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The dissolution of the Soviet Union in 1991 and the end of the Warsaw Pact marked a turning point in European history. The division of Europe had 
come to an end. A new order would be established. The countries of Central and Eastern Europe, occupied for decades and forcefully kept under 
communist rule, finally regained their freedom. Western Europe was no longer threatened by a nuclear superpower.

25 years later, what has been made of this opportunity?

I. THE PAST QUARTER OF A CENTURY:  
WHAT HAS BEEN ACHIEVED?

The short twentieth century between the beginning of the First World War and the end of the Soviet Union 
threatened mankind with two totalitarian ideologies that not only destroyed individual freedom, but cost 
together more than 100 million lives through war, persecution and famine. Hitler, Stalin, Mao and Pol Pot 
stand for mass murder of hitherto unknown dimensions. That totalitarian threat has been overcome.

VICTIMS OF COMMUNISM

65 million in People’s Republic of China 
20 million in the Soviet Union 
2 million in Cambodia 
2 million in North Korea 
1,7 million in Ethiopia 
1, 5 million in Afghanistan 
1 million in the Communist States of Central and Eastern Europe 
0,15 in Latin America, mainly Cuba

1989

SUPPRESSION OF DEMOCRACY IN CENTRAL AND EASTERN EUROPE

Estonia  6 August 1940 (annexed by Soviet Union) 
Latvia  6 June 1944 (annexed by Soviet Union) 
Lithuania  31 July 1944 (annexed by Soviet Union) 
Poland  31 December 1944  
Yugoslavia  29 November 1945 
Bulgaria  15 September 1946 
Romania  30 December 1947 
Czechoslovakia  25 February 1948 
Hungary  20 August 1949

SOVIET OCCUPATION FORCES IN EAST GERMANY 
338 000 troops - 4000 tanks - 4000 artillery pieces - 8000 armoured vehicles 
777 barracks - 47 airfields with 700 aircrafts and 700 helicopters - in 275 locations

STASI 
91 000 agents in East Germany - 1500 in West Germany

1. THE DESTRUCTION OF TOTALITARIAN THREAT
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I. THE PAST QUARTER OF A CENTURY:  
WHAT HAS BEEN ACHIEVED?

The institutions of the West have been firmly established 1.000 km to the East. Membership of the European 
Union requested the most fundamental modernisation of the legal order as a precondition. Human rights, 
parliamentary democracy, the rule of law and a functioning market economy form now the common basis 
of social order. NATO provides security from aggression for its members old and new.

2. THE WEST PEACEFULLY ESTABLISHED 1000 KM EASTWARDS

First free political  
movements

Reestablishment  
of democracy First free elections New Constitution European Union  

membership

Czech Republic 19 November 1989,  
Civic Forum 29 March 1990 8 June 1990 16 December 1992 1 May 2004

Bulgaria 7 December 1989, 
Union of Democratic Forces 15 November 1990 10 June 1990 12 July 1991 1 January 2007

Croatia 17 June 1989, 
Croatian Democratic Union  14 February 1990 22 April 1990 22 December 1990 1 July 2013

Estonia 12 October 1991,  
Estonian Centre Party 

16 November 1988  
(Declaration of Sovereignty)  

20 August 1991  
(Independence restored)

18 March 1990 28 June 1992 1 May 2004

Latvia Late 1980s', Latvian National 
Independence Movement

19 March 1991  
(Independence restored) 18 March 1990 6 July 1993 1 May 2004

Lithuania
Late 1980s' Sąjūdis,  
an anti-Communist 

independence movement

11 March 1990  
(Act of the Re-Establishment of 

the State of Lithuania)
24 February 1990 25 October 1992 1 May 2004

Poland 17 September 1980,  
Solidarność 7 April 1989  4 June 1989 2 April 1997 1 May 2004

Romania  22 December 1989,  
National Salvation Front  22 December 1989  20 May 1990 21 November 1991 1 January 2007

Slovakia 19 November 1989, Public 
Against Violence Movement 29 March 1990 8 June 1990 1 October 1992 1 May 2004

Slovenia  
12 May 1988, Slovenian People’s 

Party (SLS);  
10 March 1989, Slovenian Chris-

tian Democrats (SKD)
7 March 1990 8 April 1990 23 December 1991 1 May 2004
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I. THE PAST QUARTER OF A CENTURY:  
WHAT HAS BEEN ACHIEVED?

The European Union itself has changed its very nature. The Treaties of Maastricht, Amsterdam, Nice and 
Lisbon concluded over the past quarter of a century represent a qualitative jump forward in scope, efficiency 
of decision making and democratic quality. The Union nowadays solidly complements the Nation State in a 
system of multi-level governance based on the principles of subsidiarity and proportionality.

3. THE UNION FIRMLY ESTABLISHED THROUGH A SERIES OF TREATIES

TREATIES NAME SIGNATURE ENTRY INTO FORCE KEY ACHIEVEMENTS 

MAASTRICHT TREATY 
(TUE and TCE) 

7 February 1992 1 November 1993 Paves the way for the creation of the European Union and the euro. It 
introduces the codecision procedure giving Parliament an equal say with the 
Council in some areas of legislation and gives Parliament the power to approve 
the Commission as a whole.

AMSTERDAM TREATY  
(TUE and TCE)

2 October 1997 1 May 1999 Simplifies and broadens the application of the codecision lawmaking 
procedure.

NICE TREATY  
(TUE and TCE)

26 February 2001 1 February 2003 Reforms EU institutions to allow for the EU enlargement to Eastern Europe.  
It further extends the application of codecision. 

LISBON TREATY 13 December 2007 1 December 2009 Completes the institutional reform of the EU and makes the Charter of 
Fundamental rights legally binding. 
The Parliament becomes an equal law maker with the council. Parliament now 
elects the President of the European Commission.

ESM TREATY 
(Treaty Establishing the European 
Stability Mechanism signed by 
the Eurozone Members (19)) 

2 February 2012 27 September 2012 Creates the European Stability Mechanism (ESM), to act as a permanent source 
of financial assistance for Member States in financial difficulty.

FISCAL COMPACT  
(Treaty on Stability, Coordination 
and Governance in the Economic 
and Monetary Union or Fiscal 
Stability Treaty) 

2 March 2012 1 January 2013 Strengthens the economic pillar of the Economic and Monetary Union
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I. THE PAST QUARTER OF A CENTURY:  
WHAT HAS BEEN ACHIEVED?

The Euro as the common currency for more than 300 million citizens is globally the second currency after 
the Dollar. It has allowed the participating countries to finance themselves at historically low cost driving 
for many years an agenda of economic conversion, which has also lead to complacency. Complemented by 
new rules and institutions during the financial crisis the Eurozone is now better equipped to master adverse 
economic conditions. Increased productivity and competitiveness and the reduction of public and private 
debt remain nevertheless preconditions for its future stability.

4. THE EURO AS A CURRENCY FOR MORE THAN 300 MILLION CITIZENS

INFLATION RATE IN THE EUROZONE
1997: 1,6%
2015: 0%

GLOBAL RESERVES IN EURO
1999: 18% 
2007: 26%  
2014: 22%

MORTGAGE RATES 2003-2015

Source: ECB
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25 years after the collapse of the Soviet Union the agenda has to be newly defined. New challenges have to be mastered both internally and 
externally. To the East, a resurgent Russia imposes a military veto to further EU enlargement. To the South, radical Islam threatens to destabilise the 
whole Middle East, North Africa and the Sahel with dramatic consequences on migrations patterns. In the meantime, the US are pivoting towards 
a quarrelling Asia. Dissatisfaction of those feeling left behind by the globalized and digitalized economy fuels the rise of populist parties usually 
hostile to the open economy and to European integration.

II. THE CHALLENGE TODAY

Russia continues to disrespect the sovereignty of its neighbours. Moves by neighbouring countries to 
integrate into western institutions are answered by threats, division and occupation as experienced in 
Georgia and Ukraine. Russia is effectively drawing a red line to a continuation of the European integration 
process towards the east and underpins this if necessary by military means. It’s military capacities are 
rapidly enlarged and modernised.

1. RESURGENT RUSSIA TO THE EAST

RUSSIA MILITARY SPENDING (PART OF GDP, WORLD BANK FIGURE)
2011: 3.7% 2012: 4.2%
2012: 4% 2014: 4.5%

RUSSIA MILITARY INTERVENTIONS SINCE THE END OF THE SOVIET UNION
Abkhazia (1991-93), Transnitria (1992), Tadjikistan (1992-1997), Georgia (1991-1993), First Chechen War (1994-1996), 
Dagestan (1999), Second Chechen War (1999-2009), Georgia (2008), North Caucasus (2009-...), Crimea (2014), Donbas 
(2014), Syria (2015-2016)

RUSSIA MILITARY TROOPS AND BASES BEYOND BORDERS
Armenia 5000, military base + air base
Belarus 1500, air base
Georgia Abkhazia: 3500
 South Ossetia: 4000
Kazakhstan 1000, radar station and Baikonour Cosmodrome
Kyrgystan air base
Moldova 1500 peacekeepers in Transnistria
Tadjikistan 7500, military base
Ukraine Crimea (annexed): 26000, Black Sea Fleet
Syria                    Naval facility in Tartus
                            Air Forces deployment in Latakia

MURDER OF JOURNALISTS (2000- 2010) 
26 including Paul Klebnikov (2004), 
Anna Politkovskaya (2006), Daniel McGrory 
(2007), Anastasia Barburava (2009),  
Natalia Estemirova (2009) 

MURDER OF KEY OPPOSITION FIGURES 
AND ACTIVISTS (1998-2015)
Galina Starovoitova (1998), Sergei Yushenkov 
(2003), Nicolai Girenko, Andrei Kozlov (2006), 
Alexander Litvinenko (2006), Stanislav 
Marketov (2009), Boris Nemtsov (2015)

CONCENTRATION OF INCOME (2013) : 
110 RUSSIAN CITIZENS CONTROL 35% 
OF TOTAL HOUSEHOLDS’ WEALTH. 
This is the highest level of inequalities in the 
world according to a Credit Suisse study. 
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II. THE CHALLENGE TODAY

Radical Islamic groupings are undermining state structures across the Islamic world wanting to literally 
reinstall a seventh century legal order across existing state boundaries. Their main enemies are their fellow 
Muslims disagreeing on the understanding of Islam. They already severely weakened state structures in 
Pakistan, Afghanistan, Iraq, Syria, Sudan, Libya, Mali and Yemen and are exporting terror worldwide. Sectarian 
violence risks to escalate into all out Sunni Shia confrontation. This is the face of today’s totalitarism.

2. AGGRESSIVE RADICAL ISLAMISM TO THE SOUTH
EPRS  Global terrorism: trends in 2014/2015
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Endnotes 
 

1 Any  reference  to a  'terrorist act' or  'terrorist group'  in  this briefing  reflects  its  inclusion  in  the Global Terrorism 
Database and therefore should not be interpreted as the European Union's position or the author's personal view. 
The decision whether to regard a specific group as a terrorist organisation is left to the reader's discretion. 

2 In addition to the EU, the following Member States have signed the Additional Protocol: Belgium, Estonia, France, 
Germany, Italy, Latvia, Luxembourg, Poland, Slovenia, Spain, Sweden, and United Kingdom. 

Annex 1 – Organisations listed as terrorist groups and/or subject to sanctions  
Terrorist organisation  EU*  US  UN** 
Abu Sayyaf Group (ASG)  Y(B)  Y  Y(1) 
Al Mourabitoun  Y(B)  N  Y(8) 
Allied Democratic Forces (ADF)  Y(B)  N  Y(9) 
Al‐Nusrah Front / Jabhat al‐Nusrah  Y(A)  Y  Y(8) 
Al‐Qaeda  Y(B)  Y  Y(1) 
Al‐Qaeda in the Islamic Maghreb (AQIM)  Y(B)  Y  Y(1) 
Al‐Qaeda in the Arabian Peninsula (AQAP)  Y(B)  Y  Y(5) 
Al‐Shabaab  Y(B)  Y  Y(4) 
Ansar al‐Shari'a   Y(B)  Y  Y(10) 
Ansar Bayt al‐Maqdis  N  Y  N 
Donetsk People's Republic and Luhansk People's Republic  N(C)***  Y  N 
New People's Army (NPA)  Y(A)  Y  N 
Eastern Turkistan Islamic Movement (ETIM)  Y(B)  N  Y(2) 
Boko Haram   Y(A)  Y  Y(8) 
Hamas, including Hamas‐Izz al‐Din al‐Qassem  Y(A)  Y  N 
Haqqani Network (HQN)  Y(B)***  Y  Y(7) 
Houthi movement   N(B)***  N  N(11)*** 
Islamic State of Iraq and the Levant (ISIL) / Da'esh  Y(B)  Y  Y(8) 
Lashkar‐e Tayyiba (LeT)  Y(B)  Y  Y(3) 
Revolutionary Armed Forces of Colombia (FARC)   Y(A)  Y  N 
Mouvement pour l’Unification et le Jihad en Afrique de 
l’Ouest (MUJAO)  Y(B)  N  Y(6) 

Tehrik‐e‐Taliban Pakistan (TTP)  Y(B)  Y  Y(6) 
Sources: United Nations, Council of the European Union, US Department of State. 
*  Pursuant  to  (A)  List  of  terrorist  organisations  in  the  Council  Decision  (CFSP)  2015/1334,  (B)  the  EU's  regime 
implementing UN Security Council resolutions, (C) the EU's own sanction regime. 
** Sanctions pursuant to UNSC (1) Resolution 1333 (2000) (2) Resolution 1390 (2002) (3) Resolution 1526 (2004) (4) 
Resolution  1844  (2008)  (5)  Resolution  1904  (2009)  (6)  Resolution  1989  (2011)  (7)  Resolution  1988  (2011)  (8) 
Resolution 2083 (2012) (9) Resolution 2078 (2012) (10) Resolution 2161 (2014) (11) Resolution 2140 (2014) 
*** Sanctions do not concern the whole group but rather specific individuals. 

Disclaimer and Copyright 
The content of this document  is the sole responsibility of the author and any opinions expressed therein
do  not  necessarily  represent  the  official  position  of  the  European  Parliament.  It  is  addressed  to  the 
Members  and  staff  of  the  EP  for  their  parliamentary  work.  Reproduction  and  translation  for  non‐
commercial purposes are authorised, provided the source is acknowledged and the European Parliament is
given prior notice and sent a copy. 

© European Union, 2015.  

Photo credits: © paveu / Fotolia. 
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Source: START, 2015; Graphics: EPRS. 

Territorial expansion and consolidation 
Intelligence reports suggest that ISIL/Da'esh  is  increasing  its operations  in Central Asia, 
particularly in Uzbekistan and Turkmenistan. The Western Balkans, too, are increasingly 
at the centre of attention given their role as hubs  for transit and  logistics  for  jihadists 
travelling to and from the conflict zones  in Syria and  Iraq. Several smaller groups have 
also emerged – for instance, ISIL/Da'esh affiliated Ansar Biet al‐Maqdis in Egypt and al‐
Qaeda's  offshoot  al‐Mourabitoun  in  Mali  –  highlighting  their  continued  capacity  to 

• Donetsk People's Republic
• Luhansk People's Republic
• Right Sector

Ukraine
• Abu Sayyaf Group 

(ASG)

Philippines

• Eastern Turkistan 
Islamic Movement

• Uighur separatists

China

• Seleka
• Anti-Balaka Militia

Central African 
Republic

• Haqqani Network
• Taliban

Afghhanistan

• Ansar Bayt 
al-Maqdis

Egypt

• Islamic State of Iraq and the Levant (ISIL)
• Al-Nusrah Front
• Islamic Front
• Free Syrian Army

Syria
• Azawad National 

Liberation 
Movement 
(MNLA)

• Movement for 
Oneness and 
Jihad in West 
Africa (MUJAO)

Mali

• Ansar al-Sharia (Libya)
• Haftar militia
• Al-Zintan Revolutionaries' 

Military Council

Libya

• Islamic State of Iraq and the Levant (ISIL)
• Military Council of the Tribal Revolutionaries (MCTR)
• Al-Naqshabandiya Army
• Asa'ib Ahl al-Haqq

Iraq

• Communist Party of India - 
Maoist (CPI-Maoist)

• National Democratic Front of 
Bodoland (NDFB)

India

• Tehrik-i-Taliban Pakistan (TTP)
• Lashkar-e-Balochistan
• United Baloch Army (UBA)

Pakistan

• South Sudan's Liberation 
Movement (North)

Sudan

• al-Shabaab
Kenya

• Allied Democratic 
Forces (ADF)

Democratic 
Republic of Congo

• Allied 
Democratic 
Forces (ADF)

Uganda

• Boko Haram
• Fulani Militants
• Tarok Militia

Nigeria

• Boko Haram
Cameroon

• al-Shabaab
Somalia

• Al-Qaeda in the Arabian Peninsula (AQAP)
• Huthis
• Al-Islah Party

Yemen

• Sudan People's Liberation Movement in Opposition (SPLM-IO)
South Sudan

MAP 3. MOST DANGEROUS PERPETRATORS (2014 BY REGION)

Al-Nusrah Front Islamic State of Iraq and the Levant (ISIL)Ansar al-Sharia

Ansar Bayt 
al-Maqdis

Abu Sayyaf Group (ASG)Boko Haram

Movement for 
Oneness and 
Jihad in West 

Africa (MUJAO)

Seleka

Fulani Militants

Taliban

al-Shabaab

Al-Qaeda in the 
Arabian Peninsula 
(AQAP)

Allied Democratic Forces (ADF)

Tehrik-i-Taliban Pakistan (TTP)
National Democratic Front of Bodoland (NDFB)

MAP 4. PERPETRATOR ORGANISATIONS OPERATING IN MORE THAN ONE COUNTRY (2014)

ORGANISATIONS LISTED AS TERRORIST GROUPS GLOBAL TERRORISM TRENDS IN 2014/2015

Source: EPRS
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II. THE CHALLENGE TODAY

Exhausted from its military engagements in Iraq and Afghanistan and burdened by rapidly rising state debt 
in consequence of the financial crisis the United States under President Obama have increasingly opted to 
take a back-seat in the Middle East. The shale gas revolution will in the mid-term provide the US with energy 
independence. Asia is the new focal point of American foreign policy. American expectations for Europe 
to sort out conflicts in its immediate neighbourhood by itself are rapidly growing as witnessed during the 
Lybia crisis.

3. THE UNITED STATES TAKING A BACK-SEAT

3

EPSC Strategic Notes

The Economics of Defence:  

Waste and Shortfalls

Collectively, Europe is the world’s second largest military 
spender. But it is far from being the second largest 
military power – a clear consequence of inefficiency 
in spending and a lack of interoperability. And while 
most defence budgets in Europe have been contracting 
in past years - military expenditure among EU 28 has 
fallen by 9% since 2005 - countries such as China, 
Russia and Saudi Arabia have been upgrading their 
armies on an unprecedented scale (Figure 1).

If we look at our defence capabilities, we see ageing 
technologies, growing shortfalls and the absence of new 
programmes. Past operations like Libya in 2011 and 
Chad in 2008 have uncovered a critical shortage of key 
enablers, such as air-to-air refuelling and strategic lift. 
Readiness levels for fighter jets, attack and transport 
helicopters are reported to stand at below 50% for 
several Member States.2 Stories of troops training 
without adequate equipment have been also widely 
publicised in the press, and when new capabilities are 
added to a country’s military line-up, the means to 
deploy or use them often lack. 

At the same time, Europe continues to pursue costly 
duplications of military capabilities: in 2013, 84% of 
all equipment procurement took place at national 
level, thereby depriving countries of the cost 

savings that come with scale (Figure 2, p. 4).3 The 
lack of interoperability between 28 European armies 
significantly slows down the EU’s ability to intervene 
collectively in expeditionary missions where European 
interests and values are at stake. At the same time 
the overall decrease in spending results in insufficient 
investment in new technologies and prevents renewal of 
military programmes. Since 2006, European investment 
in defence R&D and R&T has declined by almost 30%. 

Since new capabilities and collaborative programmes 
take time to develop, Europe should take action now 
to ensure its defence doesn’t become compromised in 
the near future. Because of the current economic 
situation in Europe, increasing spending on 
defence can only go so far. To get more “bang for the 
buck”, the EU should tap into the potential which lies in 
integrating its capabilities. Savings that could be made 
from integrating European defence are significant: an 
estimated €600 million could be saved from the sharing 
of infantry vehicles and €500 million from having 
a collective system of certification of ammunition.4 
Another study estimates that the average cost of 
deploying a European soldier on missions abroad is 
€310,000 higher than that of a US soldier, meaning that 
common and fully interoperable European armed forces 
could lead to potential savings of €20.6 billion per year.5 
Overall, the lack of coordinated spending means that, 
“at a cost of more than half of that of the US, 
Europeans obtain only a tenth of the capacity”.6

United States
-0.4%

460 bln euro
1,433,150  

EU28
-9%

210 bln euro
1,526,000 

Saudi Arabia
+112%

61 bln euro
227,000 

Russia
+97%

64 bln euro
771,000 

India
+39%

38 bln euro
1,346,000 

China
+167% 

163 bln euro
2,333,000 

Change in military spending, 2005-14      Military spending, 2014       Armed forces

Figure 1: Shift in Global Military Power 

Sources: SIPRI Military Expenditure Database, 2014; Military Balance 2015, International Institute for Security Studies 

SHIFT IN GLOBAL MILITARY POWER

Source: SIPRI Military Expenditure Database, 2014; Military Balance 2015, International Institute for Security Studies, Barnier Study



11

II. THE CHALLENGE TODAY

The end of the Soviet threat has brought about a massive reduction of investment in defence capabilities in 
Europe. Most European members of NATO are far away from the self-imposed goal of 2% of GDP spending on 
defence. The capacity of self-defence against foreign attack has been hollowed out in favour of deployability 
of troops abroad and cost reductions.

4. STRUCTURAL DISARMAMENT IN EU MEMBER STATES

DEFENCE EXPENDITURE (CONSTANT 2013 US DOLLARS)
1991 2015

United Kingdom 62.85 billion $ 59.02 billion $
France 71.11 billion $ 51.25 billion $

Germany 67.2 billion $ 42.87 billion $
Italy 37.54 billion $ 22.36 billion $

Poland 4.86 billion $ 10.36 billion $

TOTAL ACTIVE MILITARY PERSONNEL
1991 2015

United Kingdom 300 100 145 690
France 453 000 210 000

Germany 467 000 181 207
Italy 361 400 176 000

Poland 305 000 99 300

MAIN BATTLE TANKS-ARMY
1991 2015

United Kingdom 1 314 227
France 1 349 200

Germany 7 000 410
Italy 1 220 160

Poland 2 850 926

Source: Atlantic Council
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II. THE CHALLENGE TODAY

Asia’s economic rise has not been accompanied by a maturing regional order. Japan has established a 
functioning democracy, but not managed to integrate into the region addressing its historical guilt and 
imperial past. China has lifted hundreds of millions of its citizens out of poverty, but it’s more and more 
aggressive claims on the South China Sea bring it into severe conflict with all its southern neighbours. North 
Korea is on its way to establish itself as a nuclear power. Military expenditure in the region is rising at a 
breath-taking pace.

5. ASIA AS A QUARRELLING ECONOMIC POWER HOUSE

  

authorities’ ability to manage events. They are now facing a much bigger challenge.
Along with continued market instability, the authorities find themselves having to
curtail capital flight (itself a symptom of declining confidence), while at the same
time pursuing the goal of currency convertibility. How can they ensure that the
currency doesn’t plummet in value once it is freed up, while at the same time cutting
interest rates and pumping more stimulus into a slowing economy? 

In essence, China has come up against our own definition of the financial trilemma.
The trilemma in question is China’s aim to control rates across the entire yield curve,
to regulate but progressively liberalise the exchange rate and to control the growth
in credit—all at the same time. As China has progressively integrated itself into the
global economy, these three policy objectives have, in our view, become
incompatible. Something will have to give. If the Chinese persist in their march
toward capital liberalisation, then devaluation of the renminbi is in the offing. But
even a small devaluation could trigger expectations of further depreciation and
quickly spiral out of control. The most benign way to avoid this risk would be to give
up on the free movement of capital and introduce capital controls on currency
transactions instead—indeed, the Chinese have moved in this direction by
restricting offshore bank accounts. 

Capital controls mean a stop in the liberalisation of the Chinese economy. In the
circumstances, that might be the best thing to do for now. But China’s ability to deal
with its bloated debt burden at a time of economic upheaval has yet to be proven and
the prospect of a Minsky moment in the next two to five years cannot be dispelled –
with dire consequences for the global economy. 

|3|perspectives|april 2016

Source: Pictet WM - AA&MR, Datastream
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Figure 27. Looking at the next decade: China’s and US neighbourhoods

Data: based notably on OECD Fragile State 2014 ; World Bank Fragile and Conflict Affected Situations List (FY14) (PDF);  
Fund for Peace “Failed States 2014; and “ Failed States: A Paradigm Revived” Robert I. Rotberg, Mar 11 2014

Three different neighbourhood contexts

These three maps illustrate the difference of the 
geopolitical context between the United States, China 
and the European Union for the next decade. They 
highlight in particular the difference between, on the one 
hand the European Union and China’s neighbourhoods, 
rich in political tensions and existing and potential crises 
and conflicts; and on the other hand the United States, 
with a much more peaceful situation in its near 
surroundings.
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II. THE CHALLENGE TODAY

The successful globalisation with hundreds of millions of new participants in the global market after 1991 
has provided consumer goods at largely decreased prices to large sectors of the population, increased 
competition and led to a new global division of labour. Less competitive productions have relocated from 
high wage countries to Asia or Eastern Europe, but also threatened large parts of Europe and the United 
States with de-industrialisation. Other European regions have adapted successfully with technologically 
advanced products and continue to dominate world markets.

Some industrial regions of Europe 
have successfully adapted and 
now have dense clusters of 
high-growth companies. Others 
still lag behind and have a large 
number of workers potentially 
threatened by modernisation and 
globalisation of production.

6. DE-INDUSTRIALISATION 

EMPLOYMENT IN THE INDUSTRIAL ECONOMY
DENSITY OF HIGH-GROWTH ENTERPRISES 
IN THE BUSINESS ECONOMY
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II. THE CHALLENGE TODAY

Digital is not a sector of the economy but the 
future economy. One sector after another is being 
digitalised. After music and reading, large services 
in banking and healthcare are about to follow 
in a process already very visible to everyone. 
After blue-collar job delocalisation in industry, 
white-collar employment in services will now be 
massively affected. Given the economies of scale 
involved and the transnational nature of those 
services any countries tax base can be eroded 
quickly, if the regulatory frame is not adapted. 
Europe is still largely divided by 28 different 
sets of regulation and therefore does not profit 
sufficiently of its own home market.

7. THE DIGITAL REVOLUTION

Source: BEA; BLS; US Census; IDC; Gartner; McKinsey social technology survey; McKinsey Payments Map; LiveChat customer satisfaction report; Appbrain; US contact center decision-makers guide; 
eMarketer; Bluewolf; Computer Economics; industry expert interviews; McKinsey Global Institute analysis
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II. THE CHALLENGE TODAY

Unsustainable public and private debt levels are a major global and not just European problem. US public 
debt has reached 100% of GDP as on average in Europe. Japanese public debt is at about 250%. UK overall 
public and private debt reaches 450% of GDP. Chinese state owned companies liabilities are exploding as 
the government does not want to risk political instability caused by structural reforms finally correcting an 
unsustainable growth model.

New debts therefore do not stimulate the economy anymore, but contribute to insecurity about the future, 
increase the likelihood of major financial crisis and hinder investment.

8. DEBT WITHOUT GROWTH

DECLINING GROWTH POTENTIAL (EU 28)/ (EURO AREA)
2002: 2.3% (2.4%)
2015: 1.1% (0.9%)

PUBLIC DEFICIT (EU 28)
2000: -0.3%
2015: -2.3%

PUBLIC DEBT (EU 28)
2000: 60% GDP
2015: 88% GDP

TOTAL INVESTMENT (EURO AREA) 
2000: 22,6% GDP 
2015: 19,15% GDP

GOVERNMENT SPENDING IN KEY EUROPEAN COUNTRIES
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II. THE CHALLENGE TODAY

The overall positive effects of globalisation, liberalisation, europeanisation and structural change are 
unevenly distributed in society. Complemented by identity issues coming to the surface following problems 
with both immigration and integration, Social Nationalism is on the rise both in Europe and the United 
States.
The political landscape in many EU member states is changing drastically in favour of Social Nationalists as 
demonstrated during the last European Elections and after.
For the first time it is possible to run as a presidential candidate of one of the major parties in the US with 
an isolationist and xenophobic agenda.
The question is now openly on the table: can modernisation of the economy and protection of the weaker 
members of society be combined ?

< 8%
8% - 8,9%
9% - 9,9% 
10% - 10,9%
11% - 11,9%
12% - 12,9%
> 13%

9. SOCIAL NATIONALISM ON THE RISE

UNEMPLOYMENT RATE BY DEPARTMENT - 2015 FN VOTE BY DEPARTMENT, REGIONAL ELECTIONS - 2015
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III. RENEWING OUR  
SOCIAL MARKET ECONOMY

The creation of the Internal Market 25 years ago was famously based on the concept of the «cost of non-
Europe». What are the potential gains for citizens of replacing 28 sets of regulation by 1? Thinking in terms 
of «cost of non-Europe» provides guidance on where to integrate and where not. It can therefore help 
to refocus the Union’s agenda on political areas of real benefit and re-establish a consensus behind 
integration with more sceptical citizens and member states. «Cost of non-Europe» operationalises the 
subsidiary principle.

1. THE COST OF NON-EUROPE

COST OF NON-EUROPE MAP
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III. RENEWING OUR  
SOCIAL MARKET ECONOMY

There is still an unused economic potential of more than 1.700 billion Euros available for growth in the 
European Union mainly in the areas of the digital market, the single market for services and goods, Energy 
Union and TTIP. The completion of the Eurozone architecture can furthermore reduce the potential damage 
of a next financial crisis. This is the single most important source of growth available for the Union. It allows 
to develop an agenda for growth without debt as outlined in the 10 point Juncker plan.

2. GROWTH WITHOUT DEBT

COST OF NON-JUNCKER MAP LATEST
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III. RENEWING OUR  
SOCIAL MARKET ECONOMY

Work is a major source for a decent and fulfilled life in a community with others. Being out of work is not only 
eroding a person’s economic base, but also the social network. Creating conditions for competitive work 
places must therefore be a prime focus for political action. Working must financially always be substantially 
more attractive than not. A high level of work participation stabilises the social security systems and 
enlarges the tax base for solid state finances.

3. SOZIAL IST, WAS ARBEIT SCHAFFT

EMPLOYMENT RATE, PERSONS AGED 20–64, BY NUTS LEVEL 2 REGIONS 
(% OF EMPLOYMENT)

 

Source: Eurostat Regional Statistics 2014
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III. RENEWING OUR  
SOCIAL MARKET ECONOMY

Providing possibilities for aggressive tax engineering is giving unfair advantages to multi-national companies 
compared to SME’s, undermining the tax base and the trust in the fairness of our market economy. It 
therefore has to be regarded as a state subvention not compatible with competition rules in the European 
Union and being decisively acted upon. 

4. AGAINST AGGRESSIVE TAX ENGINEERING

LOSSES DUE TO AGGRESSIVE TAX PLANNING 
Loss of tax revenue to the EU through aggressive 
corporate tax planning estimated at around 
50-70 billion euro per annum;  on an 
assumption of no base from sources other than 
profit shifting, then this figure jumps to 160-190 
billion euro.  
(Source: EAVA-EPRS)

LOSSES DUE TO OFFSHORE TAX EVASION 
Government revenue loss of about $78 billion 
in 2014 in Europe, including European third 
countries. 
(source: Zucman, The Missing Wealth of Nations, 
2014)

Tax Havens: International Tax Avoidance and Evasion 
 

Congressional Research Service 4 

Congress to address tax haven abuse (S. 506, H.R. 1265) used a different list taken from Internal 
Revenue Service (IRS) court filings but had many countries in common. The definition by the 
OECD excluded low-tax jurisdictions, some of which are OECD members that were thought by 
many to be tax havens, such as Ireland and Switzerland. These countries were included in an 
important study of tax havens by Hines and Rice.11 The Government Accountability Office 
(GAO) also provided a list.12 

Table 1 lists the countries that appear on various lists, arranged by geographic location. These tax 
havens tend to be concentrated in certain areas, including the Caribbean and West Indies and 
Europe, locations close to large developed countries. There are 50 altogether. 

Table 1. Countries Listed on Various Tax Haven Lists 

Caribbean/West Indies Anguilla, Antigua and Barbuda, Aruba, Bahamas, Barbados,e,e British Virgin Islands, 
Cayman Islands, Dominica, Grenada, Montserrat,a Netherlands Antilles, St. Kitts and 
Nevis, St. Lucia, St. Vincent and Grenadines, Turks and Caicos, U.S. Virgin Islandsa,e 

Central America Belize, Costa Rica,b,c Panama 

Coast of East Asia Hong Kong,b,e Macau,a,b,e Singaporeb 

Europe/Mediterranean Andorra,a Channel Islands (Guernsey and Jersey),e Cyprus,e Gibralter, Isle of Man,e 
Ireland,a,b,e Liechtenstein, Luxembourg,a,b,e Malta,e Monaco,a San Marino,a,e 
Switzerlanda,b 

Indian Ocean Maldives,a,d Mauritius,a,c,e Seychellesa,e 

Middle East Bahrain, Jordan,a,b Lebanona,b 

North Atlantic Bermudae 

Pacific, South Pacific Cook Islands, Marshall Islands,a Samoa, Nauru,c Niue,a,c Tonga,a,c,d Vanuatu 

West Africa Liberia 

Sources: Organization for Economic Development and Cooperation (OECD), Towards Global Tax Competition, 
2000; Dhammika Dharmapala and James R. Hines, “Which Countries Become Tax Havens?” Journal of Public 
Economics, Vol. 93, 0ctober 2009, pp. 1058-1068; Tax Justice Network, “Identifying Tax Havens and Offshore 
Finance Centers: http://www.taxjustice.net/cms/upload/pdf/Identifying_Tax_Havens_Jul_07.pdf. The OECD’s gray 
list is posted at http://www.oecd.org/dataoecd/38/14/42497950.pdf. The countries in Table 1 are the same as the 
countries, with the exception of Tonga, in a 2008 Government Accountability Office (GAO) Report, International 
Taxation: Large U.S. Corporations and Federal Contractors with Subsidiaries in Jurisdictions Listed as Tax Havens or 
Financial Privacy Jurisdictions, GAO-09-157, December 2008. 

Notes: The Dharmapala and Hines paper cited above reproduces the Hines and Rice list. That list was more 
oriented to business issues; four countries—Ireland, Jordan, Luxembourg, and Switzerland—appear only on that 
list. The Hines and Rice list is older and is itself based on earlier lists; some countries on those earlier lists were 
eliminated because they had higher tax rates. 

In 2010, the Netherlands Antilles dissolved, with the islands of Curacao and St. Maarten becoming autonomous 
and the islands of Belaire, St. Eustastius, and Saba becoming part of the Netherlands. Curacao has indicated a plan 
to phase out its favorable tax treatment of offshore firms. 

St. Kitts may also be referred to as St. Christopher. The Channel Islands are sometimes listed as a group, and 
sometimes Jersey and Guernsey are listed separately. S. 506 and H.R. 1245 specifically mention Jersey and also 
refer to Gurensey/Sark/Alderney; the latter two are islands associated with Guernsey.  

                                                 
11 J.R. Hines and E.M. Rice, “Fiscal Paradise: Foreign Tax havens and American Business,” Quarterly Journal of 
Economics, vol. 109, February 1994, pp. 149-182. 
12 Government Accountability Office, International Taxation: Large U.S. Corporations and Federal Contractors with 
Subsidiaries in Jurisdictions Listed as Tax Havens or Financial Privacy Jurisdictions, GAO-op-157, December 2008. 
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countries, with the exception of Tonga, in a 2008 Government Accountability Office (GAO) Report, International 
Taxation: Large U.S. Corporations and Federal Contractors with Subsidiaries in Jurisdictions Listed as Tax Havens or 
Financial Privacy Jurisdictions, GAO-09-157, December 2008. 

Notes: The Dharmapala and Hines paper cited above reproduces the Hines and Rice list. That list was more 
oriented to business issues; four countries—Ireland, Jordan, Luxembourg, and Switzerland—appear only on that 
list. The Hines and Rice list is older and is itself based on earlier lists; some countries on those earlier lists were 
eliminated because they had higher tax rates. 

In 2010, the Netherlands Antilles dissolved, with the islands of Curacao and St. Maarten becoming autonomous 
and the islands of Belaire, St. Eustastius, and Saba becoming part of the Netherlands. Curacao has indicated a plan 
to phase out its favorable tax treatment of offshore firms. 

St. Kitts may also be referred to as St. Christopher. The Channel Islands are sometimes listed as a group, and 
sometimes Jersey and Guernsey are listed separately. S. 506 and H.R. 1245 specifically mention Jersey and also 
refer to Gurensey/Sark/Alderney; the latter two are islands associated with Guernsey.  

                                                 
11 J.R. Hines and E.M. Rice, “Fiscal Paradise: Foreign Tax havens and American Business,” Quarterly Journal of 
Economics, vol. 109, February 1994, pp. 149-182. 
12 Government Accountability Office, International Taxation: Large U.S. Corporations and Federal Contractors with 
Subsidiaries in Jurisdictions Listed as Tax Havens or Financial Privacy Jurisdictions, GAO-op-157, December 2008. 

Tax Havens: International Tax Avoidance and Evasion 
 

Congressional Research Service 5 

a. Not included in S. 506, H.R. 1245.  

b. Not included in original OECD tax haven list.  

c. Not included in Hines and Rice (1994).  

d. Removed from OECD’s list; subsequently determined they should not be included. 

e. Not included in OECD’s gray list as of August 17, 2009; currently on the OECD white list. Note that the gray 
list is divided into countries that are tax havens and countries that are other financial centers. The latter 
classification includes three countries listed in Table 1 (Luxembourg, Singapore, and Switzerland) and five 
that are not (Austria, Belgium, Brunei, Chile, and Guatemala). Of the four countries moved from the black 
to the gray list, one, Costa Rica, is in Table 1 and three, Malaysia, Uruguay, and the Philippines, are not.  

Developments in the OECD Tax Haven List 
The OECD list, the most prominent list, has changed over time. Nine of the countries in Table 1 
did not appear on the earliest OECD list. These countries not appearing on the original list tend to 
be more developed larger countries and include some that are members of the OECD (e.g., 
Switzerland and Luxembourg). 

It is also important to distinguish between OECD’s original list and its blacklist. OECD 
subsequently focused on information exchange and removed countries from a blacklist if they 
agree to cooperate. OECD initially examined 47 jurisdictions and identified a number as not 
meeting the criteria for a tax haven; it also initially excluded six countries with advance 
agreements to share information (Bermuda, the Cayman Islands, Cyprus, Malta, Mauritius, and 
San Marino). The 2000 OECD blacklist included 35 countries; this list did not include the six 
countries eliminated due to advance agreement. The OECD had also subsequently determined 
that three countries should not be included in the list of tax havens (Barbados, the Maldives, and 
Tonga). Over time, as more tax havens made agreements to share information, the blacklist 
dwindled until it included only three countries: Andorra, Liechtenstein, and Monaco. 

A study of the OECD initiative on global tax coordination by Sharman, also discussed in a book 
review by Sullivan, argues that the reduction in the OECD list was not because of actual progress 
towards cooperation so much as due to the withdrawal of U.S. support in 2001, which resulted in 
the OECD focusing on information on request and not requiring reforms until all parties had 
signed on.13 This analysis suggests that the large countries were not successful in this initiative to 
rein in on tax havens. A similar analysis by Spencer and Sharman suggests little real progress has 
been made in reducing tax haven practices.14 

Interest in tax haven actions has increased recently. The scandals surrounding the Swiss bank 
UBS AG (UBS) and the Liechtenstein Global Trust Group (LGT), which led to legal actions by 
the United States and other countries, focused greater attention on international tax issues, 
primarily information reporting and individual evasion.15 The credit crunch and provision of 

                                                 
13 J. C. Sharman, Havens in a Storm, The Struggle for Global Tax Regulation, Cornell University Press, Ithaca, New 
York, 2006; Martin A. Sullivan, “Lessons From the Last War on Tax Havens,” Tax Notes, July 30, 2007, pp. 327-337. 
14 David Spencer and J.C. Sharman, International Tax Cooperation, Journal of International Taxation, published in 
three parts in December 2007, pp. 35-49, January 2008, pp. 27-44, 64, February 2008, pp. 39-58. 
15 For a discussion of these cases see Joint Committee on Taxation Tax Compliance and Enforcement Issues With 
Respect to Offshore Entities and Accounts, JCX-23-09, March 30, 2009. The discussion of UBS begins on p. 31 and the 
discussion of LGT begins on p. 40. This document also discusses the inquiries of the Permanent Subcommittee on 
Investigations of the Senate Homeland Security Committee relating to these cases. 

COUNTRIES LISTED ON VARIOUS TAX HAVEN LISTS
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No economic reform strategy can be successful without a prime focus on the public sector representing 
close to half of the European economy today. 

5. MODERNISING THE PUBLIC SECTOR 

PUBLIC SPENDING IN VOLUME

Source: The World Bank, Golden Growth, Washington DC, 2012, Espas Report
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Future well-being depends on technological leadership. Only based on a leading position in science and 
technology can the European welfare system be maintained. Europe has to become a leading player in the 
digital economy. It is a political responsibility to provide the common rules for a European single market 
in digital.

6. TECHNOLOGICAL LEADERSHIP

PREPARING THE FOURTH INDUSTRIAL REVOLUTION: 
THE EUROPEAN POTENTIAL 
Patent applications (EU)
1990: 27000
2000: 52000
2013: 57000

14 Strategy&

!"#$%$&'(
!"#$%&'($!)*$%&$+,-$.*#/0#12

• Leading the 2015  Global  Innovation  1000  Top 
20 R&D  Spenders were Volkswagen,  Samsung,  
Intel,  Microsoft,  and Roche,  which held the 
same   positions as last year.

• Apple makes its  appearance ever in the 

Top 20 R&D  Spenders list  in 2015,  despite 
being an  innovator  and spending only 
3.3  percent of its revenues on R&D,  compared 
with an average 12.5  percent for the other 19 
companies on the list  (2##$34"5657$8).

!"#$%&'()*)+',-*$")'-'"&)*'&*./"0%/*1&&"2%-'"&*3444*
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Increase or decrease within Top 20 ranking compared to 2014

NEW

NEW

CompanyRank 2015 R&D Spending
(US$ billion)

Volkswagen

Samsung

Intel

Microsoft

Roche

Google

Amazon

Toyota

Novartis

Johnson & Johnson

Industry

Auto

Computing and electronics

Computing and electronics

Software and Internet

Software and Internet

Software and Internet

Healthcare

Auto

Healthcare

Healthcare

$15.3

$14.1

$11.5

$11.4

$10.8

$9.8

$9.3

$9.2

$9.1

$8.5

Intensity
(R&D spending as a % of revenue)

5.7%

7.2%

20.6%

13.1%

20.8%

14.9%

10.4%

3.7%

17.3%

11.4%

Pfizer Healthcare $8.4 16.9%

Daimler Auto $7.6 4.4%

General Motors Auto $7.4 4.7%

Merck Healthcare $7.2 17.0%

Ford Auto $6.9 4.8%

Sanofi Healthcare $6.4 14.1%

Cisco Systems Computing and electronics $6.3 13.4%

Apple Computing and electronics $6.0 3.3%

GlaxoSmithKline Healthcare $5.7 15.0%

AstraZeneca Healthcare $5.6 21.4%
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Source: Strategy& 2015 Global Innovation 1000 analysis, Bloomberg data, Capital IQ dataSource: Strategy& 2015 Global Innovation 1000 analysis, Bloomberg data, Capital IQ data

THE 2015 TOP 20 R&D SPENDERS
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Banks have been running business models aiming for major returns on investment based on a minimal 
capital base. Still now the taxpayer would need to step in in a big way in case of another financial crisis 
undermining the solidity of our states. This is completely unacceptable. The capital base of the banking 
system has to be further strengthened in a way to be able to also sustain major shocks in the future. 

7.  NO SOCIALISATION OF LOSSES AND PRIVATISATION OF GAINS

BILL OF RECENT CRISES FOR THE TAX PAYER 

Used amounts 
(2008-2013)

Approved amounts  
(2008-2014)

EUR bn % GDP EUR bn % GDP

Euro 
area

Recapitalization 333.68 3.5 648.83 6.8
Guarantees 861.60 9.0 2642.39 27.6
Asset relief 147.10 1.5 417.62 4.4

Liquidity support 66.22 0.7 215.03 2.2
TOTAL 1408.60 14.7 3923.88 41.0

EU-27

Recapitalisation 448.16 3.4 821.13 6.3
Guarantees 835.84 6.4 3892.57 29.8
Asset relief 188.24 1.4 669.13 5.1

Liquidity support 70.15 0.5 379.91 2.9
TOTAL 1542.38 11.8 5762.74 44.1

Costs at the euro area level of a medium-sized financial 
shock are estimated to amount to a cumulated loss of 1 
trillion euro in GDP (about -9.4%), job losses of 1.91 million 
and an increase of 51.4 billion euro in government debt. 
Assuming that a shock occurs every ten years on average, 
the annualised costs would potentially amount to around 
100 billion euro in output and 0.19 million job losses per 
annum.  
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The long term viability of the Euro depends on increased productivity and competitiveness of its economy 
through structural reform in the member states, reduced public and private debt and the full development 
of the growth potential of the Union through common regulation on the Union level.

The Fiscal Compact has to be integrated into the Treaty five years after its coming effect on 1.1.2013.

8. COMPLETING THE EURO ARCHITECTURE

 
DIRECTORATE-GENERAL FOR INTERNAL POLICIES
ECONOMIC GOVERNANCE SUPPORT UNIT (EGOV)

 

12 August 2015 Author: Martin Hradisk , contact: egov@ep.europa.eu PE 542.649 

AT  A GL A NC E 
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Country Specific Recommendations (CSRs) provide guidance on budgetary and macro-structural 
measures in accordance with Articles 121 and 148 of the Treaty on the Functioning of the European 
Union (TFEU). These recommendations aim at boosting economic growth and job creation, while 
maintaining sound public finances. They are proposed by the Commission within the framework of 
the European Semester1 based on its assessment of Member States' medium-term budgetary plans 
and economic reform programmes in light of broad policy priorities outlined in the Annual Growth 
Survey2. After being endorsed by the European Council and adopted by the Council, CSRs are to be 
taken into account by Member States in the process of national decision-making. The Commission 
also proposes policy recommendations to the euro area as a whole based on Article 136 of the 
TFEU. The Council and the Commission closely monitor the implementation of CSRs and take 
further actions as appropriate. 

 

Figure 1: Implementation of the 2014 CSRs by EU-28 Member States 

Full/Substantial
Progress6%

Some
Progress

45%

No/Limited
Progress

49%

Source: European Commission (26 February/18 March 2015 assessment) and EGOV calculations. 

 

According to the qualitative assessment provided in the 2015 Commission's Staff Working 
Documents, EU-28 Member States fully/substantially implemented 10 out of 157 recommendations 
(or equivalently about 6.0%)3 received in 2014 (see Figure 1). Some progress has been registered on 
approximately 45% of the CSRs, while almost half of the recommendations have not been 
implemented at all or only in a limited manner4. As depicted by Table 1, euro area Member States 
have had, taken together, a stronger implementation record than non-euro area Member States5 - 
countries whose currency is the euro made full/substantial or some progress on approximately 60% 
of the recommendations (62 out of 102), as compared to about a third in case of non-euro area 
Member States (18 out of 55).  

1 The European Semester together with a "National Semester" form a yearly cycle of economic policy coordination and 
surveillance within the EU introduced in 2010. 
2 A Commission document that outlines a set of EU policy priorities based on the analysis of economic and social 
developments. The Annual Growth Survey launches each new European Semester.  
3 Out of 26 countries which received CSRs in 2014, 10 implemented fully/substantially at least one recommendation. 
No Member State made full/substantial or some progress on all its CSRs.  
4 Two Member States (Bulgaria and Hungary) made limited/no progress on all their respective CSRs. 
5 This conclusion does not necessarily hold at individual country level. 

IMPLEMENTATION OF THE 2014 CSRS  
BY EU-28 MEMBER STATES

TIMELINE : 
THE EVOLUTION OF EU ECONOMIC GOVERNANCE

February 1992 
EU Member States sign 
the Treaty of Maastricht

June 1997 
The ‘Stability and  

Growth Pact’ is born

January 1999 
Stability and Growth 

Pact: Entry into force of 
SGP corrective arm

November 2010 
Kick-off first 

‘European Semester’

March 2012 
The fiscal compact  

is passed (part of the 
Treaty on Stability, 
Coordination and 

Governance)

June 2015 
Five Presidents’ Report : 

“Completing Europe’s 
Economic and  

Monetary Union”

February 2013 
‘The two-pack’ is passed

June 1998 
The ‘Stability and  

Growth Pact’ is born

July  2004 
European Court of Justice 

rules on the Stability  
and Growth Pact

September 2011 
EMU: ‘six-pack’ is agreed 

by EU lawmakers

December 2012 
Four Presidents’ Report : 

 «Towards a Genuine 
Economic and  

Monetary Union»

October 2015 
10 Priorities of the 

Commission: ‘A Deeper 
and Fairer EMU’

November 2014 
Review of the Six-Pack 

and Two-Pack rules

20151992 1997 1998 1999 2004 2010 2011 2012 2013 2014
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The budget of the European Union has to be built on the concept of European added value instead of 
national returns. It needs to provide sufficient flexibility to be able to deal with the unforeseen which it 
currently does not. It has to provide space for political decision. The own-resources nature of its income 
side has to be re-established.

9. A PROPER BUDGET FOR EUROPE
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Source: CEPS, 2014
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The European Union’s neighbours to the east have witnessed the positive economic, political and social 
development of their former partners in the Warsaw Pact now integrated into the EU. This creates an 
attraction for some of them to intensify their relations with the Union. The union on the other hand has 
an interest to further stabilise the newly established space of democracy, human rights and functioning 
market economy beyond its borders.

1. STABILIZING EASTERN NEIGHBOURHOOD

Figure 26. Looking at the next decade: European Union neighbourhood
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Looking at the next decade: EU neighbourhood

 Dietrich

Data: based notably on OECD Fragile State 2014 ; World Bank Fragile and Conflict Affected Situations List (FY14) (PDF);  
Fund for Peace “Failed States 2014; and “ Failed States: A Paradigm Revived” Robert I. Rotberg, Mar 11 2014

Source: ESPAS Report 2015

Source: Stratfor

THE NEIGHBOURHOOD INVESTMENT FACILITY (NIF)  
launched in 2008. NIF mobilised more than EUR 12 billion 
provided by the European Financial Institutions (EFIs) and 
leveraging a total funding volume of more than EUR 25 billion.

THE EUROPEAN NEIGHBOURHOOD INSTRUMENT (ENI) 
is the key EU financial instrument for cooperation with the 
Eastern Partnership countries in 2014-2020. Nearly EUR 2.5 
billion was made available for cooperation programmes with 
Eastern European Partners in 2010-2013.

EU IS SUPPORTING UKRAINE  
In March 2014, the EU committed EUR 11 billion in support of 
Ukraine’s political, economic and financial stabilisation. So 
far, around EUR 6 billion has been mobilised in the form of 
loans and grants, including approved additional third macro-
financial assistance programme of EUR 1.8 billion.

ENERGY SECURITY FOR THE EASTERN NEIGHBOURHOOD 
EU helps to ensure energy security of the Eastern 
Neighbourhood countries. Ukraine’s European natural gas 
options.
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Russia and the European Union are natural partners. Russian raw material and energy resources and the 
Unions industrial and service capacity objectively complement each other. it therefore should be possible 
to overcome the current frictions and establish a new relationship based on common interest.

The respect for the independence and territorial integrity of its neighbours remains the indispensable 
precondition.

2. OVERCOMING FRICTIONS WITH RUSSIA

EU EXPORTS TO RUSSIA IN € BILLIONRUSSIAN EXPORTS TO EU, %EU EXPORTS TO RUSSIA, %

Source: European CommissionSource: ITC Trade Map, 2014Source: ITC Trade Map, 2014
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The countries of the Western Balkan have a perspective for membership in the European Union. It is in 
the common interest to leave no geographical void once all the preconditions are met and follow the path 
Slovenia and Croatia have successfully completed. Especially in this region of long-lasting conflicts it is 
essential to be able to focus on the future rather than historical fault-lines.

3. A PERSPECTIVE FOR THE BALKANS

Country Accession negotiation  
or accession partnership

(potential)  
Candidate status

Stabilisation and  
Association Agreement

Serbia October 2005 October 2005 September 2013
Bosnia and Herzegovina June 2003 June 2015

FYROM February 2008 June 2003 April 2004
Albania June 2004 June 2006
Kosovo April 2016

CATCHING UP WITH ADVANCED EUROPE REAL GDP PER CAPITA

TOP 5 REFORM PRIORITIES 
FOR EACH OF THE WESTERN BALKAN STATES

THE WESTERN BALKANS 

INTERNATIONAL MONETARY FUND 13 

of the explanation lies in the closer physical 
distance of the New Member States to Europe’s 
core, allowing some of them to integrate into the 
German supply chain. But another, more 
troubling, part of the explanation is that income 
convergence in the Western Balkans was slower 
because structural reforms proceeded more 
slowly and did not advance as far as in the New 
Member States, particularly in the area of 
reducing state ownership and improving 
governance.  
 
In hindsight, abundant global liquidity channeled into the Western Balkan countries through equity 
investment in their domestic banking systems facilitated some of the growth catch-up and masked 
the incomplete structural transformation. In the years leading up to the global financial crisis, the 
increase in capital flowing into the Western Balkans was as significant as that into Central and 
Southeastern Europe. These capital inflows were intermediated by domestic banks, and the resulting 
extension of credit went beyond what fundamentals would have warranted. Indeed, according to 
some metrics, only half of the precrisis increase in credit-to-GDP ratios in the Western Balkans could 
have been explained by economic fundamentals. This was similar to the experience in other 
Emerging European economies, although in the Baltics and Bulgaria credit expansions were both 
significantly greater than in the Western Balkans (with the exception of Montenegro, and perhaps 
Kosovo), and significantly less driven by fundamentals. But the experience of the Western Balkan 
countries did differ from the New Member states in one key respect—the inflows into the banking 
systems of the former were largely in the form of FDI and equity investment, rather than borrowing 
from parent banks and wholesale funding markets. 
 
In the years leading up to the global financial crisis, current account deficits increased on average by 
more than 10 percent of GDP. Montenegro, in particular, experienced one of the sharpest current 
account deteriorations in the world. While some of this reflected capital formation, much of the 
increase was directed into nontradable sectors, where the scope for productivity growth tends to be 
lower. This exacerbated the region’s competitiveness problems, reflected by relatively narrow export 
bases and concomitant dependence on imports. The preference of most Western Balkan countries 
for fixed or near-fixed exchange rates made the needed adjustment to the competitiveness 
challenge more difficult.  
 
Perhaps the biggest flaw in the Western Balkan economic model has been the chronic 
underutilization of human resources. In 2008, at the tail end of the growth spurt, the unemployment 
rate in the region still averaged more than 20 percent. Employment levels tell an equally 
disappointing story, hovering between 40 and 45 percent on average since 2000, a full 
10 percentage points lower than in the New Member States. Employment is particularly low among 
women and the young, strikingly so in Bosnia and Herzegovina and Kosovo. Why has this been so? 
According to available evidence, skill gaps have been particularly severe in the Western Balkans, 
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The key challenge facing the region 
going forward is to complete the 
structural transformation process 
that began two decades ago. The 
impressive reform process born out 
of the ashes of socialism had 
largely stalled by the mid-2000s 
and was left incomplete, a victim of 
reform fatigue, a difficult political 
economy, vested interests that had 
grown in power and sophistication, 
and disillusionment with the way 
some reforms were executed. The 
process of accession to EU 
membership—arguably the main 
catalyst of reforms in the New 
Member States—remained a 
distant prospect for most of the Western Balkans. But abundant global liquidity gave the illusion, 
albeit temporarily, that fast economic growth was possible without reforming. Today, the region lags 
well behind the New Member States in terms of structural transformation. In some Western Balkan 
countries, resistance to private ownership has meant that many inefficient state- or socially-owned 
enterprises have survived and continue to impose a drag on public finances and resource allocation. 
Throughout the region, red tape and corruption continue to hamper economic activity, while 
corporate governance reform remains a long overdue promise. Importantly, wide political support 
for far-reaching reform—a crucial element in the transformation in the New Member States—has 
been elusive in most Western Balkans countries. There is a sense in the Western Balkans that 
reforms have underdelivered, and that the spoils of growth have benefited only a few.  

As this report will make clear, however, it is the inadequacy of reform over the last 10 years, rather 
than the nature of the reforms undertaken, that is holding the region back. Without a courageous 
reform push, Western Balkan countries cannot expect to attract the scale of investment flows that is 
needed to finance rapid sustained growth, and they risk staying stuck at income levels less than 
one-third of those of their richer European neighbors. 
 
 

1/ These are assessed relative to the NMS in each of the 10 main pillars of the Global Competitiveness Index.
2/ Larger bubbles represent reform areas that receive a higher rank ordering.
Note: For Kosovo, a different methodology was used as GCI data is not available for the country.

Top 5 Reform Priorities for Each of the WB States
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Section A of this chapter surveys the historical growth and convergence track record of the Western 
Balkans, exploring both similarities and differences with respect to other emerging markets. Section 
B analyzes progress in transforming economic structures and also benchmarks the sequence and 
depth of reforms to the experience of the New Member States. With this background, and by 
underscoring lessons from the transition elsewhere in Europe, Section C presents a prioritization of 
reforms that should help generate a strong payback in growth and accelerate convergence. Section 
D explores the demographic, macroeconomic, and structural drivers of labor market outcomes in 
the region, offering insight into the likely effects of various possible reforms. Section E summarizes 
lessons for stronger convergence. 
 

A.   Growth and Convergence—A Cup Half Full or Half Empty? 

All the Western Balkan countries enjoyed high and sustained economic growth starting at the turn 
of the century, in line with the rest of Emerging Europe. What were the main factors driving growth 
performance in the region? 

  
A simple growth-accounting exercise suggests that capital accumulation and total factor 
productivity gains were the biggest growth drivers in both the New Member States and the Western 
Balkans during the precrisis years (Annex 1.1). Indeed, both the Western Balkans and the New 
Member States experienced investment booms in the 2000s owing to substantial capital inflows and 
low global interest rates (see Chapter 2). The large productivity gains likely resulted from the 
transformation toward market economies, although the relatively small contribution of labor inputs 
and the consequent high importance of productivity—a residual—could be also partly explained by 
the large informal economies in the Western Balkan countries, which tend to be more labor-
intensive (Gërxhani 2004). Nonetheless, similar patterns have been observed elsewhere—in 
particular, recent evidence suggests that the uptick in growth in emerging market economies during 
the 2000–12 period is mainly explained by higher total factor productivity (Tsounta 2014). In 
addition, the very low contribution of labor and human capital to GDP growth in the Western 
Balkans is in line with findings of other studies (Campos and Coricelli 2002; IMF 2009; and EBRD 
2013).  
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Turkey is a place of relative stability in a neighbourhood dominated by confessional conflict and warfare and 
a valuable partner in NATO and for the European Union. It is torn between a temptation to assert its Muslim 
nature and Ottoman history and the path of secularisation and integration with the West as prescribed by 
Kemal Ataturk. The European Union is conducting membership negotiations with Turkey based on tangible 
progress in the implementation of the acquis communautaire, last but not least human rights, the freedom 
of the press and the protection of minorities. The outcome of those negotiations is open and dependant 
on Turkey’s willingness to change. 

4. PARTNERSHIP WITH TURKEY

EUROPEAN UNION, TRADE WITH TURKEY NEGOTIATION CHAPTERS

Negotiation chapters Provisionally closed

Free Movement of Capital 
Company Law 
Intellectual Property Law 
Information Society and Media 
Food Safety, Veterinary & Phytosanitary Policy 
Taxation 
Statistics 
Enterprise & Industrial Policy 
Trans-European Networks 
Environment 
Consumer & Health Protection 
Financial Control 
Regional policy & coordination of structural instruments 
Economic and Monetary Policy

Science 
and Research
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Muslims, but also Christian minorities are threatened by radical sects wanting to violently reintroduce in 
Arab countries seventh century customs and legal practice making reference to their faith. This is the face 
of todays’ totalitarism. That conflict tries to exploit Sunni Shia confessional rivalry and the failure of Arab 
nationalism to deliver on economic and social progress for a quickly growing demography.

This conflict cannot be solved with military means alone. A viable political offer for the Sunni minority in 
Iraq and majority in Syria is indispensable to end the conflict and regain stability.

It is essential also for the future of our own societies to not be provoked by terrorist attacks into an all-out 
Christian Muslim antagonism. Close cooperation with moderate Muslim countries is of strategic importance.

5. FRIENDSHIP WITH ISLAM, FIGHTING RADICAL ISLAMISM 

Source: ESPAS Report 2015
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IV. A RING OF FRIENDS

The Lisbon treaty has facilitated the possibilities for cooperation on security and defence. None of that 
potential has been activated yet. Diverging industrial standards, lack of European-wide procurement 
procedures and an industry still overly divided cause unnecessary costs and loos of efficiency.

6. ACTIVATING THE UNUSED TREATY POTENTIAL ON SECURITY AND DEFENCE COOPERATION

4

EPSC Strategic Notes

2. What Stands in the Way 
of European Defence?
Threats Apart:  

Differences in Defence Doctrines 
Attempts to move towards common defence have 
been part of the European project since its inception. In 
1950, French Prime Minister René Pleven proposed 
a plan for far-reaching defence integration, 
including the setting up of a European Army 
and the appointment of a European Minister 
of Defence. After two years of negotiations, all six 
members of the European Coal and Steel Community 
signed the “Treaty establishing the European 
Defence Community”, envisaging a common European 
army with 40 divisions of 13.000 soldiers in a common 
uniform, a common budget, joint military procurement 
and common institutions. In 1954, however, after 
ratification by the Benelux countries and Germany, 
the project encountered a political impasse in France, 
effectively putting an end to the idea of a common 
European defence for the next half a century.

Even decades later the idea of a European army, with a 
joint defence budget and common defence institutions, 
has not materialised. More Europe in defence, however, 
clearly corresponds with expectations of European 
citizens. For more than 20 years, around 7 in 10 

European citizens have been consistently in favour of 
a common security and defence policy – more than 
for common foreign policy or the European monetary 
union.7 Clearly, security in Europe is today high in 
demand and low in supply, begging the question: “If not 
now, when?”  

President Jean-Claude Juncker has repeatedly 
appealed for a stronger Europe in security and 
defence, and his call for a European army has 
stimulated a healthy debate, even if the answers 
in the long run are far from clear-cut. Where are 
we heading? Towards more common development of 
capabilities and an increased ability to act together 
as crisis managers in our neighbourhood? Towards 
standing soldiers with the double EU and national 
flag? Or towards a deeply integrated model, as initially 
foreseen by the European Defence Community in the 
1950s, based on common armed forces, common 
armament programmes, a common budget and 
common institutions? 

A thorough understanding of the differing defence 
reflexes of EU Member States is the necessary starting 
point. For example, the UK does not share an interest 
in a closely integrated European defence, whereas 
Germany and France, together with the Benelux 
countries, Italy, Spain and more recently Poland are 
more open to the idea but are held back by widely 
differing military traditions and historical experiences. 
Despite a trend towards more parliamentary 
control, France has prided itself on its executive 
and expeditionary approach, raising questions of its 
replicability at the European level beyond cooperation 
with the UK. By contrast, Germany’s military tradition 
is deeply rooted in parliamentary oversight, resulting 
in greater reluctance to deploy soldiers in European 
operations and especially in high risk engagements. 
Five of the six non-NATO EU members have adopted 
a position of neutrality, yet have a long tradition of 
deploying their armed forces under the flag of the 
United Nations. For the countries in Europe’s north-
east, territorial defence against Russia ranks highest in 
national security strategies, whereas defence doctrines 
of the EU’s southern Member States focus more on the 
increasing security challenges in North Africa and the 
Middle East. 

NATO First: Argument or Alibi?

The progress on European defence has also suffered for 
many years - both for good and bad reasons - under 
traditional “NATO first” instincts. Throughout the Cold 
War, European security and territorial defence were 
synonymous with NATO and its Article 5. The Alliance 
remains our ultimate security guarantee, with the 
participation of 22 EU Member States and a strong 
transatlantic link. 
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Figure 2: European Collaboration Still  
an Exception to the Rule

Note: Data for 27 EDA Member States

Source: Defence Data 2013, European Defence Agency. 
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Consequently, autonomous European efforts were long 
resisted in order to maintain a community of strategic 
and defence-industrial interests, as well as prevent a 
transatlantic drift. Times have changed, however, 
and that logic is no longer relevant. Washington, 
strategically pivoting to Asia, is now pushing for 
defence integration in Europe, seeing it as part of 
a stronger and more mature transatlantic alliance. The 
United States expect fair burden-sharing and more 
responsibility for Europe’s security from European 
partners, because “a stronger European Defence will 
contribute to a stronger NATO”.8 

At the same time, the NATO-EU strategic partnership 
has been deepened, notably through the so-called 
“Berlin Plus” arrangements on interoperability and 
the sharing of command structures. There is also an 
emerging division of roles where the Common Security 
and Defence Policy takes on increased responsibility for 
crisis management. On the capability side, NATO’s Smart 
Defence and the EU’s Pooling and Sharing programme 
both struggle with national conservatism and resistance 
to profound integration, although there is more 
commitment to joint efforts within the Alliance.
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Figure 3: Lack of Integration in Defence in Numbers 

Note: Data for defence expenditure and investment per soldier refers to 26 EDA Member States excluding Denmark and Croatia; number of 
weapon systems refers to EDA Member States as well as Denmark, Norway and Switzerland; examples of duplication refer to EU-28. 

Sources: EU-US Defence Data 2011, European Defence Agency; The Future of European Defence: Tackling the Productivity Challenge, McKinsey 
& Company, 2013; Military Balance 2015, International Institute for Security Studies; World Air Forces 2014, Flightglobal Insight.
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IV. A RING OF FRIENDS

The United States and the European Union are the two pillars of a transatlantic community of values. The 
Transatlantic Trade and Investment Partnership will provide a renewed basis for what is already the most 
important economic relationship in the world. The continued engagement of the United States in Europe is 
indispensable also in the future for security and prosperity. 

7. REENGAGING THE UNITED STATES

US EXPORTS AND IMPORTS IN TOTAL FINANCIAL SERVICES  
IN US$ MILLION (INSURANCE EXCLUDED)

Exports Imports

2006 2007 2012 2013 2006 2007 2012 2013

All Countries 47 882 61 376 76 605 84 066 14 733 19 197 16 975 18 683
European Union 20 131 24 644 28 785 32 009 8 166 11 091 7 821 8 989

Source: Eurostat, 2015

TRADE EU-US
GOODS IN 2014
EU imports: 206.1 billion euro 
EU exports : 311.0 billion euro  

SERVICES IN 2014 
EU imports : 182.1 billion euro 
EU exports: 193.6 billion euro 

FDIS IN 2013
EU inward stock: 1651.6 billion euro
EU outward stock: 1686.5 billion euro

EU INWARD FDI FROM THE US PER SECTOR  
(DIRECT INVESTMENT STOCKS – € MILLION)

Source: European Commission
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V. A SOLID UNION OF  
CITIZENS AND STATES 

The French revolution followed up by the era of romanticism established the nation rather than the absolutist 
state as the reference point of political organisation. That shift lead to the integration of some territories 
until then divided into many, especially Germany and Italy, and the disintegration of large multi-national 
entities on the other side like the Habsburg or Ottoman empires.
The idea of the nation favoured the establishment of democratic systems as communities of equals bound 
together in solidarity on the one side, but also the rejection and sometimes expulsion and persecution of 
national minorities on the other. War could become total and without limit, rather than an affair between 
cabinets.
The European Union is a creation by nation-states to protect themselves from the worst features of 
nationalism through the sharing of sovereignty in mutually agreed areas of competence.
After World War II, European Nation States pulling their sovereignty together have also become more sovereign.

This map by the French geographer Michel Foucher shows the different political 
entities which were disputed between powers – big or small – during the modern 
and contemporary periods (from 1492 onwards).

1. THE LIMITS OF THE NATION STATE

EUROPE, BATTLEFIELD (FROM 1492 ONWARDS)

Source: Michel Foucher, Fragments d’Europe
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V. A SOLID UNION OF  
CITIZENS AND STATES 

Traditionally the Union focused on legislative issues, often transposed years later into national law and 
therefore not perceived as a European decision. Issues of taxation and social security being especially 
sensitive are largely excluded. The Union budget is effectively limited to 1% of GDP and mostly channelled 
back over a drawn out process of seven years into member states. All together this can be described as a 
low level of intervention system with limited redistributive effects.

The financial crisis changed all that.

Union decisions to assist member states in financial difficulty demanded major adaptations to the tax 
and social security system of the recipients on the one side and the provision of previously unimaginable 
amounts of credit from donors on the other side.

A fund of €700 billion for support measures had to be established.

The European Central Bank as the one European institution able to act provided considerable emergency 
liquidity assistance and vowed to do whatever is takes to support the currency. It took over the control of 
the European banking system more or less completely.

The Union moved by necessity from low level of intervention to highly interventionist in the most sensitive 
areas and with considerable redistributive effect.

The Union has to complement the lack of member state executive capacity as it now has to do with the 
establishment of a complementary European coast and border guard to deal with the refugee crisis that 
caused strong reactions because of issues of national and cultural identity.  

The Union is moving from legislative actor in the background to provider of complementary executive 
capacity in order to be able to confront extraordinary crisis situations of utmost relevance for the citizens. 

With it has to change the focus on transposition, implementation and administrative capacity.

The whole life cycle of legislation including and especially after adoption has to be closely monitored.

But most importantly: the new business model of the Union needs a much higher degree of legitimation 
from the citizens to be sustainable.

2. FROM LEGISLATIVE MACHINE TO EXECUTIVE CAPACITY
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V. A SOLID UNION OF  
CITIZENS AND STATES 

Citizens can be worried about too detailed actions on the Union level: they are expecting for 
a mouse, they are delivered an elephant.

The opposite is equally true. Citizens are becoming sceptical too because their hopes 
for decisive action at the Union level is disappointed. Opinion polls show for decades an 
overwhelming request for an effective European Union action on foreign, security and 
defence policy with approval ratings of up to 80% Citizens are equally asking for protection 
against illegal immigration. They are asking for an elephant but they are delivered a mouse.

OVERDOING

UNDERPERFORMING

EXPECTATIONS DELIVERY

3. FIGHTING THE TWO SOURCES OF EUROSCEPTICISM

2 SOURCES OF EUROSCEPTICISM

What citizens want from Europe* 

The fight against unemployment 77% 
want more 

The fight against tax fraud 75% 
want more 

74% 
want more 

The protection of external 
borders 

71% 
want more 

Environmental protection 67% 
want more 

Security and defence policy 66% 
want more 

The fight against terrorism 

7% 
want less 

82% 
want more 

The promotion of democracy 
and peace in the world 

68% 
want more 

The issue of migration 

Economic policy 52% 
want more 

Agriculture 50% 
want more 

Equal treatment of men and 
women 

55% 
want more 

Foreign policy 50% 
want more 

Industrial policy 47% 
want more 

Energy supply and energy 
security 

53% 
want more 

Health and social security 63% 
want more 

10% 
want less 

11% 
want less 

6% 
want less 

14% 
want less 

11% 
want less 

7% 
want less 

7% 
want less 

6% 
want less 

7% 
want less 

7% 
want less 

9% 
want less 

5% 
want less 

5% 
want less 

4% 
want less 

* Source: Poll by TNS/SOFRES for the European Parliament (panel of 27.969 citizens) 



36

V. A SOLID UNION OF  
CITIZENS AND STATES 

Over the past decades Parliament has become 
equal law-maker in more and more policy 
fields. Parliament has to continue its transition 
to effectively impact on the whole legislative 
life cycle from agenda setting to consultation, 
legislation and scrutiny, to maximise its 
democratic role. Parliament has to insist on a 
culture of delivery. 

4. COMPLETING THE LEGISLATIVE CYCLE

Source: European Parliament
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CONCLUSION 

THE INDISPENSIBLE EUROPE
Europe has dominated the world during centuries. 

It has developed the values of personal freedom, human dignity, market economy as well as modern 
science and thus laid down the foundation of today’s society.

The European Union is recognised around the world as a model on how to integrate former enemies 
peacefully after two devastating European civil wars.

Its ability to protect its citizens, develop a vibrant economy, to contribute to peace and development 
around the globe can make the difference in the multi-polar world of the 21st century.

The European Strategy and Policy Analysis System (ESPAS) provides a framework for cooperation and consultation at administrative level, on a voluntary 
basis, between the European Parliament, the European Commission, the Council of the European Union, and the European External Action Service, with the 
Committee of the Regions and the European Economic and Social Committee as observers, to work together on medium and long-term trends facing or 
relating to the European Union.

In February 2013, we inaugurated ORBIS - a global foresight hub - the world’s largest library of prospective studies.

www.espas.eu 
www.espas.eu/orbis


