innovation and better trainingvofkers. In any case, wage levels need to be
determined by the social partners through collectigrgaining. The European Semester should
propose legislative changes that would reinforde tiollective bargaining in those states in
which it has been weakened as a result of thescasid re-introduce it in places where it does
not exist in spite of the provisions of Article 28 the EU Charter of Fundamental Rights.
Likewise, additional measures must be taken te rtis lowest wages.

Creating quality jobs should be an economic popiogrity. The EESC believes that reducing
the precariousness (low wages and prevalence @iairy contracts) suffered by young people
in particular should also be among the EuropeaneStaris priority recommendations.

The creation of favourable environments for busnewestment and innovation should be
promoted, in particular when dealing with the difigation of economic activities.

Facilitating the financing of businesses shouldabether of the priorities of economic policy.
The EESC reiterates that the Banking Union andygital Markets Union are very important
when it comes to financing economic activity, axgresses its concern about the delays and
obstacles that the development of the Banking Uisaencountering, including the volume of
bad debts in some Member States.

The EESC believes that the European authoritiealdrmmmit themselves effectively to the

fight against misappropriation of public funds, faaud and aggressive tax planning, money
laundering, tax havens and unfair tax competitietween Member States. This is not only a
requirement in terms of political ethics and comptie with laws; it is also a stabilising factor

for public finances.

Council and Commission positions

Unlike in 2017, the Council recommendation on tlemm@mic policy of the euro area
(23 January 2018) does not differ substantiallynfrine Commission proposal (22 November
2017)3. After agreeing that the overall fiscal stance 20018 should be broadly neutral, the
Council adds that the improving economic conditishsuld be used to build fiscal buffers.

In the other recommendations, the Council and tbenf@ission agree that Member States
should prioritise reforms that increase produgtiahd growth potential, improve the business
environment, innovation and investment, and helgramte quality jobs, reducing inequality.

Council recommendation on the economic policy efehro area

See COM(2017) 770 final
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Member States with large current account surplsiesild promote wage growth, while those
with deficits or high external debt should contgiowth in unit labour costs. Finally, there is a
call for work to continue to complete the Bankingiith. The 2018 country-specific
recommendations underline the EU's favourable enanaituation, which, according to the
Commission, should serve to reinforce the struttumprovements achieved over recent years
and complete the correction of macroeconomic imrzada in the majority of Member States.

The specific recommendations concern the Europeldar Bf Social Rights, higher quality
employment and collective bargaining, and socialagjue and salary increases. Also the reform
of public administrations, including measures agiadorruption, and of business environments,
as well as improving relations between both spharesb the financing of businesses. While
defending the neutral fiscal stance, it recommesfierming the pension and health systems in
order to cope with the ageing population.

General and specific comments
Economic policy strategy and reform of the EMU

The EESC reiterates the need for a general econpaticy strategy that takes into account
international agreements, environmental sustaitabibjectives, the reduction of energy
dependency, the digital revolution, and other dglatizallenges. The EESC appreciates the
Commission's initiatives in these areas but, astated in its opinion on thEconomic and
monetary union package4, it feels that there is no economic strategy atogean level that
covers them, nor sufficient resources to finaneath

The EESC expresses its concern that the reforrheof=EMU is being diluted by the lack of
political leadership, by the delay in adopting tegons and by the lack of commitment on the
part of many governments in the euro area; thiseames the risk that the EU may not be ready
for the next recession.

An economic policy that favours sustainable growthst be based as much on promoting a
business environment that is favourable to investra@d improving productivity as it is on
fostering social cohesion, particularly through swas that contribute to the eradication of
poverty and the reduction of social inequalities.

The EESC calls on the Commission to ensure theeimghtation of the European Pillar of
Social Rights and to follow the recommendationstltd EESC opinion on Funding the
European Pillar of Social Rigl‘?tsand regrets that the Council's recommendatiorsb tha

Commission's 2021-2027 MFF proposal make no referemo this. Likewise, the

0J C 262, 25/07/2018, p. 28

0J C 262, 25.7.2018, p. 1
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recommendations of the high level group on investim social care and supp%rsthould be
taken into account.

The EESC believes that the annual recommendatiotiseoeconomic policy orientation for the
euro area should be set out as part of a genesabatc policy strategy that uses the 2030
Agenda, the SDGs and compliance with the Paris éxgemt on climate change as points of
reference. Economic policy must foster the conssacof a sustainable European economic
model, which reduces energy dependence throughghef clean and renewable energy, and
which incorporates the effects of the digital reniin, ensuring fair transitions for workers.

The Council's recommendation: reasons for a modexigtpositive fiscal stance

The EESC reiterates the conclusions of its opirdonthe Recommendation for a Council
Recommendation on the economic policy of the euro area’, in which the EESC expressed its
agreement with the objectives of the proposed Casion recommendation and with many of
its proposals, and also mentioned its disagreemetit the broadly neutral fiscal stance
recommended for the euro area. The EESC repeatallittor a positive aggregate fiscal stance
in the euro area, mainly based on a fiscal expansfocountries with balance of payments
surpluses and debt levels that are sustainableitohg term.

The EESC believes that this approach would helpviercome the negative legacy resulting
from the prolonged and excessive consolidation areasthat were applied in some Member
States. Member States with current account surplugeould implement measures that
encourage investment and sustainable social spgnalimd that support domestic demand and
growth potential, thus facilitating rebalancing.

The EESC recognises there are limitations to a mghun fiscal policy at the level of the EU
because of the limited nature of the economic utinat relies mainly on the coordination of
economic policies of its constituent states comgbavigh the full monetary union. In particular,
the EESC draws attention to the fact that, to ddte,Commission and the Council have paid
little attention to the asymmetric nature of thedpean Semester process, which focuses solely
on ensuring that remedial action is taken in MemBgates with deficit balances. The
Commission and the Council should propose meastvais would prevent both excessive
deficits and surpluses.

The investment gap in the euro area

Another reason to question the neutral fiscal gtdadhe investment gap in the euro area. A
return to pre-crisis levels has not been achieVlic investment has decreased from an
essentially stable level of 3.2% of GDP (in 199D20and between 2009 and 2013), to a level
of 2.6% of GDP in 2017 and 203& his gap is one of the most negative factoriéngconomic

Investing in Social Care & Support. A European Imperative, November 2017.

0J C 197, 8.6.2018, p. 33

European Economic Forecast, spring 2018. Statisiitnex, p. 165.
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situation and represents a serious handicap fdiuthee of Europe's economy and societies. As
a result, the EESC reiterates its req?malsat the financial "golden rule" be applied, irmert
words that investment expenditure should not bentsmlifor the purposes of compliance with
the SGP deficit targets, bearing in mind the sostality of public finances in the long term.
The EESC draws attention to the fact that spendingey on productive investment may also
contribute to this sustainability.

It is important to underline that this investmeapgds also found in Member States that ought to
contribute to a more active European fiscal poli8ysignificant example might be public
investment in Germany. The German public investmeas 2.19%° of its GDP between 2013
and 2017, one of the lowest rates in the euro #ieaet rate of public capital formation (taking
into account the depreciation of the capital stoe&¥ negative (-0.08%) in the same period, as
it was in 2003-2007 (-0.11%), and was only +0.0602008-2012. Meanwhile, the net rate of
private capital formation, which was between 6% 8% of GDP in the 1990s, fell from 3.2%
to 2.2% of GDP between 2008 and 2017. At the same, tGermany financed investments in
other countries. Its balance of payments surpl890% of GDP in 2017 — is forecast to reach
7.9% in 2018 and 7.6% in 2019. The recommendatairthe Council and the Commission
should send an important signal and help to rentbdylow domestic investment level in
Germany. Improved credibility in the sustainabiliifeconomic policies should promote public
and private investments also in other countriegggpcing current account surplujsjes

The EESC calls on the Commission and the Coumdiing into account Article 3 of the Treaty
on European Union, to treat the growth of investhrates as a priority aim of the euro area's
economic policy guidelines, until they return tearisis levels. This growth should be geared
towards a model of sustainable development inhteet dimensions: economic, social and
environmental.

Economic growth and risk factors

According to the Commission's summer economic fsts growth prospects point to
continued growth, with some slowing down: 2.4% (202.1% (2018) and 2.0% (2019) in the
euro area and 2.6% (2017), 2.3% (2018) and 2.1%9{(20 the EU27. In the rest of the world,
minus the EU, growth is expected to be 3.9% in 2@17Z% in 2018 and 4.1% in 2019. The
flexibility in the implementation of the SGP intnackd by the Commission in January 2015
by means of the "investment clause" and the "siratreform clause" has doubtless helped to
bring about these positive effects. The recentsassent of the results in the Commission

10

11
12
13

Made in its opinion on thdecommendation for a Council Recommendation on the economic policy of the euro area,

0J C 197, 8.6.2018, p. 38nd previous opinions.

This and all following investment data is takeonfi: A. Roth and G. WolffUnderstanding (the lack of) German public investment,
Bruegel Foundation, blog post, 6 June 2018.

Such is the case of the Netherlands, Irelandtavéald Slovenia in the euro area, as well as Denmaside the euro area.

European Economic Forecast, summer 2018

See the Commission CommunicationMaking the best use of the flexibility within the existing rules of the Stability and Growth
Pact, COM(2015) 12 final
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Communication on "The review of the flexibility ueidthe Stability and Growth Pact" indicates
this™,

The expansionary monetary policy is coming to ad. eQuantitative easing will end in
December when the ECB stops buying assets. Asnofngn 2019, following the assessment of
the medium-term inflation outlook, the referencteinst rates may begin to rise. The ECB
president, Mario Draghi, has been insisting foresalvyears that fiscal policy, together with
appropriate structural reforms, should aid monefajcy in order to strengthen recovery and
achieve the inflation targets. As have the IMF, @ECD, and many academic circles. With
regard to fiscal policy, this request has not beden on board by European policy-makers.
Now that monetary policy is retreating, a more\afiiscal policy in the euro area is all the
more necessary.

There are other economic and social factors, atetnial political imbalances, as well as
economic risk factors and global geopolitical uteeties, which should also encourage the use
of fiscal policy to strengthen growth and to oveneothe consequences of the crisis, which are
still being felt in many European countries. WHat EESC is proposing helps to better ensure
medium-term financial sustainability and to redtleeimbalance of excessive surpluses.

In order to overcome and counteract the politinatability and the centrifugal forces that have
been growing within the EU since the crisis andstjoeing its very existence, there is a need
for robust projects to reform the EMU and the EWoiring more integration with more
democracy and a stronger social dimension; theaéssa need to strengthen growth by means
of budgetary and fiscal policies, with a model tpadbmotes the reduction of inequality in
income distribution. This is possible without cadjiinto question the future sustainability of
public finances. A strategy to complete the EMUuWt@lso be launched, incorporating all EU
Member States that are not constitutionally exempt.

Outbreaks of global geopolitical instability (somiethem in the EU's neighbourhood), and the
deterioration in transatlantic relations in relatio trade, the environment and foreign, security
and defence policy brought about by the decisionghe current American administration,
prompt the EESC to underline the importance of enguhat the EU has a strong economy that
supports its political leadership in the world. ade war on several fronts, coinciding with a
rise in economic and political nationalism, woulgate a high-risk economic and geopolitical
scenario. The EU should try to avoid this and eifessary, be prepared to deal with it.

Despite the rise in the price of oil and raw malestiinflation in the euro area is forecast to
remain stable at around 1.7% between 2017 and gifimer forecast), with core inflation
(1.1%) far from the inflation target. In the EES@@sw, these are new reasons to argue against
withdrawing from expansionary monetary policy whidking a neutral fiscal stance, not to
mention a negative one, as the European FiscaddBsadvocating for 2018

14

15

SeeCOM(2018) 335 final
European Fiscal Boar, t of the fiscal stance appropriate for the euro area in 2019, 18 June 2018.
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Wages, employment and collective bargaining

3.18 In 2017, the average real rise in wages was o@Bp@ver the previous year in the 19 euro area
countries. In seven of them, wages fell. The faseéafor 0.9% in 2018 and 0.3% in 209
Real unit labour costs in the euro area are fotaodsll in the three years studied: 0.3%, 0.1%
and 0.6%. On the other hand, real productivity grupied person, which rose 0.8% in 2017,
will return to 1% in both 2018 and 2079

3.19 The unemployment rate in the euro area was 9.12017, which was still higher than before
the crisis — 8.4% (2004-2008). The gap between Mmn$iates is very large: in 2017, the
unemployment rate ranged from 3.8% in Germany to5%1in Greece. The youth
unemployment rate remains very high — above 15%th-major disparities, and extremely high
rates in Greece (43.2%), Spain (35%) and Italy5®3. The rate of temporary employment
continues to grow: an average of 12.2%, in 201mpared to 11.5% in 2012. Part-time work is
also increasing: 19.4% in 2017, compared to 17520078,

3.20 Despite the economic recovery, in many countrieseths a discrepancy between previously
existing jobs and newer ones, which are more picaand offer lower wages. This gap is also
generational: it particularly affects young peopds, well as many workers in the digital
economy whose work depends on online platforms.rébemmendations made by the Council
and the European Semester have revealed their rcorad®ut improving the quality of
employment. The EESC calls for concrete plans aedsures to ensure that this is a priority.
The participation of the social partners in themim of the necessary measures, by means of
social dialogue and collective bargaining, is e8akrikewise, it is essential that measures are
taken enabling the lowest wages to be significainityeased. The participation of civil society
organisations in improving workers' social andriyiconditions should also be encouraged.

3.21 The Council's recommendation on the rise in waifieigjidly applied, would only affect a small
number of countries and could lead to additiongbdjences between them as well as to an
increase in inequalities. The EESC considers tiairicrease in productivity brought about by
greater investment, more innovation and bettemittgi of workers should improve the
competitiveness of the weaker European econongespposed to internal devaluations which,
moreover, have undesirable social consequencesin€rease in wages also contributes to the
growth of domestic demand and promotes fiscal ls@léinrough increased tax revenues.

3.22 In any case, wage levels need to be determinedhbysbcial partners through collective
bargaining. Legislation may also contribute to tinicertain Member States, at least as far as
minimum wages are concerned. The European Senwsteid encourage Member States to
adopt measures that strengthen collective bargpirbased on the autonomy of the social
partners as well as on social dialogue, particularlthose Member States where these have

16 . . .
European Economic Forecast, spring 2018. Stalsnnex, p. 172.

17
Ibid., pp. 172-174, and Eurostat.

18
Ibid., p. 171, and Eurostat.
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been weakened by crisis management policies, oreatés right does not currently exist, in
spite of the provisions of Article 28 of the EU Ctes of Fundamental Rights.

Productivity, business environment and financing pfivate investment

The EESC is concerned by the decrease in the Eduptioity growth rate over the last few
decades. A recent OECD st&ayshows that the average growth rate in output par twvorked

in the EU was 0.6% in 2007-2016 — a steady falinfthe 2.2% it reached in 1990-2000. This
was below the average rate for the OECD (0.8%),fantbelow non-OECD countries (5.0%)
during the same period. Presenting the s’t%dl;he Secretary-General of the OECD, Angel
Gurria, said that productivity growth required maegital investment in RDI and in education
and vocational training, in addition to good regjola and governance. The EESC fully agrees
with this opinion.

In the same study, the OECD emphasises that thieuglget is small and has been decreasing in
relation to European GNI since 1993The EESC is very concerned to find that thisdren
would continue if the post-2020 MFF is adopted egppsed by the Commission, making it
more difficult to act to achieve upwards econonmma @ocial convergence among European
countries. As noted in its opinion on tReflection Paper on the Deepening of the Economic

and Monetary Union®?, the fact that an agreement has yet to be reaehttd regard to
completing the EMU along the lines explored in theture of Europe reflection papers is
having a negative impact on this situation.

The EESC agrees with the Council's recommendatioproductivity growth and the role that
investment in RDI plays in this regard, as welltls country-specific recommendations that
refer to improving public administrations and besis environments.

Business investment needs to be encouraged in trg@omote growth. The EESC reiterates
the importance of quickly completing the Capitalrkts Union and finalising the process to

establish the Banking Union. The EESC is conceaielit the delays that the Banking Union is
experiencing — as a common protection mechanisimg tlse ESM, has still not been provided

for the Single Resolution Fund — and about theambss being encountered in the effort to set
up a European deposit insurance scheme (EDIS),hwdocbeyond the justified fears that the

large number of non-performing loans in some coesittan caudd

19

20

21

22

23

2018 OECD Economic Surveys of the Euro Area andethePresentation/summary, 19 June 2018, p. 21.

Brussels, 19 June 2018, Bruegel Foundation.
Ibid., OECD, pp. 25-30.

0J C 81, 2.3.2018, p. 124

The EESC's position on this can be found inision on theNon-performing loans package, ©J C 367, 10.10.2018, p. 43
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The fight against tax crime and in favour of fairaixation

It is very difficult to guarantee the sustainalyilaf public finances and to implement strong
social and investment policies while the currenels of tax fraud and avoidance, money
laundering by tax havens and unfair tax competitetween EU states persist. In the IMF's
publicationFinance & Development, an important articfé showed that around 40% of global

FDI — some USD 12 trillion — is "phantom investneme. it consists of financial investment

passing through empty corporate shells with noaetVity. The use of intermediaries, or pass-
through entities, does not in itself imply tax alemce, but it certainly implies more

opportunities for tax avoidance and even tax evadibe article also states that 9.8% of global
wealth is in tax havens.

The EESC reiterates the need to urgently implenagltitional effective measures against
misappropriation of public funds, tax evasion, moteundering, tax havens and unfair tax
competition, starting with the implementation oé tfifth Directive against money laundering
and terrorist financin?ﬁ and drawing up a single consistent and relialskedi real tax havens
worldwide to which appropriate sanctions are applie

Effective measures should also be taken to combgteasive tax planning practised by

multinational companies, particularly in the digggonomy. This crucial fight must be able to

blend the broad thrust of global measures withrateasures that can be applied in the EU. At
the same time, appropriate tax harmonisation ingbm area and in the EU needs to be
progressively developed.

Brussels, 17 October 2018

Luca JAHIER
The president of the European Economic and Sodiair@ittee

24

25

J. Damgaard, T. Elkjaer and N. JohanneBesicing The Veil: Some $12 trillion worldwide is just phantom corporate investment,
Finance & Development, 10 June 2018.

Directive (EU) 2018/843, OJ L 156, 19.6.2018, p. 43

ECO/475 — EESC-2018-02936-00-00-AC-TRA (EN) 11/11



