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Basic Statistics of the European Union, 2017

(Numbers in parentheses refer to the OECD average)®

LAND, PEOPLE AND ELECTORAL CYCLE

Population (million) 511.5 Population density per km? 116.7  (37.2)
Under 15 (%) 15.5 (17.9)  Life expectancy (years, 2016)° 81.0 (80.5)
Over 65 (%) 18.8 (17.0) Men 782  (77.9)
Foreign-born (%) 1.2 Women 83.6 (83.1)
Latest 5-year average growth (%) 0.2 (0.6)  Latest general election May 2014
ECONOMY
Gross domestic product (GDP) Value added shares (%, 2016)
In current prices (billion USD) 17,277 Primary sector 1.5 (2.5)
In current prices (billion EUR) 15,326 Industry including construction 24.8 (26.7)
Latest 5-year average real growth (%) 1.7 (2.1) Services 73.7 (70.8
Per capita (000 USD PPP) 39.2 (42.2)
GENERAL GOVERNMENT?*
Per cent of GDP
Expenditure 458 (40.6)  Gross financial debt 81.6
Revenue 449 (37.7)
EXTERNAL ACCOUNTS
Main exports (% of total merchandise exports)
Machinery and transport equipment 422
In per cent of GDP Other manufactured goods 226
Exports of goods and services (including intra 457 (58.0) Chemicals and related products, n.e.s. 17.7
EV)
Imports of goods and services (including intra 422 (563.3)  Main imports (% of total merchandise imports)
EU)
Current account balance 14 (0.4) Machinery and transport equipment 320
Other manufactured goods 256
Mineral fuels, lubricants and related materials 18.2
LABOUR MARKET, SKILLS AND INNOVATION
Employment rate for 15-64 year-olds (%,) 67.7 (67.7)  Unemployment rate, Labour Force Survey (age 15 and over, %) 7.6 (5.8)
Men 73.0 (75.4) Youth (age 15-24, %) 168  (11.9)
Women 62.5 (60.1) Long-term unemployed (1 year and over, %) 34 (1.7)
Participation rate for 15-64 year-olds (%) 73.3 (71.1)  Tertiary educational attainment 25-64 year-olds (%)° 31.2 (35.7)
Average hours worked per year (2016)° 1636 (1763)  Gross domestic expenditure on R&D (% of GDP, 2016) 2.0 (2.3)
ENVIRONMENT
Total primary energy supply per capita (toe, 2016)c 33 (4.1)  CO2 emissions from fuel combustion per capita (tonnes, 2015) 6.9 9.2
Renewables (%) 13.0 (9.6)  Municipal waste per capita (tonnes, 2016) 05 (0.5
Exposure to air pollution (more than 10 g/m3 of 729 (75.2)
PM2.5, % of population, 2015)
SOCIETY
Income inequality (Gini coefficient, 2016)c 0.308 (0.311)  Education outcomes (PISA score, 2015)
At risk of poverty rate (%, 2016) 10.9 Reading 486 (493)
Public and private spending (% of GDP) Mathematics 487 (490)
Health care, current expenditure (2016)° 8.6 (9.0 Science 487 (493)
Pensions (2013)° 9.5 (9.1)  Share of women in parliament (%, April 2018) 30.1 (29.7)
Education (primary, secondary, post sec. non 34 (3.7)  Net official development assistance (% of GNI) 0.34 (0.40)

tertiary, 2014)

a. Where the OECD aggregate is not provided in the source database, a simple OECD average of

Better life index : www.oecdbetterlifeindex.org
Note: Average of European Union 28 countries unless otherwise indicated.

latest available data is calculated where data exist for at least 29 member countries.

c. Average of the European Union member countries that are also members of the OECD (22

countries) plus Lithuania.

d. Latest available year for the OECD average.

Source: Calculations based on data extracted from the databases of the following organisations: Eurostat,
OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary
Union.
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Executive summary

o The economy is expanding supported by accommodative macroeconomic policies

e Policies to pursue stronger growth and make it more inclusive are needed
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Economic conditions keep improving...

The EU economy is finally growing robustly.
After years of crisis, the European economy has
robustly expanded in 2017 (Figure A), helped by
very accommodative monetary policy, mildly
expansionary fiscal policy and a recovering
global economy. GDP growth is projected to
remain strong in 2018 and 2019 by the standards
of recent years.
Figure A. The economy has recovered strongly

Y-0-y % changes % of the labour force
4 12
2 \ — —E
0 —_— 1 \ I’ ./ 1 \\,./. 1 1 ) 8
2 Real GDP growth 6
4 Unemployment rate (rhs) 4

6
2006 2008 2010 2012 2014 2016 2018

Source: OECD (2018), OECD Economic Outlook:
Statistics and Projections (database).
StatLink Sii=m™ http://dx.doi.org/10.1787/888933747432

...but important challenges remain

With an expansion underway, attention needs
to shift to Europe’s long-term challenges.
Wellbeing disparities, the UK vote to exit the
EU, low potential growth, an ageing population
and continuous technological developments are
all important challenges. To further strengthen
the confidence of all its citizens (Figure B), the
European Union needs to focus on policies that
support a stronger and more inclusive growth.

Figure B. Citizens' trust in the EU is recovering
% of population claiming they tend to trust the EU, as an
institution
%
70
60

50
40
30

20
10

0 n n n n n n
2004 2006 2008 2010 2012 2014 2016

Source: European Commission, Public Opinion in the
European Union, Standard Eurobarometer Survey.

StatLink Sa=r http://dx.doi.org/10.1787/888933747451

Bringing everyone on board to revive the
European project. Income inequality in EU
countries is on average lower than in other
OECD countries. At the same time, the crises
have left a legacy of social problems and
discontent. Unemployment remains above pre-
crisis levels in many countries and real wages
fell sharply in some countries hard hit by the
crisis and stagnated or barely grew in others.
Youth unemployment, at about 16% on
average, remains high and there are still too
many youth left behind.

Improving long-term growth is key to make
growth more inclusive

Potential growth has fallen substantially
since the financial crisis (Figure C). Sustained
improvements in living standards are held back
by weak productivity and investment in many
countries. The EU can lift the EU’s low growth
potential by creating the right incentives and
conditions to support national reforms. Across
Europe there is ample scope for reforms to
boost competition, encourage innovation and
business dynamism and make growth more
inclusive. It is in good times that countries can
best afford the adjustment costs of such
reforms.
Figure C. The EU's potential output growth is

low
As a percentage of potential GDP

35
3.0
25
20
1.5
1.0
0.5

United States

@ European Union

0.0 v . . . . . . . .
2000 2002 2004 2006 2008 2010 2012 2014 2016

Source: OECD (2018), OECD Economic Outlook:
Statistics and Projections (database).
StatLink Si=r http://dx.doi.org/10.1787/888933747470

Deepening the Single Market is a key EU
lever to enhance prosperity. A dynamic and
large single market, that stimulates competition
and efficiency, is the EU’s main asset for
spurring productivity, investment and economic
growth. However, the single market remains

OECD ECONOMIC SURVEYS: EUROPEAN UNION 2018 © OECD 2018
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fragmented, with barriers in key areas,
including services, transport, finance, energy
and digital markets. Removing unnecessary
barriers to competition and cutting red tape can
help to improve economic dynamism,
facilitating firm entry and exit, reallocation of
resources across firms and technological
diffusion. New efforts to complete the single
market by creating new business opportunities
would also stimulate business investment,
which is increasing but remains below pre-
crisis.

Better harnessing digital technologies to
adapt to rapid technological change. An
important factor for future growth will be the
ability of EU economies to reap the benefits of
digitalisation. Several countries lag behind in
the quality of digital infrastructure: use of
advanced digital tools falls short in many
countries (Figure D). A better designed EU
regulatory framework could encourage greater
investment in  high  quality  network
infrastructure. This should be accompanied by
strong national efforts to develop the right
digital skills among people of all ages and
educational attainment. The EU could support
the development of digital skills by establishing
common definitions of skill needs and helping
countries develop data tools to monitor skill
gaps.

Figure D. Use of advanced digital tools falls short

in many countries
% of enterprises using cloud computed services, 2017*

70
60

i}
ZOxJdlnZouwx =z
<JoXWHa O=Z=T
OCZOo~ IS =Zno

OECD

1. Or latest available year.

2. Unweighted average across European Union members
that are also members of the OECD (22 countries), plus
Lithuania.

Source: OECD (2018), ICT Access and Usage by
Businesses (database); see figure 23 for details.

StatLink = http://dx.doi.org/10.1787/888933747489
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Creating inclusive labour markets to raise
living standards and potential growth. With
the recovery maturing, some central European
countries are already facing labour shortages.
Now is the time to build on national reforms to
ensure that women, youth, older workers and
migrants are integrated in the labour market.
Making it much easier to hire skilled workers
from outside the EU, by simplifying the
eligibility requirements and procedures for the
EU Blue Card, would also help. Swiftly
integrating refugees would improve both their
wellbeing and expand the labour force and help
address EU citizens' concerns. Labour mobility
between EU countries has increased in recent
years but still remains relatively low. To a large
extent, this reflects Europe’s linguistic and
cultural diversity, which is an asset. But policy-
induced barriers also inhibit movement. These
include difficulties in having professional
qualifications recognised and different social
security systems. Even if the EU has rules to
coordinate social security systems to ensure the
portability of social security rights.

A reformed EU budget could enhance growth
and make it more inclusive

The approaching negotiations for the next
multiannual financial framework provide an
opportunity to rethink the EU budget. The
EU budget is already stretched and there are
new financing needs. Reforming the budget has
become even more urgent with Brexit: the UK
departure will lead to a gap of about 7% of the
annual budget after 2020. If not addressed this
shortfall could lead to significant cuts in some
crucial European programmes.

Financing new priorities and filling the UK gap
will require higher member states’ income-
based contributions, new sources of revenue
coming from taxation, a reallocation of
spending or a combination of these measures.
Additional funding could come from
eliminating the system of special reductions that
some of the largest net contributor countries
benefit from. Although politically difficult,
cohesion funding should be focussed more
tightly on lagging regions, which would more
effectively address regional divides. Reforms
have reduced the weight of agriculture in the
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EU budget to 37%. However, about 27% of the
support to producers is still linked to production
and should be phased out. Spending on R&D,
which only accounts for 13% of the EU budget,
should be significantly increased given
Europe’s low growth potential and the evidence
of the value added of EU-level R&D support
compared to national programmes. The EU
could better support those who lose out from
globalisation and are displaced by technological
change through a reformed and better funded
European Globalisation Adjustment Fund.
Increased funding for programmes with a strong
apprenticeship component and job-placement
support such as “Erasmus Pro” could help less
qualified workers, especially youth.

Narrowing regional divides

The EU’s record on reducing regional income
disparities is mixed. Average regional
disparities in GDP per capita have declined
over the last decade. But progress on regional
convergence came to a halt with the crisis and
has not resumed since (Figure E).
Figure E. Convergence in regional GDP per
capita came to a halt with the crisis
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1. The graph shows disparities in GDP per capita (in PPS)
between NUTS-2 EU regions.

Source: European Commission (see figure 14).
StatlLink sisr http://dx.doi.org/10.1787/888933747508

Making the best of cohesion policy to reduce
regional divides. To further support income
convergence, cohesion spending should focus
on items with long-term growth benefits and
clear spillovers across borders, including human
capital, innovation and transport, energy and
digital networks. There is too much focus on
spending the funds and not enough on the
quality of investment. Higher co-funding rates
could encourage greater spending effectiveness.

Slow starts of projects at the beginning of the
programming period (Figure F) lead to a back-
loading of investment resulting in poor project
quality. Reducing the burden of administration
is a must to make cohesion policy more
effective and reduce slow starts. Creating a
single-rule book for EU funding could help.

Figure F. Slow use of structural funds is common
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1. 2014-20 programming period, as of end 2017.

Source: European Commission (2018), Cohesion Open
Data Portal for the European Structural and Investment
Funds (https://cohesiondata.ec.europa.eu/ ).

StatLink Si=r http://dx.doi.org/10.1787/888933747527

Climate change is a global challenge that
requires all countries to act decisively

Over 90% of Europeans see climate change
as a serious problem. Under the Paris
agreement, the EU and its member states
committed to reducing greenhouse-gas (GHG)
emissions by at least 40% by 2030 from 1990
levels. Policy must be strengthened, even more
so to meet the objective of “significantly less
than 2°”. The EU emission trading system
(ETS) has not played as great a role as it could
in driving low-carbon investments. The
recession, extensive promotion of renewables
and other measures have generated a large
surplus of allowances and a low carbon price.
The ETS will need to be tightened further and
taxation increased on the use of fossil fuel
outside electricity generation. Bringing all
emissions, notably transport, into the ETS could
make room to progressively replace most other
climate policies. Working through price
incentives would increase coherence and lower
overall costs. Supporting policies, ranging from
smart grids and other infrastructure, through
energy labelling and information provision, will
remain necessary.
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MAIN FINDINGS

KEY RECOMMENDATIONS

Reforming the EU budget to foster more inclusive growth

There are new priorities to support more inclusive
growth that need to be financed and the departure of
the UK will lead to a financing gap. The burden of
financing the EU budget does not reflect countries
ability to pay.

Consider enhancing the efficiency of spending and increasing
revenues, and reassess how the European budget is financed.
Phase out production-based payments in the Common Agricultural
Policy.

Increase research and development (R&D) spending.

Reducing regional divides by making cohesion policy more effective

There is a significant productivity gap between less
developed regions and the rest.

Multiple objectives are reducing the effectiveness of
cohesion policy, scattering resources and making
evaluating its effectiveness very difficult.

There is too much focus on spending structural and
cohesion funds and not enough on the quality of
investment.

The overwhelming amount of regulation, with frequent
rule changes makes cohesion policy difficult to
manage and control.

Prioritise cohesion funding to less developed regions.

Better target cohesion funding on spending with long-term growth
benefits (human capital, innovation and network infrastructure), and
to projects with clear spillovers across borders.

Consider increasing national co-financing rates to encourage better
project selection taking into account the relative impact of the
project and the EU added value.

Create a “single rule book” for EU funding programmes.

Use e-government and e-procurement more often.

Leveraging the single market to improve long-term growth and living standards

Business services experience many administrative
and regulatory barriers.

European energy markets are too fragmented; high
market concentration and weak competition remain
an issue, investment is insufficient and final energy
prices are high for citizens and businesses.

A shortage of workers with the right digital skills is
constraining investment and productivity.

Simplify administrative formalities for the establishment and
provision of cross-border services, and provide guidance on
implementing EU legislation.

Pursue the planned cross-border co-operation on power system
operation and trade, including interconnection capacity calculations
and reserve margins.

Develop tools to help member states monitor digital skill needs. Set
EU standards for the monitoring of digital skills and task content of
occupations.

Eliminating barriers to people working and supporting intra-EU mobility

The EU is relatively weak at attracting highly skilled
foreign workers.

Intra-EU labour mobility is weak owing to linguistic
differences, slow recognition of qualifications and
barriers to access regulated professions among
others.

Methods to circumvent labour and tax laws persist.

Make effective the proposed simplification of eligibility and
procedures for the EU Blue Card for high-skilled labour migrants.

Increase spending on mobility programmes such as Erasmus+, and
facilitate access irrespective of socio-economic background.

Foster the harmonisation of professions’ curricula at the EU level.

Make the electronic European professional card available to all
sectors.

Step up efforts at the EU level to coordinate the design and
organisation of joint cross-border labour and tax control activities.

Better protecting EU citizens in the face of change

The effectiveness of the European Globalisation
Adjustment Fund is reduced by a complex and slow
approval process.

Over 90% of Europeans see climate change as a
serious problem. To meet the EU 2030 greenhouse-
gas emission targets without excessive costs, policy
needs to be tightened, with more attention given to
cost-effectiveness.

Revise application requirements and procedures to speed the use
of the Fund and expand eligibility to workers affected by other
shocks, such as automation.

Increase the price of greenhouse gas emissions and consider
bringing all fuel use, including transport, into the EU Emissions
Trading System (ETS).

Increase minimum tax rates on fossil fuel use that falls outside the
ETS, especially where tax rates are currently low or zero.
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Key Policy Insights

o The economic expansion continues

o Time is ripe for a reform of the EU budget
o Addressing regional divides

o Deepening the single market

o Strengthening labour markets

o Fighting climate change
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Challenges facing the European Union

After years of crisis, a positive economic momentum has taken hold in the European
Union over the last couple of years, helped by very accommodative monetary policy,
mildly expansionary fiscal policy and a recovering global economy. Growth has
continued at a dynamic pace in 2017, broadening across sectors and countries and
lowering unemployment.

These positive developments provide an opportunity to renew efforts to meet the long-
term challenges facing the European Union. Sustained improvements in living standards
are held back by weak productivity and investment in many countries. Europe’s rapid
ageing will lead to a decline in output per capita and squeeze public finances, unless
employment rates and productivity increase. The short and medium term economic
impact of the UK departure from the EU (“Brexit”) on the EU has been estimated to be
relatively small (Kierzenkowski et al., 2016), but some short-term disruptions cannot be
ruled out. Migration remains an important concern for Europeans. The numbers of
refugees entering the EU have come down, but the latest wave of refugees has shown the
limitations of the EU policy. An additional challenge, discussed in the accompanying
Euro Area Survey, is how to put the economic and monetary union on a stronger footing
to make the euro area less vulnerable to crises.

In view of these challenges, the EU needs to show more than ever the concrete benefits it
brings to people. Citizens’ trust on the European Union is on the rise, after having
significantly fallen during the sovereign and refugee crises, but the popularity of the EU
remains strikingly low by past standards (Figure 1). Part of this discontent stems from
significant gaps in well-being among EU citizens in key areas including income, jobs,
health and education (Figure 2). Income inequality is lower in Europe than in other
OECD countries, but the crises have left a legacy of social problems. Unemployment
remains above pre-crisis levels in many countries and is painfully high in some others
(Figure 3), especially among young people. Real wages have stagnated or barely grown in
most countries, and have fallen significantly in countries hard hit by the crisis. There are
also significant regional divides across Europe. While leading European regions, mostly
cities and major urban areas grow ahead, lagging regions seem to stall (OECD, 2018a;
Bachtler et al. 2017).

Figure 1. Trust in the EU is recovering, but remains below pre-crisis levels
Respondents claiming they tend to trust the European Union, as an institution, in per cent of total respondents
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1. Unweighted average of Greece, Italy, Portugal and Spain.
Source: European Commission, Public Opinion in the European Union, Standard Eurobarometer Survey.

StatLink sa=r http://dx.doi.org/10.1787/888933747546
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Figure 2. Average well-being is high, but there are significant inequalities

Better Life Index, 2017}

A. Well-being indicators

European Union? Income and wealth
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OECD Subjective well-being Jobs and earnings
Personal security M Housing
Environmental quality Work and life balance
Civic engagement Health status
and governance
Social connections Education and skills

B. Well-being inequalities in the European Union®

High achievers in the European Union |“C°T§ and wealth

Low achievers in the European Union

8
6
Civic engagement and governance ; Jobs and earnings
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1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index

set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10
(best) and 0 (worst) according to the following formula: (indicator value - minimum value) / (maximum value
- minimum value) x 10.

2. European Union member countries that are also members of the OECD (21 countries).

3. The panel shows well-being outcomes in various dimensions for people in the European Union
with different socio-economic background. In the dimensions of "income and wealth", "health" and "civic
engagement and governance", “high (/low) achievers” are people with an income belonging to the top
/(bottom) quintile of the income distribution; in "jobs and earnings", “high (/low) achievers” are people with
the high/(low)est educational attainment (i.e. ISCED 5/6 versus ISCED 0/1/2) or with gross earnings
belonging to the top /(bottom) quintile of the distribution; in "education and skills", "high (/low) achievers”
are people with a score belonging to the top /(bottom) quintile of the PISA index of economic, social and
cultural status; Outcomes are shown as normalised scores on a scale from 0 (worst condition) to 10 (best
condition) computed over OECD countries, Brazil, the Russian Federation and South Africa.

Source: OECD (2017), OECD Better Life Index, www.oecdbetterlifeindex.org .

StatLink Sa=m http://dx.doi.org/10.1787/888933747565
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Figure 3. Unemployment has fallen but remains significant
Unemployment rates, per cent of the labour force
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1. European Union 28 countries.
2. Unweighted average.
Source: Eurostat (2018), "Employment and unemployment (LFS)", Eurostat database.

StatlLink Si=m http://dx.doi.org/10.1787/888933747584

Policies to pursue stronger growth and make it more inclusive are mostly to be
undertaken at the national level, but EU policies are needed to complement national
efforts. Against this backdrop, the main messages of this Survey are:

e With an expansion under way, attention needs to shift to Europe’s long-term
challenges. A reformed EU budget could enhance growth and make it more
inclusive by stepping up investment in R&D, better targeted cohesion and
agriculture spending to more effectively address regional divides, and increased
funding to support less qualified youth.

e To spur long term growth and sustained improvements in living standards, the EU
needs to revive the single market project, by removing remaining barriers in
services, energy, digital and transport. Greater intra-EU labour mobility and
making it much easier to hire skilled workers from outside the EU could ease
labour shortages.

e Deepening the single market and faster adoption of digital technologies will
create new jobs but put at risk others. The EU should better help lagging regions
catch up and support those who lose out from globalisation and are displaced by
technological change.

Recent macroeconomic developments and short-term prospects

The upswing continues

The European economy is growing at a fast pace (Figure 4), is broadening across sectors
and countries, and is supported mostly by domestic demand (Figure5, Panel A).
Improving labour markets and very favourable financing conditions continue to boost
incomes, and together with higher consumer confidence (Figure 5, Panel B), private
consumption, despite lacklustre real wage growth in a majority of member states.
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Investment is expanding at a dynamic pace in most countries (Figure 5, Panel C), as
private investment expands sustained by buoyant business sentiment, rising profits and
easy financial conditions. Public investment, on the other hand, remains subdued in some
member states (Figure 6). Exports have continued to strengthen on the back of an
improved economic outlook in Europe and the rebound in world trade. Business and
consumer confidence indicators remain very high pointing to healthy growth ahead and in
some sectors and countries firms are starting to face equipment and capacity constraints
(Figure 5, Panel D).

Figure 4. The upturn continues and is broad-based

Real GDP, index 2007-Q4=100
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1. European Union member countries that are also members of the OECD (22 countries).

Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink s http://dx.doi.org/10.1787/888933747603
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Figure 5. The broad-based recovery should positively support investment growth
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Commission (2018), Business and Consumer Surveys (database), Brussels.

StatLink sa=r http://dx.doi.org/10.1787/888933747622
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Figure 6. Private investment is recovering, while public investment remains subdued
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1. The series underlying the displayed indices are deflated by the GDP deflator.
2. European Union member countries that are also members of the OECD (22 countries).
3. Private investment is obtained as gross fixed capital formation of the total economy minus

government fixed capital formation (appropriation account).
Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink Sw=m http://dx.doi.org/10.1787/888933747641

Labour market conditions also continue to improve. Employment and labour force
participation rates in many countries are now above their levels prior to the crisis
(Figure 7), helped by stronger demand and by reforms that have raised activation,
enhanced job creation and lowered barriers to female labour force participation (OECD,
2017a). The EU average unemployment rate was 7.1 in April 2018. Yet, significant
differences remain across countries (Figure 8, Panel A) and most EU countries have yet
to regain their pre-crisis unemployment levels. There are also significant differences in
unemployment across regions (Figure 9).
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Figure 7. Participation rates have risen in many countries

Labour force as a percentage of the population aged 15-74
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).
StatLink S=m http://dx.doi.org/10.1787/888933747660
Figure 8. The labour market is improving but wage pressures remain limited
A. The unemployment rate keeps declining B. Real wage growth?
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1. Measures, for each single monthly observation, the range between the minimum and the maximum
unemployment rate registered across EU Member States.
2. Real wages are measured as labour compensation per employee deflated by the GDP deflator.
3. European Union member countries that are also members of the OECD (22 countries).

Source: Eurostat (2018), "Employment and unemployment (Labour Force Survey)", Eurostat database;
OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink su=r http://dx.doi.org/10.1787/888933747679
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Although labour shortages are beginning to appear in some countries, improving labour
market conditions have not yet translated into much wage pressures (Figure 8, Panel B).
A number of factors seem to weigh on wage growth including still significant labour
market slack in some countries and weak productivity growth in past years. The shares of
involuntary part-time work and discouraged workers in the labour force are still elevated
and declining only slowly (OECD, 2017b), suggesting that labour market slack is
probably bigger than what the unemployment rate suggests. Faster wage growth may
have also been held down in recent years by an increasing share of part-time jobs, rising
female labour force participation and growing employment in low-wage service sectors
(OECD, 2018b; Broadbent, 2015; Daly and Hobijn, 2017).

Figure 9. Regional unemployment rates in the European Union: difference in levels between
2007 and 2016

[0 Unemployment rates decreased
[ 1 Unemployment rates increased by less than 5 pps

Bl Unemployment rates increased by more than 5 pps

Source: Eurostat (2018), “Regional labour market statistics”, Eurostat Database.

StatLink =P http://dx.doi.org/10.1787/888933747698
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At the same time, the labour market situation is not homogenous across Europe. While
some countries, like Greece and Spain still face high unemployment rates (Figure 3), the
labour market is tightening in a number of central European countries like Germany and
Poland. Indeed, business surveys indicate that labour market shortages are a key factor
limiting production and firms’ growth in Poland and other Visegrad countries (Figure 10),
that are benefiting from the revival in the global economy thanks to their close ties to
global value chains.

Figure 10. Labour shortages are increasing in some countries, especially in central Europe

Percentage of manufacturing firms pointing to labour shortages as a factor limiting production
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Source: European Commission (2018), "Industry/Business Climate Indicator", Business and Consumer

Surveys, Brussels.

StatlLink Si=m http://dx.doi.org/10.1787/888933747717

Imbalances within Europe have declined asymmetrically since the financial crisis, with
adjustments mainly taking place in countries with larger net external liabilities. Net
external debtor countries that had persistent and large current account deficits before the
crisis, such as Portugal and Spain, have seen significant current account and some net
foreign asset adjustments (Figure 11), reflecting moderated domestic demand and a more
competitive economy. However, additional adjustments are needed to bring the net
international investment position to more sustainable levels in some countries. At the
same time, elevated external surpluses have persisted in Germany, the Netherlands and
Sweden. These external surpluses have led the European Union average current account
surplus to reach a peak of 2.6% of EU GDP in 2017, with significant projected current
account surpluses also in 2018 and 2019. Reforms to remove barriers to entry in services
and higher spending in public infrastructure, would help reduce the large current account
surplus in Germany, while higher public spending in R&D would in the short term reduce
the current account surplus in the Netherlands. In countries with previously large current
account deficits, structural policies aimed at fostering productivity growth and further
improvements in price and non-price competitiveness would help to unwind the large net
foreign liabilities.
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Figure 11. The EU current account surplus remains high
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Eurostat Database.

StatlLink Si=r http://dx.doi.org/10.1787/888933747736

GDP growth is projected to average slightly above 2% per annum in the region in 2018-
19 supported by accommodative macroeconomic policies and a recovering world
economy (Table 1). While all EU economies are showing positive growth rates, they are
at varying points in their cycles (Table 2). Rising employment should boost incomes and
support private consumption, as wages are expected to rise faster than in the past. High
business confidence, increasing corporate profitability and encouraging global demand
should keep supporting investment. Despite tepid export growth, a large area-wide
current account surplus will remain, with a projected continuation of significant current
account surpluses in Germany and the Netherlands. Inflation will gradually strengthen in
an environment with higher oil prices, disappearing slack and higher wage growth.
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Table 1. Macroeconomic indicators and projections

European Union, ' annual percentage change, volume (2015 prices)

Projections
2015 2016 2017 2018 2019
Gross domestic product (GDP) 2.2 1.9 2.6 2.3 21
Private consumption 2.0 2.3 2.0 1.7 1.7
Government consumption 1.3 1.6 12 1.5 1.3
Gross fixed capital formation 35 3.0 3.8 43 3.9
Final domestic demand 22 23 22 22 21
Total domestic demand 22 22 22 22 21
Exports of goods and services 6.0 3.6 5.7 47 4.6
Imports of goods and services 6.2 48 49 4.6 47
Other indicators (growth rates, unless specified)
Potential GDP 1.4 14 14 15 15
Output gap? 2.1 1.7 0.5 0.3 0.9
Employment 12 1.7 14 1.3 0.9
Unemployment rate 9.5 8.6 7.7 7.1 6.8
GDP deflator 1.2 0.9 1.3 1.6 1.9
Consumer price index 0.0 0.3 1.8 1.8 1.9
Core consumer prices 09 0.9 1.2 14 1.9
Household saving ratio, net3 5.2 49 43 42 41
Current account balance* 21 21 26 2.7 2.8
General government fiscal balance# 24 1.7 -1.0 -0.8 0.5
Underlying general government fiscal balance? -1.3 0.9 0.7 -0.9 -0.9
Underlying general government primary fiscal 0.6 0.9 1.0 0.7 0.7
balance?
General government gross debt (Maastricht) 87.0 86.5 84.2 82.4 80.7
General government net debt4 67.5 68.5 64.9 63.1 61.2
Three-month money market rate, average 0.2 0.0 -0.1 0.0 0.3
Memorandum item
Gross government debt# 105.1 106.0 102.2 100.2 98.2
1. European Union member countries that are also members of the OECD (22 countries).
2. As a percentage of potential GDP.
3. As a percentage of household disposable income.
4. As a percentage of GDP.

Source: OECD (2018), "OECD Economic Outlook No. 103", OECD Economic Outlook: Statistics and
Projections (database).
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Table 2. Projected real GDP growth rates in the European Union

Year-on-year percentage changes'

Year 2018 2019 Year 2018 2019
Member states:
Austria 2.7 2.0 Latvia 4.1 3.6
Belgium 1.7 1.7 Lithuania 3.3 2.9
Czech Republic 3.7 3.2 Luxembourg 3.6 3.8
Denmark 1.7 1.9 Netherlands 3.3 29
Estonia 3.7 3.2 Poland 4.6 3.8
Finland 29 25 Portugal 22 22
France 1.9 1.9 Slovak Republic 4.0 45
Germany 21 21 Slovenia 5.0 3.9
Greece 2.0 2.3 Spain 2.8 24
Hungary 44 3.6 Sweden 2.8 2.2
Ireland 4.0 29 United Kingdom 14 1.3
Italy 14 1.1
Aggregates:
European Union 2.3 21 OECD 2.6 25
1. European Union member countries that are also members of the OECD (22 countries).

Source: OECD (2018), "OECD Economic Outlook No. 103", OECD Economic Outlook: Statistics and
Projections (database).

Policy uncertainty remains high and could increase further. Brexit is not considered a
major macro-economic risk for the EU as a whole, as discussed below, nonetheless,
countries with the closest trade links to the United Kingdom could be severely impacted
if the United Kingdom left the European Union without any trade agreement. An increase
in trade protectionist measures or a sudden tightening of global financial conditions
would negatively affect global demand and Europe’s trade and investment. A too rapid
tightening of monetary policy could weigh on the recovery in countries with high
unemployment and negative output gaps. High debt countries may have difficulties
coping with higher borrowing costs if monetary accommodation is rapidly reduced. On
the upside, the cyclical recovery in world trade or stronger confidence generated by on-
going momentum in solving euro area institutional weaknesses could lead to stronger
than expected growth in Europe. The EU’s economic prospects are also subject to
medium-term risks, the problems and consequences of which are difficult to quantify in
terms of risks to the projections (Table 3).

Table 3. Risks about the European Union economies’ growth prospects

Risks Possible outcome
EU disintegration The worst of the euro area crisis has passed, but the UK is leaving the EU. Populist parties in
favour of referendums on membership of the EU, the euro or both could gain power across the
continent.
Rising  protectionism in  Many EU economies are dependent on unimpeded trade and investment flows. An increase in
trade and investment trade protectionism would negatively affect confidence, investment and jobs, and harm longer-

term growth prospects.
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Dealing with the UK departure from the EU

Risks on macroeconomic and financial stability are manageable

Brexit is not considered a major macro-economic risk for the EU. While a “hard” Brexit
would generate a large negative shock to the UK economy reducing GDP by an estimated
3.3% by 2020, the impact on the EU as a whole will reduce GDP by around 1 percentage
point by 2020 according to OECD estimates (Kierzenkowski et al. 2016). Nonetheless the
impact will vary across member states and some countries, like Ireland will be more
severely impacted (OECD, 2018c). The political agreement between the EU and UK to
set up a 21-month transition period after Brexit is a positive step in defining the economic
relationship during the transition period (Box 1 and OECD, 2017c). However, there are
still areas where agreement needs to be reached for the transition period to take effect as
part of the withdrawal agreement.

Box 1. Overview of key developments in the Brexit negotiations since early 2018

On 28 February 2018, the European Commission published the EU's proposal for a
Withdrawal Agreement between the European Union and the United Kingdom that
translates into legal terms the joint report from the negotiators of the European Union and
the United Kingdom government from December 2017 on the first phase of negotiations.

On 19" March 2018, lead negotiators from the European Commission and the UK
government presented a coloured version of the Draft Agreement on the withdrawal of
the UK from the European Union. Text highlighted in green in the Draft Agreement
corresponds to issues that were agreed at negotiators' level and will only be subject to
technical legal revision, such as citizens’ rights, the financial settlement, the transition
period, some of the other separation issues. Notable details include:

e The transition period will last until 31 December 2020. During this period the UK
will continue to apply fully the Union acquis, therefore effectively remaining in
the EU single market and customs union.

e The rights of UK citizens living in EU countries and EU citizens living in the UK
will be fully protected according to Union law. Individuals who relocate during
the transition period will continue to have their rights protected after 2020 in line
with the arrangements found in the Draft Withdrawal agreement.

o The UK will have the right to negotiate trade deals with other countries. However
if a trade deal is agreed upon during the transition period, it cannot be
implemented until after December 31, 2020.

e During the transition period, the UK is excluded from participation in the Union
decision-making but may be exceptionally invited to attend, without voting rights,
comitology or Commission expert groups or similar meetings where the UK is
concerned or where it is necessary for the effective implementation of Union
acquis. The UK will remain subject to the EU Common Fisheries Policy, and will
have consultation rights regarding the setting of the 2020 fishing opportunities.

e The draft Agreement includes a Protocol providing for a “backstop” solution for
the border between Ireland and Northern Ireland issue that the Joint Report called
for. This states that in absence of any agreed upon solutions, Northern Ireland
will maintain full alignment with the single market and customs rules following
the end of the transition period.
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¢ During transition, institutions of the European Union will have the Treaty powers
in relation to UK as if it were a Member State. In particular the Court of Justice
will have the same jurisdiction as now with respect to UK.

However, transitional arrangements are part of the Withdrawal Agreement. This means
that there will be no legal certainty about the transition until the Withdrawal Agreement
has been ratified by the EU and the UK.

On 23" March 2018, the European Council adopted the guidelines on the framework for
the future relationship with the UK after Brexit. The EU stated its determination to have
as close as possible a partnership with the UK in the future. Such a partnership should
cover trade and economic cooperation as well as other areas, in particular the fight against
terrorism and international crime, as well as security, defence and foreign policy.

The Brexit process is now on-going in several strands:

1) Pursuit of negotiations and finalisation of the Withdrawal Agreement with the UK,
which includes an agreement on transitional arrangements.

2) Scoping of the framework for the future relationship. This will be elaborated in a
political declaration accompanying the Withdrawal Agreement.

3) Preparing EU institutions, Member States, and stakeholders for the UK becoming a
third country, possibly without a ratified Withdrawal Agreement.
Sources: European Council (Art. 50) guidelines on the framework for the future EU-UK relationship; Draft

Agreement on the withdrawal of the United Kingdom of Great Britain and Northern Ireland from the
European Union and the European Atomic Energy Community; Text of the Draft Withdrawal Agreement.

Risks on financial stability for the EU as a whole from Brexit should be manageable if
financial market participants are sufficiently prepared for various exit scenarios. The
Financial Policy Committee at the Bank of England and the European Banking Authority
have pointed to several risks of disruption to the end-users of financial services (BoE,
2018; EBA, 2017). Although a number of important financial services are provided from
London, it is unlikely that the access of EU entities’ to financial services will be restricted
(ECB, 2017). EU entities will probably retain sufficient access to wholesale and retail
financial services post-Brexit, as most financial services are currently already provided in
the EU-27 and relevant UK entities can relocate part of their activities to other EU
member states.

On the other hand, moving from a wholesale banking centred in London to a potentially
more fragmented banking landscape might increase the cost of capital for households and
non-financial corporations, as the economies of scale and scope of the London industry
may diminish (ECB, 2017). In this respect, the EU should see the UK departure from the
EU as an opportunity to advance faster on the Capital Markets Union, as argued in the
Euro Area Survey. A fully developed Capital Markets Union would enhance both the
domestic and cross-border supply of capital, especially to small and medium-sized
enterprises, and facilitate risk-sharing in the European Union. Recent proposals by the
Commission for more harmonised rules on distribution of investment funds, cross-border
transactions in claims and regulatory treatment of covered bonds, as discussed in the Euro
Area Survey, are a step in the right direction.

Brexit will have significant consequences for the EU’s finances, as the UK is one of the
biggest net payers to the EU budget. The consequences of Brexit on the 2014-2020
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multiannual financial framework have been addressed by the UK commitment to pay its
annual contribution until 2020, as well as outstanding commitments as at end-2020,
which will be paid after 2020. However, from 2021 onwards the UK departure will likely
lead to a permanent funding gap of about 7% or 10 billion Euros per year (EC, 2017a;
Hass and Rubio, 2017).

Time is ripe for a reform of the EU budget

The negotiation of the next multiyear budgetary period to start in 2018 and the UK
departure from the EU present an opportunity to reform the EU budget. The EU budget is
already stretched and some spending had to be reduced in recent years to finance
emerging needs (ECA, 2016). The entire EU budget accounts for approximatively 1% of
the EU’s annual GNI (Figure 12), and around 2% of EU public expenditure. In view of
scarce resources, the EU budget should complement national budgets by focusing on EU
policies with the highest potential for value added and where EU funding can lead to
economies of scale, efficiency gains and generate cross-national externalities and benefits
for the EU and its citizens. Examples of these include cross-border infrastructure projects,
R&D spending, or to fight climate change.

In addition, new challenges need to be addressed. For instance, the recent migration crisis
has showed that additional EU action will be needed to address internal, external security
or external border control issues that are now only marginally financed by the common
budget (EC, 2018a).

Figure 12. The EU budget is small and has declined over time

A. Size of the EU budget B. Size of the EU budget
Relative to EU's GNI and public spending, 2016 Per cent of gross national income,
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Source: European Commission.
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Reducing economic and social differences between member states and regions are also
important challenges for the European Union and crucial for the long-term success of the
EU project. A significant part of the EU budget (43.6%) already seeks such redistribution
mainly through cohesion policy, which promotes economic convergence as well as social
and territorial cohesion, and via the Common Agricultural Policy through support for
rural development, accounting for around 24% of the CAP budget (Figure 13).
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Figure 13. What does the EU budget finance?
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There is scope to make EU cohesion spending more redistributive. The bulk of cohesion
support does go to poorer regions and poorer member states. But, relatively wealthier
regions also receive significant cohesion support: 25% of the funds (90 billion Euros)
over 2014-20 will go to regions with a GDP per capital above 75% of the EU-28 average.
Although politically difficult, cohesion funding should be directed mostly to lagging
regions with a GDP per capita of less than 75% of the EU average. Improving spending
oversight and reducing bureaucracy, could also bring some savings and improve the
effectiveness of cohesion policy, as discussed below. Moreover, the EU budget could
become more inclusive by supporting better those left behind in the EU. The European
Globalisation Fund needs to be improved and its scope broadened not only to help
workers displaced by globalisation or an economic crisis, but also due to other reasons
such as automation. Additional funding to support the career and mobility opportunities
of less qualified workers, especially youth, through strengthened mobility programmes
would also be helpful, as discussed below.

There is also scope to reform the Common Agricultural Policy (CAP). Reforms since the
nineties have considerably reduced its weight in the EU budget (from 70% in the 1960s to
37% today) and improved the composition of support (OECD, 2017d). Payments that do
not require production have gained weight, offering producers the flexibility to respond to
market signals and make production choices independently from support. However, about
27% of the support to producers is linked to production and maintains prices above world
levels. In addition, direct payments (about 70% of CAP spending) are still largely
determined by historic entitlements and concentrated on large farms and land owners
(EC, 2017¢). In a recent evaluation of the CAP (OECD, 2017d), the OECD advises that to
achieve long-term competitiveness and productivity gains, production based payments
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need to be phased out. Direct support should be re-assessed and better targeted to the
provision of European public goods such as environment and climate change and to
facilitate the transition towards farming methods more resilient to climate risk.
Agricultural reforms carried out in other countries, such as Australia, could provide
useful insights.

Higher spending in R&D should be a priority for the future in a context where EU
productivity is low and European research competes with other global players. However,
research and development accounts only for about 13% of the EU budget and 10% of
total public investment in research and innovation in the EU, despite of evidence of
significant value added of EU spending compared to national R&D public spending.
According to its interim evaluation, 83 % of Horizon 2020-funded projects would not
have gone ahead without EU-level support (EC, 2017b). The budget for the post-2020 EU
research and innovation programme should be significantly increased.

How to finance new priorities and fill in the UK gap in the EU budget?

Given the political difficulties in increasing member states contributions or on agreeing
on new sources of funding, cutting spending in some areas to finance others might appear
appealing. However, research suggests that financing the UK gap only via spending
reductions would imply a significant cut in some of the EU’s flagship programmes, such
as eliminating the entire EU R&D funding (Horizon 2020) plus the fund for asylum,
migration and integration (Hass and Rubio, 2017). This suggests that financing new
priorities and filling the UK gap will require higher member states’ contributions, finding
new sources of revenue, reducing spending or a combination of these different options.

At present, about 70% of the budget is financed through member states contributions
based on their income level (GNI), with the rest coming from contributions from national
value added taxes and custom duties collected at EU external borders. EU countries have
historically supported GNI-based contributions to finance the EU budget as it is seen as a
fair burden-sharing system reflecting countries relative ability to pay. But, when account
is taken of the special reductions (“rebates”) that some of the largest net contributors
(including the UK, Germany, the Netherlands, Sweden and Austria) have the budget is
regressive (Monti et al. 2017). The withdrawal of the UK from the EU entails the end of
the UK reduction. Eliminating the reductions for the other countries (“rebates on the
rebate”) would bring additional resources, and make the system more redistributive and,
less complex and opaque.

Additional revenues from national taxes could complement member states GNI-based
contributions, as proposed by the high level committee on own resources appointed by
the Commission (Monti et al. 2017). Depending on its design, this could provide a tighter
link between EU financed spending and those financing it (Monti et al. 2017). A first
promising option to raise revenues from national taxes is reforming the current VAT-own
resource system. The VAT already finances about 12% of the EU budget by levying a
0.3% rate on member states VAT bases, with member states VAT bases capped based on
their GNIs to make the system less regressive. However, the system is very complex and
non-transparent. National VAT bases are theoretically harmonised through difficult
calculations to offset the impact of diverging rates and structures on national VAT bases.
Moreover, the “rebates” make the system even more complex and non-transparent, as
they imply reductions for some countries in their VAT contributions. Higher revenues
and a less complex system could be achieved by applying a single EU rate to a broader
harmonised VAT base on all goods, services and transactions, as proposed by the high
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level committee. The Commission VAT Action Plan, which includes various measures to
improve the operation of the VAT system and to fight fraud, could provide the necessary
momentum for the reform. Further VAT reform could contribute to fight fraud and reduce
cross-border administrative burdens for businesses. Annual estimates of cross-border
VAT fraud account for 50 billion a year. Tackling this cross-border VAT fraud would not
only broaden member states’ VAT base but indirectly also VAT receipts paid to the EU
budget.

Another new source of revenue could be an EU corporate income tax. The Commission
has recently put forward a package to re-launch the common consolidated corporate tax
base (CCCTB). While the initiative aims at developing a consolidated tax base, a share of
the CCCTB could be transferred to the EU budget. Under the Commission current
proposal, a constraint would be that participation is based on the voluntary registering of
companies, except for large companies (Monti et al. 2017), which might reduce the size
of country contributions to the EU budget.

Other alternatives include a carbon-based tax own resource and the proceeds from
auctioning ETS permits (Monti, et al. 2016). At present six EU countries have a carbon
tax in place (Denmark, Ireland, Finland, Sweden, France and Slovenia), however, rates
and coverage differ between countries. A European carbon tax based on a single
minimum rate for CO2 emissions to all sectors not covered by the EU ETS, as the
Commission proposed in the context of the revision of the Energy Taxation Directive,
could be an option to finance the EU budget. Using the proceeds from auctioning ETS
permits to finance the EU budget would be another option; however, as proceeds are
relatively small and unstable over time, they would need to be complemented with other
revenues.

Finally, savings, although insufficient by themselves, could help. The Commission
conducts mid-term spending reviews to assess the efficiency of EU budget programmes.
But these are not comprehensive enough to identify spending inefficiencies. As
recommended by the European Court of Auditors (ECA, 2016), a first step would be to
carry out a comprehensive EU spending review to assess if the allocation of the EU
budget reflects the EU strategic priorities, as well as assess performance and added value
of the various programmes. Moreover, a streamlined, simplified approach to budget
reporting, both ex-ante and ex-post, would help to improve public assurance and trust, as
recommended by the OECD EU budget review (OECD, 2017e).

Regional divides need to be addressed more effectively to foster greater trust in the
EU

Evidence suggests that those who tend to be left behind, such as workers with low levels
of education, are those who are less supportive of the European Union (Dustmann et al.,
2017). This is particularly the case in some regions affected by on-going globalisation
trends. For instance, votes for populist anti-European parties have grown in regions hard
hit by import competition in the EU-15 (Colantone et al. 2016). The continuous
improvement of labour market conditions across Europe should help to improve citizens’
trust in the EU, as economic insecurity is an important source of people’s concerns.
However, the EU can play a better role in supporting those left behind by reforming
cohesion policy to more effectively address regional disparities.
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Reforming cohesion policy to make it more effective

The prime goal of cohesion policy is the reduction of regional income per capita
disparities. The record of EU cohesion policy is, however, mixed: in the majority of EU
countries regional GDP per capita disparities have declined over time and there is
convergence both at the country and regional level, as shown in the thematic Chapter.
However, progress on regional convergence came to a halt with the crisis and has not
resumed since 2009 (Figure 14). This suggests there is scope for making cohesion
spending more effective. However, cohesion policy is not a silver bullet. EU efforts to
foster convergence via cohesion policy are only a complement to other factors affecting
regional convergence. A more effective use of the funds must be accompanied by
national policies to develop a favourable environment for investment and for human
capital development.

Figure 14. Convergence in regional GDP per capita came to a halt with the crisis
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Source: European Commission (2018), DG for Regional and Urban Policy, calculations based on Eurostat
data.
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The next programming period, starting in 2020, is an opportunity to deeply reform
cohesion policy. The goals of cohesion policy seem very ambitious: fostering economic
convergence, facilitating integration, encouraging sustainable development (Figure 15).
So many objectives risk reducing the effectiveness of cohesion policy, scattering
resources and making evaluating its effectiveness very difficult. Cohesion spending
should focus on items that will support higher sustainable growth, including human
capital (education and training), innovation and infrastructure projects with clear
spillovers across borders, such as transport, energy or digital projects.
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Figure 15. What does cohesion policy finance?
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The Commission has introduced stronger focus on performance as of 2014 - including ex-
ante conditions to access funding, performance targets to monitor progress, and tighter
monitoring -, but the new performance tools are cumbersome and as a result member
states are having difficulties to implement them. At the beginning of each programming
period authorities need to set-up a performance framework, select indicators to monitor
progress and establish clear, realistic and measurable milestones. Monitoring has also
been strengthened: every year, countries have to report progress towards targets and
submit detailed progress reports at the end of the funding cycle. The Commission has also
set up a so-called performance reserve to reward projects and priorities that have achieved
their milestones ahead of schedule.

Deeper changes are needed to further improve spending effectiveness. Member states co-
finance cohesion spending to ensure additional investment. The problem is that such
additionality is hard to enforce and verify and evidence suggests that there is crowding
out of national public investment by EU structural funds (CPB, 2012). An additional
problem is that there is too much focus on spending the funds, especially towards the end
of the programming period, for fear of losing European money, and not enough on the
quality of investment (ECA, 2017a). Returns on projects financed by cohesion policy can
also be low as authorities consider the full-benefits of the project, but not the full costs.
Higher co-financing rates are needed to reduce the risk that EU funds are spent on low
value projects.

Reducing the administrative burden is necessary to make cohesion policy more effective.
Merging the different structural funds into one fund, although difficult because it would
require changing the EU treaties, would have important benefits as it would minimise
duplication, reduce the scattering of resources, and facilitate synergies and planning.
Perhaps more politically feasible in the medium-term would be to move towards “a
single-rule book” with a common set of rules and definitions covering the five structural

funds. Even if this would still require difficult coordination across several Commission
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directorates, and the need to manage several funds, it could still help simplify
administration and foster synergies.

More efforts are needed to improve control of how structural funds are spent. Cohesion
policy has been marred by the highest implementation errors in the EU budget (ECA,
2014). Some of these errors are minor, but others involve serious breaches such as
absence of fair competition in the awarding of projects or projects not awarded to the best
bidders (ECA, 2017b). There is significant scope to improve public procurement practices
in many countries (Figure 16). This should be coupled with simplification of the rules and
greater use of e-government and e-procurement to help improve efficiency and reduce
opportunities for abuse of power.

Figure 16. Competition in public procurement is weak in many countries
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Fraud in the use of structural funds also occurs (EC, 2012a), and should be better
addressed. In 2016, the European Court of Auditors estimated that 60% of the fraud
affecting the EU budget was in the area of cohesion and fisheries spending, amounting to
an estimated annual €391 million (ECA, 2017c). This is about 0.5% of total cohesion
spending in 2016; however, given the relatively uncoordinated web of national and
European checks and balances controlling cohesion policy it is hard to quantify how
much fraud is truly going on. The European Parliament has backed the creation of a
European Public Prosecutor Office to strengthen the fight against fraud in the use of EU
funds. All member states should join the jurisdiction of the new European Public
Prosecutor.

Slow starts of projects are a recurrent problem. By end 2017, only 16% of expenditure of
that planned over 2014-2020 had been disbursed (Figure 17). Slow starts are problematic
because they lead to a back-loading of investment and can result in poor project quality
and higher risk of irregularities (OECD, 2016a; OECD, 2014). An earlier start of
spending would allow for a smoother distribution of investment over the period, which
would help create a more stable macroeconomic environment. The experience of Czech
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Republic, Latvia, Lithuania, Slovak Republic, Slovenia and Hungary in 2015-2016 shows
that uneven distribution of significant public investment over time makes macroeconomic
management challenging in countries where the structural funds account for a significant
part of investment (OECD, 2017a; Figure 18).

Figure 17. Slow use of structural funds is common
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Figure 18. Macroeconomic management is challenging in countries receiving a substantial
share of cohesion funding
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Several measures can be taken to reduce slow starts and smooth transitions between the
structural funds financing periods. On the EU side, speeding up the negotiation of the
programming period, which is often very slow and leads to delays in implementation,
would help to reduce slow starts. There is also scope for the Commission to prepare
guidance documents in a timelier manner and to simplify the carrying over of projects
from one period to the next. On the national side, countries should streamline
administrative procedures, strengthen administrative capacities to manage the funds,
harmonise EU and national criteria, and improve the timeliness of project approval,
building on existing country experiences to improve the absorption of structural funds,
discussed in the thematic Chapter.

Deepening the single market to boost long-term growth

As every OECD European Union Survey since 2007 has noted (Table 4), one of the
European Union’s strongest tools to boost the EU’s weak long-term growth (Figure 19) is
the binding instruments that underpin the Single Market Project to dismantle barriers to
the free movement of people, goods, services and capital. The single market is one of
EU’s greatest achievements. It eases intra-EU trade by reducing non-tariff barriers,
facilitates capital flows and trade in services and grants full mobility to EU citizens.
According to Commission estimates it generated a 2.1% increase in EU GDP in its first
15 years (EC, 2012b).

Figure 19. The EU has seen a significant decline in potential output growth
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Yet, the single market remains incomplete, holding back the EU’s economic
performance, as discussed in the thematic Chapter. Goods are rather easily traded across
borders. However, services, energy, transport, finance and digital markets are far from
integrated. Labour mobility is also relatively low: only 3.9% of EU citizens in working
age lived in 2016 in another member state.
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Renewed political commitment is needed to deepen the single market. When the
Commission took office in 2014, it vowed to accelerate integration in energy, digital
services and capital markets, but progress has been slow, despite significant potential
benefits. For instance, fully implementing the current services directive could add 1.7% to
EU GDP (European Commission, 2017b). An integrated digital market could in theory

add about 8 billion Euros a year to EU GDP (European Commission, 2015a).

Table 4. Past OECD recommendations to deepen the Single Market

Recommendations in 2016 Economic Survey

Actions taken since 2016

Improve the quality of impact assessment of
legislative proposals, notably amendments, and the
quality of ex post evaluation of policies.

Prioritise the Trans-European transport and energy
network projects to support the completion of the
Single Market.

Harmonise, taking into account the specificities of
each member state, national regulations and
technical specifications in network sectors, with the
target of transferring decision powers in technical
matters to a single EU regulator.

Harmonise the rules for online purchases and reduce
unjustified geographical discrimination of consumers.

The Better Regulation Guidelines and the underlying toolbox were
updated and strengthened in July 2017.

Four bottlenecks on TEN-T core network corridors have been
removed in 2016, with additional 11, 25 and 53 expected in 2017,
2018 and 2019.

The proposal of September 2016 for the European Electronic
Communications Code defines how providers of networks and/or
services can be regulated by national regulators.

In 2017, there were political agreements a) new legislation to
address unjustified geoblocking and other forms of discrimination

on the grounds of nationality, residence or establishment in the
internal market and b) a legislative proposal on cross-border parcel
delivery services to increase transparency of prices and improve
regulatory oversight.

Actions at the EU level to deepen the single market should be accompanied by renewed
national efforts to foster growth-enhancing reforms, in line with country-specific
recommendations in OECD Economic Surveys and in Going for Growth. The reform
momentum in EU countries has declined over time (Figure 20, Panel A), especially in
countries most affected by the crises. The implementation record of the European
Semester country-specific recommendations is also weak, and keeps deteriorating since
the Semester was established in 2011 (Figure 20, Panel B). The momentum for reform is
weakening at a time when renewed efforts are needed to boost productivity and long-term
growth. OECD estimates suggest that reforms to raise productivity could increase GDP
by as much as 0.7% up to 2023 in the EU alone (Figure 21). Reforms that stimulate
innovation and enhance competition in product markets and reforms that improve the
business environment and the quality of institutions could help also to foster economic
resilience in the member states and the euro area as a whole (EC, 2017d).
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Figure 20. Implementation of policy recommendations is weak
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progress) to 1 (full, substantial progress). The series displayed are unweighted averages across 21 EU
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Source: OECD (2017), Going for Growth 2017, OECD Publishing, Paris; Bruegel and OECD based on
European Parliament studies.
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Figure 21. Gains from reforms raising productivity by 1% over 5 years
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percentage point per annum in all of the advanced economies for five years, beginning at end-2017, with the
1% higher level of technical progress being maintained permanently thereafter.

Source: Box 1.1. in OECD (2017), OECD Economic Outlook, Volume 2017 Issue 2, OECD Publishing,
Paris; OECD calculations.
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Services experience significant administrative and regulatory barriers when
going cross-border

Service sectors are particularly fragmented. Cross-border services make up only 5% of
EU GDP, despite accounting for 70% of EU GDP. This weighs on productivity. The EU
productivity gap, increasing since the 1990s, is particularly wide in service sectors
(Figure 22). At the firm level, there is an increasing productivity gap between leading
frontier firms and the rest in both manufacturing and services as there is insufficient
diffusion of technology and knowledge from frontier to lagging firms (Andrews et al.
2017; 2016). Businesses still experience many administrative and regulatory barriers
when providing services in another member state, including high shareholder
requirements, requirement for professionals to hold 100% of the voting rights in some
countries or compulsory minimum tariffs for some professions (EC, 2017e).
Administrative complexity and costs are also high, including lack of information about
applicable rules, differences in rules and requirements among countries, complexity of
procedures and formalities, lack of electronic procedures, unclear deadlines and multiple
fees. These policy obstacles fall disproportionally on smaller firms.

Figure 22. The productivity gap is particularly large in services

% A. Productivity growth has declined in the European Union since the 1990s’ %
6 Output per hour worked?, annualised growth rates 6
[ 1990-2000 [32000-2007 [12007-2016
5 — 5
4 4
3 3
2 2
0 1 1 1 1 1 J 0
EU Euro area OECD Japan USA Non-OECD
B. Productivity in manufacturing and services sectors
Index 2000 = 100 United States European Union Index 2000 = 11 %
170
= Manufacturing Services Manufacturing Services
160 160
150 150
140 140
130 130
120 120
110 110
100 100
2000 2004 2008 2012 2016 2000 2004 2008 2012 2016
1. The EU and the Euro area aggregates refer solely to Member States that are OECD countries. Non-

OECD is Argentina, Brazil, China, Colombia, India, Indonesia, Latvia, Lithuania, Russia, South Africa and
Saudi Arabia. EU, Euro area, OECD and non-OECD are aggregated using GDP PPP weights. Data for several
countries begin between 1991 and 1995, not in 1990.
2. Productivity is measured as output per employee for Non-OECD countries.
Source: OECD estimations using OECD National Accounts database; OECD Productivity database;
International Labour Organisation database.
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To further reduce barriers, the Commission launched a new services package in January
2017 that aims at facilitating the mobility of professionals and streamline cross-border
administrative procedures in construction and business services (e.g. accounting, tax
advice, architecture, engineering, IT) (Table 5). One of the key measures proposed was a
new services e-card to help reducing information asymmetries and eliminate the need for
multiple requests of information to facilitate more firms go abroad. E-cards were intended
to facilitate the temporary provision of services across borders and the set-up of agencies,
branches and offices, where administrative complexity and legal uncertainty is still an
important challenge, as recommended in the 2016 Survey. However, the e-card proposals
in their current form are unlikely to be approved in the EU legislative process. A solution
should be found to reduce barriers in the business services sector by simplifying
procedures for self-employed and companies to complete the administrative formalities to
establish and provide cross-border services.

There is significant scope for improving the functioning of the European retail sector.
Retailers face persisting barriers to market entry including burdensome and complex
authorisation processes, restrictive requirements linked to the size and location of shops,
as well as operational restrictions, including shop opening hours or rules on promotions
and discounts. As a result, evidence by the Commission shows that, as a result, consumer
prices are high, and product innovation and labour productivity growth are low (EC,
2015a). The Commission has launched an initiative in May on April 19th, which consists
of best practices to guide member states’ reforms of the regulatory environment for retail.
Such efforts are welcome. Close monitoring by the Commission of the level of regulatory
restrictiveness in the retail sector and its economic impacts should be used to measure
member states’ reform efforts.

An integrated EU energy market would be good for consumers, energy security
and the environment

Despite progress made in recent years, much remains to be done to achieve a fully-
integrated internal energy market. The European energy market is still too fragmented;
high market concentration and weak competition remain an issue, infrastructure is
outdated in some areas, investment is insufficient and final energy prices are high for
citizens and businesses (IEA, 2014; OECD, 2016b). Trading of electricity across borders
has increased markedly since the 1990s and, in recent years, average prices have fallen
and some of the largest divergences between countries narrowed. But there remain
significant price divergences across countries, in part because of lack of sufficient cross-
border interconnection capacity. The economic losses due to these price divergences are
substantial, amounting to around €1.1 billion annually by some estimates; incumbent
electricity producers benefit particularly from the reduced competition resulting from the
lack of adequate connectivity. A well interconnected grid is also crucial to accommodate
increasing levels of renewables in a cost-effective way and help meet the EU climate
goals. An integrated electricity market would increase the potential for renewables to be
supplied beyond national borders contributing to the shift towards a low-carbon economy
and to fight climate change.

To further integrate energy markets, investment needs are substantial. The Commission
estimates that some EUR 200 billion are needed up to 2020 to build the necessary
infrastructure to adequately interconnect all EU countries, about half of it for electricity
projects alone out of which 35 billion are needed for interconnections (EC, 2015b). As
recommended in the 2016 Survey (Table 4), EU funding, including through the structural
funds and the Investment Plan for Europe (so-called “Juncker plan”), should prioritize
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trans-European energy networks to fill some of those investment gaps with a positive
cost-benefit analysis outcome.

But low investment is not the only constraint on cross-border trade in electricity. Security
of supply concerns reduces efficiency and cross-border trade. National operators tend to
keep higher reserve capacity margins on cross-border lines than they do on domestic
ones, as insurance against occasional unexpected losses of power or surges in demand,
reducing cross-border energy supply. The Commission's proposed modification to the
regulatory framework for the internal electricity market would help minimise regulatory
barriers by explicitly requiring national regulators to treat cross-border links in the same
way as the domestic equivalent in market planning. A review of regulations to try to
minimize any inadvertent regulatory barriers to cross-border trade would also be
welcome. Encouraging regional solutions on power system operation and trade would
also help to reduce energy costs and ensure security of supply and the “Clean Energy for
Europe” package should provide solutions and practical guidance to revitalise regional
cooperation. To make best use of developing technologies (which will require investment
in physical infrastructure but also in software), “integrated resource planning” is needed,
where the development of generating capacity, the distribution network and market
design are all considered together. To enhance trade between member countries,
integrated resource planning needs to take place across the whole network, reaching
across national boundaries. The ten year investment plans, updated every two years, by
the European Network of Transmission System Operators employ such methods and
national system operators have to follow up with their own plans.

Deepening the digital single market

The EU is still lagging behind in the uptake and use of digital technologies and this is
holding down Europe’s growth potential. While some countries like Sweden and Finland
are leading on the global stage, the ICT sector value added is significantly smaller in most
European countries, and some large economies are trailing behind the EU average. Less
than 30% of European businesses in important manufacturing sectors like automotive and
mechanical engineering are exploiting digital technologies (EC, 2017f). Business uptake
of digital technologies could be improved in many EU countries, especially among
smaller companies (Figure 23). This implies an untapped potential to allow firms to
capture customers’ demand more accurately and reduce failures in the innovation process.

The EU and member states have made deepening the digital single market a priority,
aiming to establish common rules for online purchases, integrate telecom regulations,
improve postal services and reduce the burden on businesses caused by diverging VAT
regimes, among others. Important achievements have been made including improved
cross-border portability of online content services and the removal of roaming charges
and geo blocking (Table 4). But much remains to be done to create a unified digital
market. Other important legislative measures such as modernisation of copyright rules,
taxation of e-commerce, cyber-security and addressing unfair contractual clauses and
trading practices identified in platform-to-business (P2B) relations are still in the
legislative process (Table 4). Moreover, access to proper funding is a critical barrier to
the development of digital start-ups. Further efforts to develop the Capital Markets
Union, as discussed in the Euro Area Survey would enhance both the domestic and cross-
border supply of capital, especially to small and medium-sized enterprises.

High quality network infrastructure is the backbone of the digital economy. However,
some member states have weak digital infrastructure, as evidenced by slow average
internet connection speed (Figure 24). Digitalisation can facilitate the diffusion of new
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technologies and boost productivity by enhancing efficiency in production and
administration.

Figure 23. Business uptake of digital technologies could be improved in many firms,
especially among smaller ones
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1. Cloud computing refers to ICT services used over the Internet as a set of computing resources to

access software, computing power, storage capacity and so on. Data refer to manufacturing and non-financial
market services enterprises with ten or more persons employed.
2. Or latest available year; 2016 for the EU and the OECD average.
3. Unweighted average across European Union member countries that are also members of the OECD
(22 countries) and Lithuania.
Source: OECD (2018), ICT Access and Usage by Businesses (database).
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Figure 24. The internet connection speed is still relatively modest in some countries
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Source: Akamai (2017), "Akamai's state of the Internet report: Q1 2017 report", https:/www.akamai.com .
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This situation reflects years of low investment in digital infrastructure, and spending
remains low (EIB, 2017). The EU supports investments in connectivity through the
European Regional Development fund, the Connecting Europe Facility, the Juncker plan
and other tools. Such financing can contribute to alleviate the financing gap by easing
access to credit and leveraging support for high risk projects. The Commission has also
proposed the revision of the regulatory framework for electronic communication markets
to provide, among other aims, greater incentives for infrastructure investments in very
high capacity networks, especially in less viable areas. The Commission proposal requires
national regulators to refrain from imposing regulation on dominant operators regarding
new network elements when they offer a possibility for other operators to invest together
in new high capacity networks and provided that pre-defined conditions for such co-
investment offer are met. However, the body of European regulators for electronic
communications (BEREC, 2017) has warned that such co-investments can lead to anti-
competitive coordinated behaviours among operators and advised that to exempt co-
investment projects from regulation a case-by-case in depth assessment of competitive
dynamics would be advisable. The Council and the European Parliament have provided
amendments to the Commission’s proposal, reflecting their respective views on the rules
under which regulatory incentives should be granted. The legislative process is still on-
going.

Ensuring that everyone has the right skills for an increasingly digital and globalised world
is essential to promote inclusive labour markets and to spur innovation, productivity and
growth. At the moment, a shortage of people with the right digital skills is an important
bottleneck to greater digitalisation. Close to half of the EU population have insufficient
digital skills (Rute, 2017). The Commission is monitoring and forecasting supply and
demand of IT professionals in Europe and supporting the development of new curriculum
guidelines for schools and universities. The EU launched in June 2016 a Skills Agenda
for Europe that also aims at improving digital skills. These efforts are welcome and
should be stepped up by establishing common definitions of digital skill needs. The EU
could also help member states by developing data tools to monitor skills gaps.

Strengthening the labour market through greater labour mobility and a better EU-
level immigration policy

Some central European countries are already facing labour shortages and many
businesses see labour shortages as an important constraint to further investment. Now is
the time to build on national reforms to increase labour force participation of women,
youth and older workers to improve the labour market opportunities of these groups and
help alleviate labour shortages. Moreover Europe is rapidly ageing (Figure 25).
Immigration has played a role in attenuating the effects of ageing and has helped to fill in
labour shortages in the last two decades (EC-OECD, 2014) and it is likely to continue
doing so in the future, but immigration alone cannot compensate for Europe’s rising age
profile. Europe can do better at fostering labour mobility across Europe, attracting high
skilled migrants and integrating refugees (Table 5).
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Figure 25. Europe is rapidly ageing
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Table 5. Past OECD recommendations on labour market mobility and integration of
migrants

Recommendations in 2016
Economic Survey
Reduce the administrative burden In 2017, the European Commission presented a communication on reform
associated  with  recognition  of recommendations for regulation in professional services addressed to each
professional qualifications by using member state, a proposal on a proportionality test before adoption of new
electronic procedures such as the regulation of professions, and a proposal for a European services e-card
European Professional Card. simplifying administrative formalities required to provide services in another
Member State. The Commission proposed establishing a single digital gateway
to provide information, procedures, assistance and problem solving services.
Legislate  effective  portability —of EU member states have been transposing Directive 2014/50/EU, with a deadline
supplementary pension rights. of 21 May 2018.
Simplify the eligibility requirements and  In June 2016, the Commission proposed a revision of the EU Blue Card
procedures of the Blue Card scheme to  Directive to harmonise conditions, procedures and rights.
make it more attractive to non-EU high-
skilled labour migrants than existing
schemes.
Strengthen joint protection of external  The European Border and Coast Guard was established in October 2016.
borders.
Speed up administrative decisions on In July 2016, the Commission presented a second package of legislative
asylum applications and ease labour proposals to complete the reform of the Common European Asylum System.
market access for recognised refugees.

Actions taken since 2016

Fostering intra-EU mobility whilst respecting fair competition and workers’
rights

While growing steadily, intra-EU mobility is still relatively weak owing to linguistic and
cultural differences as well as policy barriers such as difficulties in having professional
qualifications recognised. Migration between EU countries stood at 3.9% of the EU
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working age population in 2016 (about 11.8 million people), up from 1.6% in 2004,
though is still below inter-state mobility in the US or other federal systems (OECD,
2016b). Moreover, during the crisis, while labour mobility increased in the EU, its shock-
absorption role remained modest especially in the euro area (Jauer et al. 2014). Migration
flows directed towards the UK and Germany increased, as a result of significant outflows
from many Eastern European countries, while outflows from countries suffering deep
economic stress remained modest compared to their record-high unemployment rates.

The complexity and heterogeneity of the migration and integration patterns of highly
qualified intra-EU immigrants make it difficult to identify brain drain and gain processes
within the EU (Schellinger, 2017). On the one hand, outflows of highly-skilled workers,
if permanent and of large scale, can lead to skilled labour shortages in the sending
countries, weakening productivity and hurting growth. On the other hand, sending
countries may benefit from increased remittances or transnational networks (Chiswick,
2005), citizens’ strengthened incentives to invest in human capital (Beine et al., 2008) or
improved domestic labour allocation (Kaczmarczyk, 2015). Moreover, mobile workers,
especially young ones, may return to their home country later, bringing new experience
and new skills, acquired in the host country.

To mitigate the adverse effects of international mobility on their economies, sending
countries could create an environment that encourages potential mobile workers to stay
and that promotes their return. Beyond increasing investment in education and
innovation to create better jobs, sending countries could facilitate the validation of
experiences and skills acquired abroad and engage more actively with so-called
“diasporas” to advertise domestic business and job opportunities (OECD, 2016¢; OECD,
2018e). By taking further steps to deepen the single market and a more effective use of
cohesion funds, the EU can also contribute to foster growth and convergence in sending
countries which could help to attract back mobile workers.

Language seems to be the most important barrier to intra-EU mobility (European
Commission, 2010). Evidence suggests that experiences abroad enhance students’ career
opportunities (Alfranseder et al., 2012), through improved knowledge of foreign
languages, acquisition of soft skills, or increased probability to pursue doctoral studies
(Grotheer et al., 2012). The 2014-2020 Erasmus+ programme has a budget of EUR 14.7
billion (around 1.3% of the EU budget), which can only offer learning mobility
opportunities to less than 4% of young people living in Europe (EC, 2018). Cultural
exchange programmes including the Erasmus + should be expanded to further facilitate
mobility. To make mobility opportunities more inclusive, the successor of the current
Erasmus+ programme could expand in particular its school and VET related parts and
include targeted actions for disadvantaged learners.

Better recognising the qualification of learners and skilled movers would also help to
enhance mobility. Qualification and training requirements to access regulated professions
vary widely across countries and the recognition of qualifications is often made on a case-
by-case basis, favouring uncertainty. Increased harmonisation of professions’ curricula at
the EU level beyond the seven professions currently covered could help make recognition
of qualifications more automatic. The recently introduced electronic European
Professional Card that ensures the recognition of professional qualifications via digitally-
secured information exchanges between authorities should be equally generalised. Further
reducing the high barriers to access regulated professions, whose number remains high, in
many countries (Figure 26), could further support mobility, as well as long-term
productivity growth.
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Figure 26. In many EU countries the number of regulated professions is high
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Source: European Commission (2017), Regulated Professions Database.
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Persisting differences in the principles and generosity of national social security systems
still complicate migration (Meyer et al., 2013). Strengthened mobility incentives require
more harmonised social security systems. While the EU has no competence to harmonise
the social security systems, the EU has rules in place to coordinate national systems to
make sure people do not lose their social security rights when moving to another member
state. Improvements in the portability of pension rights as well as the recent Commission
proposal to extend the exportability of unemployment benefits from three to six months
or make the country of last employment responsible for paying cross-border workers’
benefits (instead of the country of residence) have contributed to ease EU-movers’
concerns about their social rights. Moreover, the Electronic Exchange of Social Security
Information (EESSI), a secured digital platform linking EU social security institutions —
at national, regional and local levels — to be implemented by all participating countries by
mid-2019, will allow for a quicker, easier and secure exchange of social security
information throughout the EU, thus facilitating administrative processes. Citizens who
have lived and worked in several of the participating countries will see their social
security benefits calculated quicker and more efficiently. The platform, if backed by
single European social security and business registration numbers, could also effectively
contribute to ease administrative burdens and improve cross-border monitoring and
surveillance (Aussilloux et al., 2017).

Having grown by more than 40% since 2010 (Pacolet and De Wispelaere, 2016), workers
who are employed in one member state and are sent by their employer temporarily to
another member state (posted workers) have become a sensitive political issue, despite
accounting for less than 1% of total EU employment in 2015. Their strong concentration
in labour-intensive sectors (construction, manufacturing as well as health, education and
professional services), coupled with significant wage differences between local and
posted workers of up to 50% in some sectors, have led to growing fears of wage and
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social dumping (FGB, 2016; Houwerzijl, 2013), despite the fact that only a quarter of
posted workers in the EU-15 comes from low-wage countries (Figure 27).

Figure 27. Only a quarter of posted workers in the EU15 come from lower-wage countries
EU15 countries receiving posted workers by wage levels in sending countries’, 2016, per cent
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1. EU28 countries sending posted workers in the EU15 are included in the high, medium or low wage
group if, in year 2012, their average wage was above, around or less than half of the EU average,
respectively. High-wage countries include Austria, Belgium, Denmark, Finland, France, Germany, Ireland,
Italy, Luxembourg, the Netherlands and Sweden. Medium wage countries are: Greece, Portugal, Slovenia and
Spain. Low wage countries include: Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania and the Slovak Republic. Data on the destination of postings from the UK are not available.
Source: European Commission.
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To ease these concerns, on 19th March 2018, the Commission, the Council and the
European Parliament provisionally agreed new rules revising a 1996 directive and
requiring that posted workers become subject to full-blown host country’s labour laws
when their posting exceeds 12 months (extendable up to 18 months) and that they have
the same working and salary conditions as local workers from day one. Though still
pending final approval by the European Parliament and Council, these steps to address
concerns that workers are treated fairly while not creating obstacles to the free movement
of services are welcome. However, they could prove of limited effectiveness, insofar as
posted workers’ remain affiliated to their home social security system (Richard, 2016)
and there are significant cross-country differences in labour taxes. Moreover, in
international transport, which is one of the areas where wage gaps are most significant,
the posting directive is only partially applied in practice, pending the approval of an EU
transport legislation, currently under discussion.

Better protecting mobile workers’ rights requires more effectively coordinated cross-
border policies. Differences in wages between posted workers and other workers are
limited to some sectors and countries, but methods to circumvent the law, like “letter-
box” companies (firms with no or very little activity at the place where they are
established) and “bogus” self-employment (individuals working de facto as employees
but registered as self-employed), are increasingly widespread, creating tax revenue losses
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and possibly abuses of workers’ rights (Wickham and Bobek, 2016). To strengthen
transnational coordination in the fight against fraud, a 2014 EU directive has clarified and
enhanced administrative cooperation procedures and improved tools for controlling the
lawful nature of postings and hiring businesses (Cremers, 2016). In addition, deadlines to
respond to cross-border requests for information have been significantly shortened.
Although welcome, these measures disregard the impact the likely surge in cross-border
information requests and infringement procedures will have on the already understaffed
national labour inspectorates (Walters, 2016). At the national level, strengthening national
labour inspectorates would help. At the EU level, a recent proposal to set up a European
Labour Authority to better coordinate the design and organisation of joint cross-border
labour, social security and tax control and monitoring activities could boost the
effectiveness of transnational efforts against labour fraud and undeclared work.

A better EU approach to immigration

The EU is underachieving on the global competition for talent (Figure 28, Panel A;
OECD, 2016d). One key problem is that labour market and migration regulations are
different in each member state. The Blue Card, an EU-wide scheme, allowing high skilled
non-EU citizens to work and live in any EU country (excluding Denmark, Ireland and the
UK), was designed to make the EU attractive to skilled migrants by offering common
admission conditions and set of rights for highly skilled foreigners to live and work in the
EU — including provisions for intra-EU mobility and better long-term residence rights.
However, the EU Blue Card has proven to be insufficiently attractive, with only a limited
number of permits issued (Figure 28, Panel B). Restrictive admission conditions and
different rules, conditions and procedures across the EU have limited the use of the
scheme (EC, 2016). As recommended in the 2016 Survey, the scheme should be
modernised and its eligibility requirements and procedures simplified, so it is more often
used (Table 5). In June 2016, the Commission proposed a revision of the EU Blue Card
Directive to harmonise conditions, procedures and rights.

Integrating refugees early is key to improving their wellbeing and labour market
opportunities and to strengthen people’s trust. Europe has experienced the largest inflow
of asylum seekers since World War II, with 3.6 million first-time asylum applications
since early 2013 (29, OECD 2017d), and this is an important concern for Europeans, as
shown by the Eurobarometer Surveys. At the EU level a coordinated and comprehensive
policy response is essential to effectively integrate asylum seekers as the 2016 Survey
argued (Table 5). The best way to integrate newcomers is to get them into work quickly.
Boosting early labour market access, further increasing places for integration programmes
and language training (including vocational language training), accurately assessing the
skill levels of immigrants and tying the dispersion of asylum seekers more to areas with
better labour market conditions in the host country could all improve the wellbeing of
migrants and promote more inclusive growth (OECD, 2017g). In a welcome move, the
Commission has developed a skills profile tool to support early identification of the skills
and work experience of refugees, migrants and other third country nationals and to
provide guidance on training, education or employment. The influx of refugees included
many children, and educating them will be crucial for their long-term integration. For
instance Germany, has recruited new teachers and set up one-year “welcome classes” for
newcomers with a focus on language teaching.
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Figure 28. The attractiveness of the EU to foreign migrants, especially highly skilled ones, is
still relatively limited
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Figure 29. The inflow of refugees is an important challenge
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Strengthening the drive to fight climate change

According to a recent Eurobarometer, over 90% of Europeans see climate change as a
serious problem (EC, 2017g). Emissions of CO, per capita and per unit of GDP are higher
than the OECD average but have been steadily declining (Figure 30). In 2007, the EU
pledged to reduce its greenhouse gas emissions by at least 20% from their 1990 levels by
2020. The EU is on track to meet its target to reduce its greenhouse gas emissions by at
least 20% from their 1990 levels by 2020, partly because of the impact of the recession.
Most countries are expected to reach their 2020 targets (EC, 2017h).

Figure 30. C0, intensity and energy intensity have fallen in the EU
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The main EU-level policy instrument — the EU emissions trading system (ETS) — is
supplemented by a battery of EU legislation mandating various intermediate targets
(Figure 31).Under the Paris agreement, the EU and its member states have collectively
committed to decrease their domestic greenhouse gas emissions by at least 40 % by 2030
from 1990 levels (Figure 31). On current policies, greenhouse gas emissions are projected
to exceed the 2030 target.
Figure 31. Agreed EU headline targets for climate and energy
-20% 20 % 20 % 10 %
2020 Greenhouse Gas Renewable Energy Interconnection
Emissions energy efficiency
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Source: European Commission (2017), Third Report on the State of the Energy Union.
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The ETS is often regarded as the main tool for cutting emissions, but it has probably had
a limited impact when it comes to driving low-carbon investments: the price of emission
allowances, which has long been under 10 euros per tonne, is too low to drive long-term
low-carbon investments. Estimates suggest that a carbon price of 30 euros would be
needed to make onshore wind investment profitable, while a price of 40 euros would be
required to shift production from coal to gas, according to analysis from the International
Energy Agency and business groups (EIA, 2014). This low ETS price is due to a
combination of low economic growth, extensive promotion of renewable energy and the
large inflow of international credits from the Clean Development Mechanism. The supply
of credits has exceeded emissions, leading to a surplus of unused CO, emission
allowances.

Some recent measures aim at making the ETS more effective. In November 2017, EU
negotiators agreed to reduce the number of allowances by 2.2% per year from 2021 on
(Table 6). It may take some time for this to have an impact. In addition, the so-called
Market Stability Reserve (“MSR”) agreed in 2015 will start operating as of 1 January
2019 with a view to address the current surplus of allowances. Whenever the surplus
exceeds a predefined threshold of 833 million allowances (equivalent to almost one half
of current annual emissions of installations covered by the ETS), some allowances due to
be auctioned will not be auctioned but will instead be placed in the MSR, thus tightening
the annual supply of allowances further. The amount thus placed in the MSR in a year
will be 24% of the surplus for the first five years of its operation and 12% of the surplus
after that. If the surplus falls below 400 million allowances, allowances from the MSR
will be released for auction.

Also in November 2017, changes to the Market Stability Reserve were agreed, enabling it
to double the speed at which it absorbs the surplus in the first five years of its operation
and introducing the provision that allowances in the MSR above a previous year’s auction
volume will lose their validity as from 2023 onwards, meaning that they cannot be
released back into market. This measure could be a useful tightening. Phasing out of free
permits outside the electricity sector could further strengthen low carbon investment
signals (Flues and Van Dender, 2017).

Table 6. Past OECD recommendations on environmental policy

Recommendations in 2016 Economic
Survey

To ensure a functioning EU carbon market, reform  The EU has revised the EU ETS and corresponding legislation for the

the ETS by reducing the emissions cap and period after 2021. The cap will be reduced by 2.2% per year as of

introducing a reserve of allowances to smooth 2021 and the Market stability reserve, to address the surplus and

market fluctuations. improve the ETS'’s resilience to major shocks, will start operating as of
1 January 2019.

Actions taken since 2016

The absence of some key emitters from the ETS, notably fuel for transport, commercial
and household heating, means that other policies have to be used to tackle those sectors.
Transport is the EU’s second-biggest greenhouse-gas emitter after energy and is generally
the main cause of air pollution in cities. It represents a rising proportion, currently about
one fifth, of greenhouse gas emissions (Figure 32), with road transport accounting for
some 80% of these (EC, 2017f). EU Member States have the possibility of including the
transport sector — or any other sector — in the ETS.

OECD ECONOMIC SURVEYS: EUROPEAN UNION 2018 © OECD 2018



54 | KEY POLICY INSIGHTS

Figure 32. The rising share of transport in European Union GHG emissions
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Widening the ETS to include transport and all other uses of fossil fuels, with a cap to
match the 2030 target, would move the EU towards a simpler, more direct and more cost-
effective policy: the various intermediate targets and sector-specific policies could be
progressively eliminated. Relying fully on the ETS implies some risk of very high
emission allowance prices in some circumstances, but a phased approach, which would
be necessary anyway, would minimise this risk.

While a widened ETS is the best tool to reduce GHG emissions in nearly all sectors, other
policies matter. For example, taxation, public procurement, land-use policies and urban
planning can all be more or less climate friendly; urban planning is especially important
as it constrains choices on transport and heating for long into the future. The OECD
Aligning Policies report (OECD, 2015) surveys a wide range of such policies. Policies in
agriculture and waste, whose emissions are difficult to include in the ETS, may also need
reinforcing; a cost benchmark related to the ETS allowance price (or estimated costs of
other mitigation policies if these continue to dominate) could be applied. Moreover, the
Commission has issued in March 2018 an Action Plan for Financing Sustainable Growth
to be rolled out in 2019, which aims at re-orienting capital flows towards sustainable
investment, to manage financial risks stemming from climate change and to foster
transparency in financial and economic activity (EC, 2018b).

Instead of mandating the inclusion of transport in the ETS, the EU authorities are
planning a battery of measures for the sector: in July 2016 the Commission adopted an
EU Strategy for low emission mobility (EC, 2017f) addressing key levers: efficiency of
the transport system, low — emission alternative energy for transport and low and zero
emission vehicles. The Commission has now proposed legislative initiatives to
implements this strategy, including: 1) revisions of Eurovignette, Clean vehicles and
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Combined Transport Directives, 2) a recast of the renewable Energy directive with a
blending mandate on fuel suppliers to ensure that by 2030 at least 6.8% of low-carbon
and renewable fuels will enter the EU market, and 3) a proposal for CO, emission
standards for new cars and vans. The latter proposal also includes incentives for zero and
low-emissions vehicles. The overall level of taxation on emission-creating activity will
need to increase. The EU cannot act directly on taxation, but minimum levels can be
agreed on: the tax on diesel fuel should always be higher than that on petrol, since it emits
at least as much and usually more pollution, including CO,, per litre consumed. Despite
signs of change, diesel taxes per litre remain lower than those on petrol in many countries
(OECD, 2018f).
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Annex. Progress in main structural reforms

This annex reviews action taken on recommendations from previous Surveys since the
June 2016 European Union Survey.
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Main recommendations

Action taken since the previous Survey (2016)

A. Developing market-based financing alternatives for firms

Ease the regulatory treatment of simple,
transparent and standardised securitisation
to unlock lending to small and medium-sized
enterprises.

Collect and share internationally comparable
credit information on smaller firms.

Lower capital requirements for long-term
and infrastructure investment.

Lower the regulatory barriers in corporate
bond markets by addressing issues in
securities  ownership and harmonising
insolvency proceedings.

The amended Capital Requirements Regulation, reflecting the adoption of
the new securitisation framework, was published in the EU Official Journal
on 28 December 2017. Work is ongoing on the adaptation of Solvency Il
implementing measures, with a view that, like the STS package, they enter
into application on 1 January 2019.

No regulatory action taken. In the context of the Capital Markets Union
(CMU), the Commission issued a staff working document with best practices
on SME advisory support. In the context of the CMU Mid-term Review, the
political conclusions reached in July 2017 agreed that enhancing the cost-
effective availability of SMEs' information should be pursued initially by
building on voluntary initiatives by the private sector and, should this
approach fail to deliver its expected benefits, through other means that would
have the potential to be more effective.

The European Commission has adopted an amendment of the Solvency I
Delegated Act lowering capital requirements for investments in qualifying
infrastructure corporates. In a previous amendment the capital charges for
investments in qualifying infrastructure projects had already been reduced..
As far as banking regulation is concerned, the Commission in its proposal to
amend the CRD, adopted in 2016, has included a more risk-sensitive
treatment of infrastructure projects fulfilling a set of requirements able to
reduce their riskiness.

With regard to securities ownership, the Commission held a public
consultation on third party effects of transactions in securities and claims.

Regarding the harmonisation of insolvency proceedings, the Commission
proposed, in November 2016, a Directive for preventive restructuring
frameworks, second chance and measures to increase the efficiency of
restructuring, insolvency and discharge procedures. The Commission
consulted publicly on measures to enhance the protection of secured
creditors. The Commission services are undertaking a benchmarking of
national loan enforcement and insolvency regimes from a bank creditor
perspective.

B. Enhancing labour market mobility and integration

Reduce the  administrative  burden
associated with recognition of professional
qualifications by using electronic procedures
such as the European Professional Card.

Legislate effective portability of
supplementary pension rights.

Simplify the eligibility requirements and
procedures of the Blue Card scheme to
make it more attractive to non-EU high-
skilled labour migrants than existing
schemes.

Strengthen joint protection of external
borders.

Speed up administrative decisions on
asylum applications and ease labour market
access for recognized refugees.

In 2017, the European Commission presented a communication on reform
recommendations for regulation in professional services addressed to each
Member State, a proposal on a proportionality test before adoption of new
regulation of professions, and a proposal for a European services e-card
simplifying administrative formalities required to provide services in another
Member State.

Member States have been transposing Directive 2014/50/EU on minimum
requirements for enhancing worker mobility between Member States by
improving the acquisition and preservation of supplementary pension rights,
to meet the deadline of 21st May 2018.

In June 2016, the Commission proposed a revision of the Blue Card
Directive in order to make it a truly EU-wide scheme with more harmonised
conditions, procedures and rights and where parallel national schemes
would not be allowed. Moreover rights of Blue Card holders would be
reinforced in terms of labour market access, intra-EU mobility, family
reunification and access to EU long-term residence status.

The European Border and Coast Guard has been established in October
2016.

In July 2016, the Commission presented a second package of legislative
proposals to complete the reform of the Common European Asylum System
(CEAS). The proposal for an Asylum Procedure Regulation simplifies,
streamlines and consolidates procedural arrangements and provides for
short but reasonable time limits throughout the procedure to ensure fast but
high quality decisions. The proposal for a recast Reception Conditions
Directive ensures that asylum seekers are given effective access to the
labour market within 6 months from the application for international
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protection was lodged. The proposal for a Qualification Regulation sets
uniform standards for recognising persons in need of protection and rights
granted to beneficiaries of international protection, and clarifies employment
related equal treatment rights.

C. Connecting network sectors would foster internal market and green growth

Improve the quality of impact assessment of
legislative proposals, notably amendments,
and the quality of ex post evaluation of
policies.

Harmonise the rules for online purchases
and reduce unjustified geographical
discrimination of consumers.

Harmonise, taking into account the
specificities of each member state, national
regulations and technical specifications in
network sectors, with the target of
transferring decision powers in technical
matters to a single EU regulator.

An interinstitutional agreement adopted in 2016 expands the commitment to
impact assessment also to the legislators where appropriate for their
substantive amendments and includes a commitment by all three institutions
to appropriate reporting, monitoring and evaluation requirements. The Better
Regulation Guidelines and the underlying toolbox were updated and
strengthened in July 2017. All the steps undertaken since 2016 in the Better
regulation agenda are reported in the Communication "Completing the Better
Regulation Agenda: Better solutions for better results" .

At the end of 2017, political agreements has been reached on a) new
legislation to address unjustified geoblocking and other forms of
discrimination on the grounds of nationality, residence or establishment in
the internal market and b) a legislative proposal on cross-border parcel
delivery services to increase the transparency of prices and improve
regulatory oversight, respectively.

In May 2016, the Commission presented a legislative proposal to strengthen
enforcement of consumer rights and guidance to clarify, among others, what
qualifies as an unfair commercial practice in the digital world.

In October 2017, the Commission presented an amended proposal
concerning contracts for the online and other distance sales of goods.

The proposal of September 2016 for the European Electronic
Communications Code (EECC) sets EU-wide common rules and objectives
on how the telecom industry should be regulated. It applies to providers of
networks and/or services and defines how they can be regulated by national
regulators. It vests the Body of European Regulators of Electronic
Communications (BEREC) with a limited number of decision-making powers.
The accompanying proposal for a revised BEREC Regulation aims at
making the governance structure of BEREC simpler and more efficient

The role of the European Railway Agency in authorisation of rolling stock for
operations was strengthened. The technical pillar of the 4th Railway
Package, adopted in April 2016, aims at improving interoperability between
national railroad networks and at cutting red tape for operations beyond one
single Member State. Political agreement on the opening of domestic railway
markets is emerging.

In the inland navigation sector, waterways of European dimension, i.e.
serving cross-border traffic needs, are part of the TEN-T core network
corridors. The adoption of Directive (EU) 2016/1629) on technical standards
of inland navigation vessels strengthens the Single Market, enhancing safety
and performance of the inland waterways fleet.

For road transport, the market for intra-EU freight has been entirely opened
to competition. The Commission has made proposals to further reduce
market access barriers and to harmonise technical and social standards.
Political agreement on these proposals is pending.

For energy, the measures proposed by the Commission in the 'Clean Energy
for All Europeans' package of 30 November 2016 will constitute a significant
step towards the creation of the Energy Union. The package included eight
different legislative proposals  covering energy efficiency, energy
performance in buildings, renewable energy, governance, electricity market
design (the Electricity Directive, Electricity Regulation, and Risk-
Preparedness Regulation) and rules for the regulatory agency, ACER.

The proposed Renewable Energy Directive, together with the proposals on
the new electricity Market Design, will set a regulatory framework that allows
a level playing field for all technologies without jeopardising the EU's climate
and energy targets. With respect to ACER, the proposal would strengthen its
powers for those cross-border issues which require a coordinated regional
decision, thereby contributing to faster and more effective decision-making
on cross-border issues. National regulators, deciding within ACER on those
issues, would remain fully involved in the process.

OECD ECONOMIC SURVEYS: EUROPEAN UNION 2018 © OECD 2018



64 | ANNEX. PROGRESS IN MAIN STRUCTURAL REFORMS

Prioritise the Trans-European transport and  Four bottlenecks on TEN-T core network corridors have been removed in

energy network projects to support the 2016, with additional 11, 25 and 53 expected in 2017, 2018 and 2019.

completion of the Single Market. .
The EU average for the completion of the TEN-T rail core network is 60%
(2014).
The EU average for the completion of the TEN-T road core network is 74%
(2014).
In November 2017, the Commission published a Communication on
strengthening Europe's energy networks and published the third list of
Projects of Community Interest (PCl)'s.
Since 2013, the TEN-E policy framework will have seen approximately 30
energy infrastructure projects of common interest (PCls) completed or being
in operation by the end of 2018. Another 47 important projects are scheduled
to be completed around 2020 out of a total of 173.

To ensure a functioning EU carbon market, ~ The Market Stability Reserve (MSR), established at the end of 2015 by EU

reform the ETS by reducing the emissions legislation to tackle the persisting surplus of allowances on the EU carbon

cap and introducing a reserve of allowances  market, will operate as of 1 January 2019.

to smooth market fluctuations. In addition, the EU has revised the EU ETS and corresponding legislation for
the period after 2021 with a view to implementing its commitment of reducing
emissions by at least 40% by 2030 in the context of the Paris Agreement.
Besides the adjustment of the cap, the revised EU ETS legislation foresees
further measures to strengthen the EU carbon market and to enhance
support for innovation and the modernisation of energy systems, in particular
in lower income EU Member States. With regard to a stronger carbon
market, it has in particular been agreed to temporarily double the feeding
rate for the MSR (from 12% to 24%) to restore the demand-supply balance
on the market at a faster pace and to invalidate a certain amount of
allowances held in the MSR as from 2023.
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Chapter 1.
Building a stronger and more integrated Europe

Europe’s economy is finally growing robustly. These positive developments provide an
opportunity to renew efforts to meet the long-term challenges facing the European Union
(EU). The EU’s record on reducing regional income disparities is mixed and this
explains some of citizens’ discontent with the European project. Reforming cohesion
policy by focusing spending more on items with long-term growth benefits and clear
spillovers across borders, including human capital and infrastructure investment could
further support income convergence. Higher co-funding rates and less burdensome
administration of the cohesion and structural funds could encourage greater spending
effectiveness. Sustained improvements in living standards are held back by weak
productivity and investment in many countries. Reviving the single market project, by
removing remaining barriers in services, energy, digital and transport can help to spur
long-term growth. Deepening the single market and faster adoption of digital
technologies will create new jobs but put at risk others, perhaps in lagging regions. The
EU can help lagging regions catch up by reforming cohesion policy and facilitating firm
creation through the removal of barriers across the single market. It can also support
better those who lose out from globalisation and are displaced by technological change
by making access to the European Globalisation Adjustment Fund easier and broadening
its scope not only to help workers displaced by globalisation or an economic crisis, but
also due to other reasons such as automation.
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Challenges remain to make growth stronger and more inclusive

The European economy is showing a strong positive momentum over the last couple of
years, with growth becoming entrenched across sectors and countries. Citizens’ trust on
the European Union is on the rise (Figure 1.1), after having significantly fallen during the
sovereign and refugee crises. The continuous improvement of labour market conditions
across Europe should help to further improve trust, as economic insecurity is an important
source of people’s concerns. However, the popularity of the EU remains low by past
standards.

Figure 1.1. Trust in the EU is recovering, but remains below pre-crisis levels

Respondents claiming they tend to trust the European Union, as an institution, in per cent of total respondents
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1. Unweighted average of Greece, Italy, Portugal and Spain.

Source: European Commission, Public Opinion in the European Union, Standard Eurobarometer Survey.

StatlLink Si=r http://dx.doi.org/10.1787/888933747546

Discontent with the European project is largest among those left behind by the crises,
globalisation and the digital transformation and in poorer EU-15 regions. Workers with
low levels of education are those who are less supportive of the European Union
(Dustmann et al., 2017). While the combined effect of globalisation and digitalisation has
led to some job creation, European labour markets have become increasingly polarised
with a decline of middle-skill routine jobs. Real wages fell sharply in some countries hard
hit by the crisis and stagnated or have barely grown in others in recent years.
Unemployment has declined rapidly lately, yet significant differences across countries
remain and many countries have yet to regain their pre-crisis levels. Many workers would
like to work more or remain only marginally attached to the labour market.

Regional GDP per capita disparities have declined over time. But progress on regional
convergence came to a halt with the crisis and has not resumed since (Figure 1.2,
Panel A). Moreover, while narrowing over time, there is still a significant productivity
gap between leading European regions and the rest (Figure 1.2, Panel B). Votes for
populist anti-European parties have grown most in regions hard hit by import competition
in the EU-15 (Colantone et al. 2016), suggesting that globalisation also plays a role.
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Figure 1.2. Regional disparities are still relevant

A. The crisis halted convergence
in regional GDP per capita and the rest?
Population-weighted coefficient of variation', % GDP per worker, in thousand USD (PPPs), %

B. There is a productivity gap between frontier regions
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1. The panel shows disparities in GDP per capita (in PPS) between NUTS-2 EU regions.
2. The panel shows productivity per worker (in USD PPPs) across main groups of regions in 21 EU
countries; regions are defined as Level 2 territorial units (LT2 macro-regions), according to the OECD

regional classification. Frontier regions correspond to the top 10% of EU regions in the distribution of

average regional-level labour productivity, measured as GDP per worker in USD PPPs; lagging and bottom
75% regions correspond, respectively, to the bottom 10% and 75% of the same distribution.

3. Average annual growth rates over the entire reference period.

Source: European Commission (2018), DG for Regional and Urban Policy, calculations based on Eurostat
data; OECD calculations based on data from the OECD Regional Statistics (database).

StatLink Si=m http://dx.doi.org/10.1787/888933748154

Despite recent robust growth, sustained improvements in living standards for more people
are held back by weak productivity and investment in many countries. Potential growth
has fallen substantially in the EU since the global financial crisis (Figure 1.3).

Figure 1.3. The EU's potential output growth is low
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1. European Union and euro area refer to OECD EU and euro area Member countries (22 and 16
countries, respectively).
Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

Statlink Sisr http://dx.doi.org/10.1787/888933748173
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Weak productivity growth already prior to the crisis and low investment rates during the
crisis have come on top of a rapidly aging population reducing the long-term growth
potential of many European economies. Weak business dynamism and the inability of
low productive firms to catch up with the best performing firms is one of the factors
behind poor aggregate productivity growth.

To further strengthen the confidence of all its citizens, the European Union needs to focus
on policies that support a stronger and more inclusive growth. The chapter discusses a
broad range of policies the EU can harness to further reduce regional divides, to better
support EU citizens in face of change, to spur productivity and economic growth by
deepening the single market in services, energy, transport and digital markets and to make
better use of digital technologies.

Better addressing regional divides

Improving the effectiveness of cohesion policy

The prime goal of cohesion policy is the reduction of regional disparities and to create the
basis for sustainable development in the most disadvantaged regions (Box 1.1). The
record of EU cohesion policy is, however, mixed: in the majority of EU countries
regional GDP per capita disparities have declined over time and there is convergence both
at the country and regional level (Box 1.2). However, these averages mask significant
regional divides (Figure 1.2; Figure 1.4).

Box 1.1. An overview of the European Structural and Investment Funds

The EU cohesion policy is channelled through five funds, which together are known as
the European Structural and Investment (ESI) Funds.

o The European Regional Development Fund (ERDF) is by far the biggest fund
and finances infrastructure projects and initiatives aimed at boosting
competitiveness. The ERDF focuses on three priorities: 1) Strengthening research,
technological development and innovation; 2) Enhancing access to, and use and
quality of ICT; 3) Supporting the shift towards a low-carbon economy in all
sectors. The ERDF also funds cross-border, interregional and transnational
projects under the European territorial cooperation objective.

o The European Social Fund (ESF) finances education and training measures. It
invests in improving the skills of disadvantaged people such as the long-term
unemployed, people with disabilities, migrants, ethnic minorities, marginalised
communities and people of all ages facing poverty and social exclusion through,
for example, the development of community based support services and the
prevention segregated living arrangements.

e The Cohesion Fund was established by the Maastricht Treaty and is intended to
support the ERDF and the ESF by strengthening economic and social cohesion in
the EU. The Cohesion Fund mainly finances trans-European transport networks
and environmental projects and contrary to the ERDF and the ESF operates at the
national rather than the regional level. Member states qualify for transfers from
the Cohesion Fund if their Gross National Income per inhabitant falls below 90%
of the EU average. Until the 2004 enlargement, only Greece, Portugal, Spain and
Ireland were eligible for the Cohesion Fund. During the period 2007-2013 the
Cohesion Fund covered the new member states as well as Greece, Portugal and,
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for a limited period of time, Spain. Compared to the ERDF and the ESF, the
Cohesion Fund typically requires less co-financing from member states, about
15% compared to 25% in the case of the Structural Funds.

e The European Agricultural Fund for Rural Development supports European
policy on rural development by financing rural development programmes across
the member states and the regions of the EU. For the 2014-20 programming
period, the Fund focuses on three main objectives: fostering the competitiveness
of agriculture; ensuring the sustainable management of natural resources, and
climate action; achieving a balanced territorial development of rural economies
and communities including the creation and maintenance of employment.

e The European Maritime and Fisheries Fund aims at supporting the EU’s
maritime and fisheries policies by: helping fishermen in the transition to
sustainable fishing; supporting coastal communities in diversifying their
economies; financing projects that create new jobs and improve the quality of life
along European coasts; making it easier for applicants to access financing.

Source: European Commission.

Figure 1.4. Low-income regions have grown faster than high-income ones
NUTS-2 regions

Average annual growth rate of regional GDP per capita, 2000-15 (%)
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Source: OECD (2017), OECD Regional Economy Statistics (database).

StatLink Su=r http://dx.doi.org/10.1787/888933748192
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Box 1.2. Has there been real convergence in the EU?

In the economic growth literature, real convergence is measured by two complementary
measures, beta convergence and sigma convergence.

Beta convergence: measures the process of catch up and the tendency for low-income
countries or regions to grow faster than high-income ones. Catch up is typically displayed
by a negative relationship between the growth rate of GDP per capita (in purchasing
parity terms) and the initial level of GDP per capita. Figure 1.4 shows there is a clear
pattern of catching up: low income regions have grown faster, on average, than high
income ones over 2000-2014.

Sigma convergence: is captured by a lower dispersion of the income distribution. This is
typically measured as the coefficient of variation of GDP per capita. If the cross-sectional
dispersion falls over time, there is sigma convergence for economies in the sample.
Figure 1.2 suggests that there has been convergence among regions in Europe in the past
decade, although it somewhat stalled after the crisis.

The evidence on the impact of cohesion policy on convergence is also mixed. Most
econometric studies find a positive, although small, impact of the structural funds on
GDP growth (Pienkowski and Berkowitz, 2015), while a small number of studies find no
significant impact on regional growth, or even a negative impact. Studies employing
macroeconomic models do find greater positive effects of cohesion spending on the level
of GDP in recipient countries, both during programme implementation and in the long
term (Bradley and Untiedt 2012, Varga and in t'Veld 2010). However, there are important
differences between models as regards the size and time distribution of the impacts and
results are influenced by the theoretical assumptions imposed on the models that imply an
ideal optimal spending of the funds (Pienkowski and Berkowitz, 2015), which might not
happen in practice.

Critics argue that the benefits of cohesion policy are not as big as they could for several
reasons. Member states co-finance cohesion spending to ensure additional investment.
Member states will contribute on average to 38% of all cohesion spending over 2014-
2020 (EC, 2017a). The problem is that such additionality is hard to enforce and verify in
practice and evidence suggests that there is substantial crowding out (CPB, 2012).
Moreover, there is too much focus on spending the funds for fear of losing money,
regardless of the quality of investment, especially towards the end of the programming
period (European Court of Auditors, 2017ab). Finally, some argue that cohesion policy,
and especially a substantial inflow of funds, induces corruption and rent-seeking
(Blankhart and Ehmke, 2015). Higher co-funding rates could help reduce crowding out
and the risk that EU funds are spent on low value projects.

Acknowledging some of these critiques and to improve the effectiveness of the structural
funds, the Commission has introduced a much stronger focus on performance as of 2014.
At the beginning of each programming period authorities need to set-up a performance
framework, select indicators to monitor progress and establish clear, realistic and
measurable milestones. Monitoring has also been strengthened: every year, countries
have to report progress towards targets and submit detailed progress reports at the end of
the funding cycle. The Commission has also set up a so-called “performance reserve” to
reward projects and priorities that have achieved their milestones early on. If projects are
seriously falling behind, the Commission can suspend all or part of interim payments.
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Finally, countries need to comply with ex-ante conditions that are meant to ensure that
there is sufficient administrative and regulatory capacity to make the best of the funds.

It is too early to say whether this new results-oriented framework will lead to greater
spending effectiveness. However, there are already some lessons to draw to improve the
new framework. For instance, implementing the new performance tools has proven very
difficult in practice. Member states and regions have found it hard to formulate well-
defined specific goals and fix programme targets. The European Court of Auditors has
also found that performance is assessed against an unnecessarily high number of
indicators and in an inconsistent way across the different funds even when the objectives
are similar (European Court of Auditors, 2017a). The number of indicators to measure
performance should be reduced and harmonised amongst the different funds. The number
of impact evaluation reports should also be reduced and made proportional to the size of
the project not to overburden beneficiaries. Finally, managing authorities need support
and appropriate feedback to implement the new tools.

A more effective cohesion policy would contribute to reducing regional disparities, but
cannot deliver this outcome on its own. The effective use of the funds must be
accompanied by national policies to develop a favourable environment for investment and
for human capital development.

Focusing cohesion spending on long-term growth items

There is a risk that too many objectives are over-burdening cohesion policy. Cohesion
policy aims at fostering economic convergence, but also broader goals, such as
facilitating integration, boosting competitiveness or assuring sustainable development. It
covers all countries regardless of development needs and can finance a very wide and
dispersed set of activities (Figure 1.5), without necessarily prioritising investments with
the greatest growth and convergence dividends. This broad scope undermines the
effectiveness of cohesion policy, scatters resources, and renders the evaluation of the
policy effectiveness very hard.
Figure 1.5. What does cohesion policy finance?
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Source: European Commission.
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To better support convergence, it would be best that cohesion policy spending focuses
primarily on items with long-term growth benefits, including human capital (education,
and training), innovation and infrastructure. Supporting investment in infrastructure
projects (transport, ICT or energy) in areas that span national borders and national
governments would not be able to fund on their own are also important to support growth
in Europe.

Improving institutional quality is also important. Evidence suggests that efficient public
administration and institutional capacity are key for structural funds to generate growth
(Rodriguez-Pose A, 2013). The EU has supported institutional capacity building via a
dedicated budget in the structural funds and via ex-ante conditions to access funds.
Nonetheless, there are still significant disparities in the quality of institutions across
Europe (Figure 1.6, Charron et al. 2016). Efforts to support institutional upgrading could
be stepped up by increasing investment in capacity-building, such as training of public
officials involved in the management of structural funds or building platforms for
exchange of best practices. Stricter conditionality and a stronger link between cohesion
funding and country performance on economic reforms, in particular those regarding
public procurement or government effectiveness, could also be envisaged, as suggested
by some member states. This could incentivise member states to put in place the
programming, legal, and institutional frameworks for effectively using the structural
funds. More broadly, tighter conditionality in the reception of the structural funds and/or
the possibility to freeze funding could provide a tool to tackle threats to EU fundamental
values, including the rule of law, in a more effective way than through the Article 7 that
suspends voting rights, recently used in the case of Poland, which requires unanimity.

Figure 1.6. The quality of institutions needs to improve in some countries

Worldwide Governance Indicator’, average percentile rank among all countries, from 0 (lowest) to 100
(highest)
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1. Simple average of aggregate indicators of the following six broad dimensions of governance: voice
and accountability, political stability and absence of violence/terrorism, government effectiveness, regulatory
quality, rule of law and control of corruption. Nordics include Denmark, Finland and Sweden; Continental
Europe refers to Austria, Belgium, France, Germany, Luxembourg and the Netherlands; Baltics are Estonia,
Latvia and Lithuania; Southern Europe includes Greece, Italy, Portugal and Spain; Central and Eastern
Europe's countries are Hungary, Poland, Slovenia and the Czech and Slovak Republics; South Eastern EU
countries that are not OECD members include Bulgaria, Croatia and Romania.
Source: World Bank (2017), Worldwide Governance Indicators (database), The World Bank Group,
Washington, D.C.
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There is scope to make EU cohesion spending more redistributive

The bulk of cohesion support does go to poorer regions and poorer member states
(Figure 1.7). But, relatively wealthier regions also receive significant cohesion support:
25% of all funds over 2014-20 (90 Billion Euros) will go to regions with a GDP per
capital above 75% of the EU-27 average (so-called “transition” and “more developed”
regions). In order to reach an agreement on the EU budget, there is a tendency to balance
EU transfers across member states. This is reinforced by the fact that the unanimity rule
that regulates the planning of cohesion policy funding gives every country a considerable
amount of leverage. However, granting significant amounts of cohesion funding to
relatively wealthier countries reduces the redistributive effectiveness of the policy and
resources for lower income countries.

Although this would be politically challenging, cohesion funding should be much more
highly focused on lagging regions with a GDP per capita of less than 75% of the EU
average. The Commission has assessed that if the European Regional Development Fund
and the European Social Fund were to end support to more developed and transition
regions this would free approximately EUR 95 billion over the period, or a quarter of
current allocations for those funds (EC, 2018). This money could be redirected towards
less developed regions or cross-border infrastructure projects and projects to support
long-term growth in Europe.

Figure 1.7. The bulk of cohesion support goes to poorer member states and regions
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Source: European Commission (2018), Open Data Portal for the European Structural and Investment Funds:
ESIF database; Eurostat (2018), “National Accounts Statistics”, Eurostat Database.
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Reducing administrative burdens: the need for fewer, clearer and shorter rules

An overwhelming amount of regulations, changes in regulations, and different
interpretation of the rules by the national and European authorities make EU funds
implementation difficult to manage and control, often lead to mistakes, and can also mask
fraud. Receivers and managing authorities complain that handling the funds is very
complicated (Mendez and Bachler 2015; Kah et al. 2015). The smallest beneficiaries, like
SMEs and start-ups are particularly challenged by often overlapping and ever growing
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rules (High level expert group, 2017). In some cases, some argue that the cost of
managing the funds might even be higher than the scale of funding (EC, 2016a).

European and national authorities have simplified cohesion policy several times. Most
recently, new measures were introduced for the 2014-2020 period: member states need to
draft just one document to apply for funding instead of one per fund, and can use
simplified cost options using pre-defined accounting methods. The Commission considers
the further simplification of its funding programmes a key priority and has created a high-
level group to advice on the simplification of rules and of the architecture of funds for the
next funding period after 2020. The group has recommended reducing the number of
regulations and guidelines, increasing stability and legal certainty from one funding
period to the next and ensuring that the Commission delivers new regulations on time, so
the so common delays in starting spending are minimised (High level expert group,
2017). To promote stability and legal certainty, the group advised that the retroactive
application of rules, guidelines, texts, doctrines or decisions, in particular regarding
audits, should be avoided. These are worthy recommendations and should be taken on
board.

A bolder move towards a simplified cohesion policy would be merging the different
structural funds into one fund. The complexity of cohesion policy partly stems from the
coexistence of several structural funds. The five European Structural and Investment
funds often pursue similar objectives but have different rules and are managed by
different authorities, both within the Commission and in member states. While
challenging, given that it would require EU treaty changes, a single fund could reduce
duplication and, the scattering of resources, and would facilitate synergies and planning.
Perhaps more feasible in the medium-term would be to move towards “a single-rule
book” with a common set of rules and definitions covering the five funds. Different rules
and many authorities discourage synergies between funds and difficult monitoring. The
single rule book should be accompanied by greater coordination among the different
directorate generals in the Commission. For instance, developing joint-work programmes
or joint calls for the structural funds could help. It would also be important to harmonise
regulations regarding the exchange of information and reporting requirements for
different instruments.

Regulations should be clear, reasonably short, and as much as possible stable in time.
Reporting obligations have significantly increased over the years, in an effort to better
track spending, which is welcome, but have substantially added to the administrative
burden (COR, 2016). The Commission has carried out horizontal reviews of reporting
requirements in different policy areas which have led to streamlining initiatives. It should
continue to review reporting requirements to identify what is really needed to measure
progress and success in spending and eliminate unnecessary reporting. Information
should be submitted only once and exchanging information only electronically should be
mandatory. The Commission already encourages the electronic exchange of information,
but many countries are lagging behind in the use of e-services. The EU should also
promote and facilitate the exchange of best practices in the management of structural
funds. There are useful lessons worth spreading. For instance, Slovakia has set a common
platform across funds at national and regional level, which seems to have helped to
manage more effectively the funds. Welsh, Estonian and Flemish regions have developed
good practices which could be shared (High level expert group, 2017).

Auditing is one area where many rules and actors create problems. Beneficiaries
complain that managing authorities and the different audit authorities — European Court
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of Auditors, European Commission, and national and/or regional audit authorities —
interpret the same rules differently (COR, 2016). Differences in interpretation lead to
uncertainty and financial risks. Greater coordination between the managing and audit
authorities from the start of programming period to the closure would help. Fewer rules
and a greater use of the single audit principle — which implies that a single operation
should not be audited twice and that different audit authorities build on each other’s work
— would also help.

Compliance with state aid rules seems to be another difficult area (COR, 2016; High level
group, 2016). State aid elements are more difficult to determine in the case of financial
instruments, which adds uncertainty and reduces the up-take of financial instruments
(COR, 2016). The application of state aid rules is particularly complicated in the context
of European Territorial Cooperation Programmes, as state aid rules can be interpreted
differently by member states (COR, 2016). The Commission could provide clearer
guidance on how state aid rules apply for structural funds projects and common
obligations in terms of selection, management and reporting procedures. Within the
European Commission, DG COMP is working closely with DG REGIO to identify areas
where further streamlining and simplification of the rules could facilitate the use of EU
funds. DG COMP and DG REGIO also extensively cooperate on training programmes to
national authorities related to the use of state aid rules in connection with structural funds.

Improving the management of funds

Cohesion policy has been marred by the highest implementation errors in the EU budget,
mostly as a result of mistakes in the application of public procurement rules and
eligibility of expenditures. Among the projects over 2009-2013 it analysed, the European
Court of Auditors detected problems in about 40% of the public procurement projects
(ECA, 2015), and significant or serious errors in about 80% of all cases (Figure 1.8). In
cases where there were serious errors this means that there was a lack or complete
absence of fair competition and/or that contracts financed through the structural funds
were not awarded to the best bidders. According to a report for the European Parliament,
typical examples of poor practice in public procurement include deliberately removing
companies from the bidding process so there is only one viable candidate or limiting the
amount of time a company has to respond to a tender for a new contract (European
Parliament, 2016).

Better management in the use of structural funds is possible. First, a high volume of
legislation and/or guidelines, lack of administrative capacity both by contracting
authorities and audit authorities and insufficient planning often leads to errors (ECA,
2015). Second, legal terms are unclear and the Commission often applies legal
interpretations retroactively, with audits being a specially problematic area often coming
too late in the process to identify problems (COR, 2016). Thirdly, different interpretations
of procurement rules by different authorities (e.g. the Commission or national authorities
like Public Procurement Offices, audit authorities) are also a problem (High level expert
group, 2017).
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Figure 1.8. Errors in the accounting of structural funds are common

Distribution of errors found in audits according to their seriousness, 2009-2013!

I Serious errors
B Significant errors

Minor errors 29%

1. Errors detected by the European Court of Auditors in its Statement of Assurance audits, with
reference to transactions co-financed from the EU budget through the European Regional Development Fund,
the Cohesion Fund and the European Social Fund.

Source: European Court of Auditors (2015), "Efforts to address problems with public procurement in EU
cohesion expenditure should be intensified", Special Report NO. 10.

StatLink Sw=m http://dx.doi.org/10.1787/888933748268

Fraud in the use of structural funds also occurs (EC, 2012a). In 2016, the European Court
of Auditors estimated that 60% of the fraud affecting the EU budget was in the area of
cohesion and fisheries spending, amounting to an estimated €391 million (European
Court of Auditors, 2017b). There is also a general perception that fraud happens: many
Europeans (71%) think that fraud in the use of the EU budget is common, according to a
2015 Eurobarometer survey. While estimates of fraud are small (0.5% of spending on
cohesion and 0.2% of the EU budget in 2016), it is hard to quantify how much fraud is
truly going on. As spending is overseen by a complex, relatively un-coordinated web of
checks and balances at national, regional and Commission level, abuses can happen.
Member states are supposed to report suspected cases of fraud in the use of EU money to
OLAF — the EU anti-fraud body — but they have little incentive to do so as they will be
fined (European Court of Auditors, 2017ab).

Moreover, OLAF does not have the resources to investigate all cases of suspected fraud
nor the power to sanction; it can only issue reports and recommendations that the national
authority and the national judicial system need to follow-up on. However, investigations
of fraud by national authorities are often held back by lengthy judicial processes and
meagre resources. Cases of fraud are often complex requiring specific knowledge and
experience. There is also a low conviction rate of cases reported by OLAF: between 2009
and 2016 OLAF sent 541 judicial recommendations to member states and only 44%
resulted in an indictment by the judicial authority (European Court of Auditors, 2017b)

Greater efforts to fight fraud could contribute to build trust in EU institutions. In a
welcome move, in 2013 the Commission proposed the creation of the European Public
Prosecutor Office to strengthen the fight against fraud in the use of the EU budget and the
European Parliament backed its creation in October 2017. The office will have the power
to investigate, prosecute and bring to trial criminal offences related to fraud against the
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financial interests of the European Union. There are 20 member states officially taking
part in the new office from its start in 2020. The other member states (Hungary, Ireland,
Malta, the Netherlands, Poland, Sweden and the UK) may join the 20 founding member
states at any time. As a complement, simplification of the rules and greater use of e-
government and e-procurement could help improve efficiency and reduce opportunities
for abuse of power. Improved public availability of data on how the structural funds are
spent would facilitate external oversight and ex-post analysis of the effectiveness of the
funds which could help guide cohesion policy spending on more value for money
principles.

Public procurement is an area where more could be done (Figure 1.9). The Commission
and member states have developed an Action Plan on Public Procurement to improve the
performance of both administrations and beneficiaries. The Commission has also
developed public procurement toolkits, which have helped, but there is still scope for
improvement in many countries. Audits of public procurement should be carried out as
soon as possible to anticipate errors and reduce corrections, following successful example
of some member states (COR, 2016). Better training for public officials in charge of
public procurement and for beneficiaries could help to achieve meaningful change.

Figure 1.9. Competition in public procurement is weak in many countries
Per cent, 2016
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Source: European Commission, Single Market Scoreboard.
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Reducing slow starts and smoothing transitions between financing periods

Slow starts of projects are a recurrent problem with the structural funds. By end 2017,
only 16% of expenditure of that planned over 2014-2020 had been disbursed and 53% of
funding committed to selected projects (Figure 1.10, Panel A). As a result it is common
that at the start of the new financing period significant funds of the previous period are
not yet spent: on average 36% of the funds were unused at the end of the last financing
period (Figure 1.10, Panel B), which is substantial even if countries have an additional
few years to spend the funds. To some extent a low take-up in the beginning of the
programming period is normal as projects need time to be crafted, implemented and funds
to be reimbursed. However, slow starts are problematic because they lead to back-loading
of investment and can result in poor project quality and higher risk of irregularities as
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several OECD surveys have documented (OECD, 2016a; OECD, 2014a). Anecdotal
evidence from Slovakia and Hungary suggests that at the end of the programming period,
projects are chosen by the urgency to spend the funds, rather than the quality of projects
(KPMG, 2017). The experience of Czech Republic, Latvia, Lithuania, Slovak Republic,
Slovenia and Hungary in 2015-2016 shows that uneven distribution of significant public
investment over time makes macroeconomic management challenging in countries where
the structural funds account for a significant part of investment (OECD, 2017a;

Figure 1.11).

Figure 1.10. Slow use of structural funds is common

A. Spending of planned investment
2014-20 programming period, as of end 2017, per cent

B. Unabsorbed structural and cohesion funds
2007-13 programming period, as of end 2013, per cent
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1. Unweighted average across 23 EU countries.

Source: European Commission (2018), Open Data Portal for the European Structural and Investment Funds

(https://cohesiondata.ec.europa.cu/);

European Commission (2014),

"Analysis of the Budgetary

Implementation of the Structural and Cohesion Funds in 2013".
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Figure 1.11. Macroeconomic management is challenging in countries receiving a substantial
share of cohesion funding
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Source: Eurostat (2018), "GDP and Main Components", Eurostat Database.
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Factors that delay implementation and slow the use of funds are multiple. On the EU side,
the focus and rules of EU funds tend to change from one period to the other and it takes
long time to learn again how such a complex system works. On the national side, they
include poor quality of programming documents, which result in postponed or
unsuccessful calls for proposals, significant turnover of qualified staff, delayed fulfilment
of ex-ante conditions to access funding or dependency on the political cycle (KPMG,
2017; European Court of Auditors, 2014).

Actions on the EU and national side are needed to reduce slow starts and smooth
transitions between financing periods. On the EU side, speeding up the negotiation of the
programming period, which is often very slow and leads to delays in implementation,
would help. In this respect, the Commission should ensure that the legislative proposals
for the post-2020 period are presented with sufficient time to complete the negotiations
between the European Parliament and Council not to delay the implementation of the
policy. There is also scope for the Commission to prepare guidance documents in a
timelier manner and to simplify the carrying over of projects from one period to the next.
Additional steps to simplify regulations would also help. On the national side, countries
should streamline administrative procedures, strengthen the administrative capacities to
manage the funds, harmonise EU and national criteria, and improve the timeliness of
project approval, building on existing country experiences to improve the absorption of
structural funds (Box 1.3).

Box 1.3. Reforms to improve the absorption of EU structural funds: selected country
experiences

A number of countries have done reforms to improve the implementation of EU
Funds. The experiences of these countries suggest that improving capacity,
greater use of electronic applications, simplified processes, and greater
coordination can help to speed implementation.

Bulgaria: Initial weakness resulted in a low absorption rate, which was mitigated
by increasing advanced payments, applying electronic application and reporting
procedures, simplifying and unifying tender processes; and strengthening the role
of international financial institutions and banks in project preparation, evaluation
and monitoring (Paliova and Lybek, 2014).

Czech Republic: Significant steps have been taken to improve co-ordination,
capacities and framework conditions for the 2014-20 period (OECD, 2016a).
“Standing conferences” have been established at the national and regional level
(using the eight regional groupings channelling EU funding). These conferences
include important territorial stakeholders and will prepare action plans that form
the basis for calls for tender. There is also a stronger focus on integrated strategies
within regions and community-led local development. The number of
programmes has been reduced, procedures for managing the programmes have
been simplified and a uniform methodology applied across all programmes.

Poland: A forum has been introduced for coordination of strategic planning for
the EU-funded investments (IMF, 2016). Project management and transparency of
execution have improved as part of efforts to better absorb the EU Funds.
Technical assistance funds have been used to train regions and beneficiaries of
project funds in performance monitoring. An informational system for monitoring
and controlling structural and cohesion funds was put in place in 2007 to monitor
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the financial and physical progress of projects co-financed by EU Funds
throughout their implementation, which was meant to facilitate the certification
process for release of the EU Funds. Each such project was also assigned a
monitoring committee that carried out systematic progress assessments over the
life of the project.

Slovak Republic: Some steps have been taken to improve the administration of
EU funds, such as the semi-annual publication on the implementation of EU funds
that allows the authorities to react promptly in case of identified problems
regarding absorption of the funds (OECD, 2014a). Administrative procedures
have also been simplified and allow the managing authority to request only partial
project documentation upon the application submission, the rest of the
documentation being required only after projects are selected (OECD, 2017b).
Following 2014 and 2015 government resolutions, it was decided to significantly
increase the number of employees working in entities responsible for the
European Structural and Investment Funds. The Analytical Unit of Central
Coordination Body was created in June 2015. The main aim of this body is to
provide input for evidence-based policy-making, with a special emphasis on the
study of the effectiveness of EU funds IMF (2017) an electronic system to
exchange data between managing authorities and EU funds beneficiaries has been
put in place to monitor and evaluate the whole process. The managing authorities
started to collaborate with regional offices to offer technical assistance and free
consultations to help applicants with the application process. The recently adopted
National Public Procurement Package is supposed to facilitate the application and
disbursement process.

Slovenia: The government has created an inter-ministerial coordination, which
organises meetings with potential applicants and advises smaller companies has
been created (Paliova and Lybek, 2014). Slovenia has also simplified procedures
for payments and improved the timeliness of announcement of public tenders.

Lithuania: Since joining the EU in 2004, Lithuania has taken steps to improve
planning and implementation of public investment projects, particularly those
financed by the EU Funds (IMF, 2016). To deal with an expanding pool of
potential project applications to use the EU funds, a competition-based project
selection procedure was introduced which meant that public entities and public
service providers had to apply for financing on an equal basis and to follow the
well-defined criteria and procedures.

Greece: Through the Commission's Structural Reform Support Service (SRSS)
technical support is provided for building administrative capacity for the design
and implementation of reforms of importance for the absorption and use of EU
funds. Simplification measures were carried out in the legislation and the
implementation of EU structural funds. Such measures included the demarcation
between political and administrative tasks, enhanced coordination of the funds as
well as reinforcement of anti-fraud measures. Greece set up an inter-ministerial
committee with the aim to lift bottlenecks in the implementation of projects and
took legislative action to simplify the payment circuit of projects in order to
increase absorption. A “ring-fence mechanism” was put in place to ensure that EU
money reaches the real economy and is used solely for payments to beneficiaries
of the Operational Programmes.
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Deepening the single market is a key EU lever to boost long-term growth and catch
up

A dynamic and large single market, that stimulates competition and efficiency, is the
EU’s main asset for spurring productivity, investment and economic growth. A deeper
single market would also help the catch-up of lagging regions by expanding their markets
and economic opportunities. The creation of the single market in 1986-1992 is one of
Europe’s biggest achievements. By broadening the customs union for free trade in goods
to include the free movement of people, services, and capital the single market has
delivered important benefits to EU citizens over the last 25 years (OECD, 2007). The
European Commission has estimated that the single market programme added a 2.1%
increase in EU GDP in its first 15 years (EC, 2012b).

Despite these acknowledged benefits, there is wide consensus that the single market is
unfinished business. The single market remains fragmented along several dimensions, as
showed by a battery of indicators typically used to gauge progress in deepening the single
market (Figure 1.12):

o Free movement of goods: The goods market is relatively well integrated.
Nonetheless intra-EU trade in goods at close to 20% of GDP remains much below
that in the US (Figure 1.12, Panel A).

¢ Free movement of services: Intra-EU trade in services has grown steadily since
1992, with intra-EU exports of services as a % of EU GDP doubling from 3% in
1992 to 7% in 2016. However, intra-EU trade in services remains less than one
third of the value of intra-EU trade in goods.

¢ Free movement of people: Migration between EU countries stood at 3.9% of the
EU working age population in 2016 (about 11.8 million people), up from 1.6% in
2004, though is still below inter-state mobility in the US or other federal systems.

e Price convergence: The single market contributed to boost price convergence
between countries, however, price dispersion within countries remains higher than
in the US (Figure 1.12, Panel C).

e Productivity and growth: The ultimate channel through which the single market
was supposed to boost growth and welfare was through productivity via a variety
of different direct and indirect channels, both in the medium and long-term
(Marinello et al. 2015). However, the productivity gap with the US remains large
(Figure 1.13, Panel A), and at the firm level is particularly large in services
(Figure 1.13, Panel B), where the single market is least developed.
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A. Intra-EU trade in manufactures remains lower than
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Figure 1.12. The Single Market is still fragmented
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Figure 1.13. The productivity gap is particularly large in services
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The implementation of single market directives is another indicator to gauge the
development of the single market. The EU average transposition deficit has decreased
steadily over the years thanks to strong political commitment, improved coordination and
targets set by the European Council (Figure 1.12, Panel D). Nonetheless, in 2016 most
Member States experienced significant delays in transposing recent directives. These
delays should be closely monitored and pre-infringement initiatives should be given
sufficient resources, including staff to ensure their successful continuation, as argued in
the 2016 EU Survey. There are also wide differences in the adoption and implementation
of single market legislation.
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The EU needs to give the single market a fresh impetus to boost productivity, promote
investment and growth, especially in the areas where the scope for progress is largest,
including services, energy, transport and digital. Actions at the EU level should be
accompanied by renewed national efforts to foster growth-enhancing reforms, in line with
country-specific recommendations in Economic Surveys and in Going for Growth. The
reform impetus has steadily declined since 2011-12 (Figure 1.14, Panel A). A similar
message emerges by looking at the implementation of the European Semester country-
specific recommendations. Implementation has steadily deteriorated over time since the
adoption of the European Semester in 2011 (Figure 1.14, Panel B). Reforms that
stimulate innovation and enhance competition in product markets and reforms that
improve the business environment and the quality of institutions could help also to foster
economic resilience in the member states and the euro area as a whole (EC, 2017b).

Figure 1.14. Implementation of policy recommendations is weak
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recommendations; each country-specific recommendation is assigned a score ranging from 0 (no or limited
progress) to 1 (full, substantial progress). The series displayed are unweighted averages across 21 EU
countries for which data are available.

Source: OECD (2017), Going for Growth 2017, OECD Publishing, Paris; Bruegel and OECD based on
European Parliament studies.
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Across Europe there is ample scope for product market reforms to boost competition,
encourage innovation and business dynamism and enhance diffusion of new technologies
(Table 1.A1-A3). If Europe pushes for productivity-enhancing reforms, OECD estimates
suggest that reforms to raise productivity could increase GDP by as much as 0.7% up to
2023 in the EU (Figure 1.15).
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Figure 1.15. Gains from reforms raising productivity by 1% over 5 years
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Source: Box 1.1. in OECD (2017), OECD Economic Outlook, Volume 2017 Issue 2, OECD Publishing, Paris;
OECD calculations.
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Services experience significant administrative and regulatory barriers when
going cross-border

Businesses still experience many administrative and regulatory barriers when providing
services in another member states (Figure 1.16), with the burden of restrictions falling
disproportionally on smaller firms (Figure 1.17). Sluggish services reform efforts are an
important factor holding down productivity growth (Figure 1.18). While services
represent 70% of the EU GDP and account for some 70% of total employment, cross
border services only make up 5% of the EU GDP compared to about 20% for goods. For
instance, only 10% of providers in business services and construction provide services
across the border (European Commission, 2017b).
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Figure 1.16. There is still room to ease regulations in EU services

Services Trade Restrictiveness Index! (STRI), from completely open (0) to completely closed (1), 2017
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1. The STRI index measures the restrictive effect of regulations on trade.
2. Simple average across the 22 services sectors for which data are currently available.
3. Simple average of accounting, architecture, engineering and legal professional services.
4. Includes both wholesale and retail trade.

Source: OECD (2018), OECD Services Trade Restrictiveness Index (database).
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Figure 1.17. The burden of restrictions falls disproportionately on smaller firms
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incurred by firms with turnovers of EUR 500 million and above.
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United States.
Source: Rouzet, D., S. Benz and F. Spinelli (2017), "Trading firms and trading costs in services: Firm-level
analysis", OECD Trade Policy Papers, No. 210, OECD Publishing, Paris.
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Figure 1.18. Sluggish services reform efforts are linked to productivity divergence
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Source: Andrews, D., Criscuolo C., and Gal P. N. (2016), “The Best versus the Rest: The Global Productivity
Slowdown, Divergence across Firms and the Role of Public Policy”, OECD Productivity Working Papers,
2016-05, OECD Publishing, Paris.
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Service providers in several sectors complain about administrative complexity and costs
when going cross-border (European Court of Auditors, 2016). Barriers include not only
lack of information about applicable rules but also complexity of procedures and
formalities, a lack of electronic procedures, differences in rules and requirements among
countries, unclear deadlines and multiple fees. Business services (e.g. accounting, tax
advice, architecture, engineering, IT) and construction are particularly affected by
stringent regulatory obstacles when going cross-border. These include excessive
shareholder requirements, requirement for professionals to hold 100% of the voting rights
or capital in a company or compulsory minimum tariffs for some professions (European
Commission, 2017c¢). Finally, the 2003 Service Directive established a system to enhance
administrative cooperation between Member States and exchange information; however,
it is seldom used. As a result member states continue to impose specific domestic
requirements on service providers established in other Member States.

Removing barriers further could create opportunities for new companies to expand to
more markets and foster growth. Estimates suggest that the full implementation of the
services directive could add 1.7% to EU GDP (European Commission, 2017c). There is
great scope to remove barriers in particular in those service sectors where cross-border
trade and cross-border investment remain low (Figure 1.12, Panel B).

To make it easier for companies and professionals to provide services in another member
state, the Commission launched a new service package in January 2017. One of the key
measures was a new e-services card. Other measures in the services package include the
proposal on notifications in services, the proposal on the proportionality test before
adoption of new regulation of professions, as well as the reform recommendations for
regulation of professional services, which all provide incentives for Member States to
assess and reform the barriers that exist in their services markets.

The e-card aimed at reducing information asymmetries and eliminating the need for
multiple requests of information facilitating that more firms go abroad in the sectors of
construction services and business services, which still show very low levels of cross-
border trade. E-cards would also be used to facilitate the temporary provision of services
across borders and the set-up of agencies, branches and offices where administrative
complexity and legal uncertainty is still an important challenge (EC, 2017c), as
recommended in the 2016 OECD Survey. However, the e-card proposals in their current
form are unlikely to be approved in the EU legislative process. A solution should be
found to reduce barriers in the business services sector by simplifying procedures for self-
employed and companies to complete the administrative formalities to establish and
provide cross-border services.

There is significant scope for improving the functioning of the European retail sector.
Retailers face persisting barriers to market entry including burdensome and complex
authorisation processes, restrictive requirements linked to the size and location of shops,
as well as operational restrictions, including shop opening hours or rules on promotions
and discounts. Evidence by the Commission shows that, as a result, prices are high and
product innovation and labour productivity growth are low (EC, 2015a). The Commission
has launched an initiative in May, which consists of best practices to guide member
states’ reform of the regulatory environment for retail. Such efforts are welcome. Close
monitoring by the Commission of the level of regulatory restrictiveness in the retail sector
and its economic impacts should be used to measure member states’ reform efforts.

According to the OECD's Services Trade Restrictiveness Index (STRI), the EU service
market is relatively open to third countries compared to other OECD countries
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(Figure 1.19). The EU is the largest exporter and importer of services in the world;
exports and imports of services were valued at €1,517 billion in 2015 (WTO, 2017). The
openness of EU services markets is largely reflected in commitments bound in the World
Trade Organisation and in Free Trade Agreements and covers all levels of government
(EU, member states and sub-federal entities) and extends to procurement. Because of the
openness of the EU's services market, a more integrated single market by generating
additional growth and demand will not only benefit European businesses but also
suppliers from other countries.

Figure 1.19. The degree of openness of the EU services market is relatively elevated

Services Trade Restrictiveness Index' (STRI), from completely open (0) to completely closed (1), 2017
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Source: OECD (2018), OECD Services Trade Restrictiveness Index (database).
StatLink Sa=r http://dx.doi.org/10.1787/888933748477

Professional services face constraints to labour mobility and investment

One way for people to benefit directly from the single market is to move to work in
another EU country. However, very few people work in another member state. Languages
are obstacles to mobility, but there are also policy-induced barriers to mobility including
that national rules are sometimes unnecessarily burdensome and outdated making it
difficult to work in another country. Barriers include conduct or practice restrictions,
education and training requirements and compulsory membership of professional
associations.

The 2013 Professional Qualifications Directive regulates the recognition of professional
qualifications across the EU and seeks to promote the automatic recognition of
professional experience, however, in practice the procedures do not work well.
Qualification and training requirements to access regulated professions vary widely
across countries and the recognition of qualifications is often made on a case-by-case
basis, favouring uncertainty. To improve the situation, an electronic European
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professional card became available in January 2016 to help professionals get their
qualifications recognised more quickly and easily. The card specifies the obligations of
member states in the process and sets deadlines for treating applications. If host country
authorities do not reach a final decision within a deadline, then recognition is granted
automatically. At present the card is available for only five professions and should be
expanded to other professions, as recommended in the 2016 OECD Survey. Increased
harmonisation of professions’ curricula at the EU level beyond the seven professions
currently covered could also help make recognition of qualifications more automatic.

Further reducing the high barriers to access regulated professions in many countries
(Figure 1.20), could support mobility, as well as long-term productivity growth. The
Commission has recently proposed that member states should undertake a comprehensive
and transparent test based on some pre-defined criteria every time they want to adopt or
amend their national professional services. The intention of the test would be to address
disproportionate and unnecessary regulation, which is welcome. However, the criteria
proposed by the Commission are quite broad and leaves a wide scope for interpretation.
The Commission should also ensure that the new test does not put a break on member
states reform efforts, which are already faltering and increases the already high
administrative burden.

Figure 1.20. In many EU countries the number of regulated professions is high

Number of regulated professions by main sector, 2016
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Source: European Commission (2018), Regulated Professions Database.

StatLink s http://dx.doi.org/10.1787/888933748021

A competitive transport system to get the Single Market moving

A well-functioning and integrated transport system would facilitate the free movement of
goods and people, including across borders. This would not only improve the productivity
of transport sectors, but also benefit other sectors by reducing trade costs and ensuring
that supply chains work effectively. For instance, OECD evidence suggests that countries
with higher restrictions on road freight (relative to other transport modes) inhibit exports
of key industries including cars, electrical equipment and chemicals (OECD, 2017c;
Figure 1.21). As discussed in previous Surveys (OECD, 2016b), road transport remains
highly segmented along national borders, which is potentially very costly given that three
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quarters of all freight transport in Europe is by road, according to Eurostat. There are also
important investment needs to remedy crucial links in the core TEN-T network,
especially in the core road network in Central and Eastern European countries, in
particular Estonia, Lithuania, Poland, Slovakia and Romania (Eurocities, 2017).

Figure 1.21. Countries with higher restrictions on road transport export less

Estimated percentage impact of halving the distance to best-practice STRI' on manufacturing exports by
sector in the EU?, 2014
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1. Best-practice in the Services Trade Restrictiveness Index refers to the lowest score among the
countries included in the sample.
2. Data coverage extends to 23 EU member countries.

Source: OECD calculations based on the CEPII BACI database, according to the methodology applied in
Arbache, J., D. Rouzet and F. Spinelli (2016), “The role of services for economic performance in Brazil”,
OECD Trade Policy Papers, No. 193, OECD Publishing, Paris, http://dx.doi.org/10.1787/5jlpl4nx0ptc-en

StatLink Sw=m http://dx.doi.org/10.1787/888933748515

In May and November 2017, the European Commission launched new mobility packages
to strengthen the internal road transport market, improve and harmonise road charging
systems and clarify the EU rules on the posting of transport workers. The package
changes restrictions on cabotage — when a foreign truck makes a delivery on the territory
of a member state right after an international trip from another member state or from a
country outside the EU — by allowing unlimited cabotage operations within five days of
the international delivery (currently a maximum of three operations is allowed during
seven days after the international carriage). The new rules will be easier to enforce, as
there is no need to count the trips, and should also help to reduce the number of empty
runs, and pollution: in 2015, 23% of all heavy good vehicles in the EU ran empty (EC,
2017d). In addition, an initiative to streamline electronic toll systems would make it
easier and cheaper for (truck) drivers to cross borders, and reduce the regulatory burden
for companies by ensuring that road users can use an unique device to pay tolls when
crossing EU borders. A 2009 law to develop a unique device compatible with all
European toll systems has only worked in some countries, as European electronic toll
service providers face barriers to entry and excessive national requirements to operate
(EC, 2017e).

The European rail network is quite fragmented, as member states use different safety
standards and technical systems, making it difficult to develop an EU-wide market.
Cross-border train services, for example, have to get safety authorisation from several
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different national authorities and deal with several different signaling systems. This
makes it complicated and expensive for new rail operators and new technical equipment
to enter the market, thus deterring competition (EC, 2011). This is set to change with the
entry into force of the 4th railway package, adopted in 2016 after 5 years of difficult
negotiations. The technical pillar of the 4th railway package, adopted in April 2016,
completes efforts to lay down common technical standards to make it easier to run trains
across frontiers. The new legislation aims at improving safety and interoperability
between national railroad networks and at cutting red tape for operations beyond one
single member state. Moreover, from 16 June 2019, the European Union Agency for
Railways will gain a new task as system authority for the European railway traffic
management system and will perform of junior authority responsible for issuing
authorisations for the placement on the market of railway vehicles and issues single safety
certificates. This should ensure a more transparent and uniform process for vehicle
authorisations throughout the EU.

As regards market access, three rail-reform packages since 2001 have made significant
progress (OECD, 2012; 2014b; 2016b), competition has been gradually introduced into
freight and cross-border passenger services; some common technical standards have been
laid down to make it easier to run trains across frontiers, and the beginning of a single
market in cross-border passenger services has been introduced. This process was
completed by the adoption in December 2016 of the market pillar of the 4™ railway
package. The market pillar aims at removing remaining barriers to the creation of a single
European rail area by dismantling the remaining legal monopolies and introducing
competition in domestic passenger markets by 1 January 2019. The new legislation also
aims at preventing cross-subsidies between infrastructure management and railway
operations. Increased competition should encourage innovation, leading to an improved
functioning of the rail network. The boost in efficiency and reduced transport costs
should encourage an increased use of rail transport and help the EU meet its reduction
targets for CO, emissions.

Overcoming the fragmentation of EU energy markets

Despite progress made in recent years, the European energy market is still too
fragmented; market concentration and weak competition remain an issue, infrastructure is
outdated in some areas, investment is insufficient and final energy prices are high for
citizens and businesses (IEA, 2014; OECD, 2016b). The original role of the European
high-voltage cross-border transmission links was to help maintain security of supply at
times when demand is unexpectedly high or generating capacity unexpectedly
unavailable. With the single market this role was extended and imports provide not only a
last-resort source of supply but also increase competition across the European market
with the objective of reducing prices and increase choice of energy suppliers. At the same
time, the single market in electricity increases the potential for renewables to be supplied
beyond national boundaries contributing to the shift towards a low-carbon economy and
to fight climate change.

Large investment needs in cross-border interconnection

A better connected European energy grid is vital for Europe’s energy security, to increase
competition and to achieve the European Union’s climate policy targets. Cross-border
exchanges of electricity have increased markedly since the 1990s (Figure 1.22) and, in
recent years, average prices have fallen and some of the largest divergences between
countries — notably involving Italy — have diminished (Figure 1.23). But there remain
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divergences in average prices across countries, and short-run divergences may even be
larger than what average prices show.
Figure 1.22. Cross-border electricity exchanges have increased markedly in Europe
Cross-border electricity exchanges between countries!, terawatt hours
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1. The European Network of Transmission System Operators, ENTSO-E, represents 43 electricity
Transmission System Operators (TSOs) from 36 countries across Europe. The network was established in
2009 with the aim of setting up an EU internal energy market and ensuring its optimal and sustainable
functioning in the light of the European energy and climate agenda.

Source: European Network of Transmission System Operators (ENTSO-E).
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Figure 1.23. Evolution of electricity wholesale prices in Europe
2011-2016, euros/MWh'
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Source: ACER/CEER (2017), Annual Report on the Results of Monitoring the Internal Electricity and Gas
Markets in 2016, ACER/CEER, Brussels.
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Lack of cross-border interconnection capacity is one of the reasons price differences are
not removed by arbitrage. The energy regulators’ association estimate that the economic
losses due to these price divergences are substantial and can be estimated at several
billion euros per year in the EU as a whole (ACER/CEER, 2017). Incumbent electricity
producers benefit particularly from the reduced competition resulting from the lack of
adequate connectivity. ENTSOE estimates from its modelled scenarios that the largest
reductions in gaps between generation costs from increased capacity would be between
the UK and both Ireland (with the UK benefitting from lower costs) and continental
Europe; but significant price gaps also exist across boundaries in the east of Europe,
between Italy and its neighbours, and across the Franco-Spanish border (ENTSOE,
2016a, 2016b). To speed up completion efforts, the EU has set interconnection targets for
2020 and 2030, but four member states are expected to remain below the 2020
interconnection target of at least 10% of the installed capacity in place (EC, 2017f). This
target means that each country should have in place electricity cables that allow at least
10% of the electricity that is produced by their power plants to be exported to its
neighbouring countries.

A well interconnected grid is also crucial to accommodate increasing levels of renewables
in a cost-effective way and help meet the EU climate goals. At present, fossil fuels are
sometimes being used in Europe to generate electricity even though renewables capacity
(with near-zero marginal cost) is available in other countries, because the available cross-
border capacity is fully allocated. Increased cross-border transmission capacity, together
with investment in renewables production, investment in transmission and distribution
infrastructure is needed to meet Europe’s renewable targets.

To further integrate energy markets investment needs are substantial. The Commission
estimates that some EUR 200 billion are needed up to 2020 to build the necessary
infrastructure to adequately interconnect all EU member states, about half of it for
electricity projects alone out of which 35 billion are needed for interconnections. The
Connecting Europe Facility will provide about 3% of the investment needed up to 2020 to
finance infrastructure projects of common interest, which include about 50 electricity
interconnection projects across Europe. Special priority should be given to those projects
that will address insufficient interconnection capacity between member states.

Security of supply concerns are reducing efficiency and cross-border electricity
trade

Physical capacity is not the only constraint on cross-border trade in electricity. In day-to-
day operation a prime concern is security of supply, generally defined as some
“acceptable” level of supply interruptions. Renewable energy has increased unscheduled
flows, creating new security of supply constraints for system operators. As cross-border
capacity and the share of renewables expand in Europe these challenges will increase as
unexpected demand or supply in one country may increasingly affect security of supply in
other countries (IEA, 2014; ENTSOE, 2016b).

National grids have become more and more integrated with the EU wholesale markets;
however, there are no EU wide rules to guide national regulators responsible for security
of supply to take into account the neighbouring grids. According to the Association of
European Energy Regulators (ACER), this leads to underutilisation of existing physical
cross-border capacity. National Transmission System Operators (TSOs) keep higher
reserve capacity margins on cross-border lines than they do on their domestic grid, either
because they explicitly favour domestic suppliers or because they feel they have less
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information about outside sources of volatility. The effective capacity of cross-border
links may be reduced by as much as one third (ACER, 2016), though it is not easy to be
precise about this. A review of regulations to try to minimise any inadvertent regulatory
barriers to cross-border trade is needed. The Commission's proposed modification to the
regulatory framework for the internal electricity market under the “Clean Energy Package
for All Europeans” would move a long way in this direction, explicitly requiring national
regulators to treat cross-border links in the same way as the domestic equivalent in
market planning.

Incentives for investment in non-intermittent sources are needed

Not only does a higher renewable share increase variability, it can undermine the viability
of non-intermittent thermal plants that are necessary as backup. To amortise the fixed
costs of necessary non-intermittent sources, the price paid for electricity might have to be
very high. Although very high prices would apply for only short periods of time and need
not affect the overall average price of electricity, investors may doubt whether such high
prices would be politically acceptable and hesitate to invest.

Europe has seen the introduction of a range of national capacity remuneration systems
(CRM) over the past five years, as a way of guaranteeing capacity while avoiding high
peak prices. They include both market-wide systems and other market-based measures,
like grid stability or “strategic” reserves, where such capacity does not enter the day-to-
day wholesale market. If not carefully specified, payments for such capacity might look
like a subsidy to fossil fuel capacity - but its cost could be kept down by creating a
capacity market, in which generators compete to offer capacity at a lower cost than
competitors. Some countries are already experimenting with such a system, for example
France, the UK and, within Canada, the province of Alberta. CRMs rarely consider the
implications or impact of cross-border trade, so that national regulators (i.e. TSOs) and
governments tend to focus on the need for capacity in their own countries rather than at
the (lower, overall) level that would make sense in a fully integrated European system
(ACER/CEER, 2016).

In the light of those issues, the International Energy Agency's review of the EU
recommended a number of measures for the EU and its member countries to foster
market integration and ensure investment in non-intermittent sources. These included a
flexible market framework, harmonisation of rules emergencies, cooperation on security
of supply, moving to a European-level assessment of system adequacy with a proper
incorporation of interconnections and the potential contribution from demand
management (IEA, 2014).

Demand management and smart grids

Demand-side flexibility can also reduce the need for spare capacity in the management of
renewables. Some consumers of electricity are willing and able to adjust the time at
which they use electricity to match its availability, if they get it a lower cost. Low night-
time tariffs are a long-established example. Interruptible contracts, where an industrial
consumer obtains a lower price in return for being ready to cut consumption during
unusually high peaks are a more recent adaptation.

Partly because technology increasingly allows rapid transmission of information on
supply, demand and the technical state of the distribution network, and also because of
the change in the nature of generating capacity away from a relatively small number of
very large units towards a very large number of highly-dispersed low capacity units
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requires a different approach, more sophisticated pricing and contract structures are
becoming feasible. The term “smart grid” has been coined to cover networks with these
properties.

The development of smart grids alongside expanding renewables capacity and increased
interconnectedness across European countries will provide higher levels of demand-side
flexibility. Provided the markets work effectively, increased demand flexibility and
interconnectedness would significantly reduce aggregate reserve capacity needs and
therefore overall costs. As IEA (2011) points out, many steps are necessary to develop
large-scale smart grids, on the regulatory side but also in a range of issues from consumer
information to cyber security. Digitalisation itself should facilitate power system
interconnection and flexibility (IEA, 2017). Some steps are already part of the
Commission's “Clean Energy For All Europeans” 2016 package. To make best use of
developing technologies (which will require investment in physical infrastructure but also
in software), “integrated resource planning” is needed, where the development of
generating capacity, the distribution network and market design are all considered
together. To make best use of the potential for trade between member countries,
integrated planning across the network is needed.

Unbundling, which has been good for competition, makes designing a planning process
more important; coordination between upstream and downstream actors (with a new one
— storage — potentially to become important) that would previously have been within a
vertically integrated entity. The proposed revised EU electricity directive takes some
steps to accommodate this, for example by providing greater legal clarity on when
transmission or system operators can operate storage under several conditions.

Encouraging regional solutions for cross-border energy trade

Whatever demand and supply management tools are used, they should be designed with
EU cross-border trade in mind, so that such trade can make the most effective
contribution to reducing energy costs and assuring security of supply. This may not
require that neighbouring countries adopt identical systems. Indeed, in the short run a
common integrated resource planning approach across the whole EU may be asking too
much. Such planning may be more feasible within geographical regions that already have
a degree of integration and effective cooperation. So planning for smart grids within, for
example, some existing bidding regions, or a small group of them, as a step on the road to
wider integration, and as a learning process, could be considered. One fairly natural
regional grouping might be France-Germany-Benelux and Iberia. Already close links
across the Nordic market with the vision towards a common retail market might also
develop in this way, if governments step up their cross-border collaboration on these
matters. The challenge is to maintain a high level of government collaboration and greater
power systems integration driven by national regulators. These regulators may need more
guidance, coherent across all countries, about their mandates and responsibilities. The
“Clean Energy for Europe” package should provide solutions and practical guidance and
revitalise collaboration, at a point in time when the share of variable renewables is rising
at a fast growing pace.

Reaping the full benefits of a digital single market

There has been significant progress in the implementation of the digital single market
strategy since its adoption in 2015. One fourth of the 24 legislative initiatives proposed by
the Commission have already been adopted by the European Parliament and Council,
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including important measures such as the cross-border portability of online content
services and the removal of roaming charges and of geo-blocking. Other important
legislative measures such as the modernisation of copyright rules, taxation of e-
commerce, cyber-security and addressing unfair contractual clauses and trading practices
identified in platform-to-business (P2B) relations are still in the legislative process.

Despite these significant advances the EU is still lagging behind in the uptake and use of
digital technologies. While some countries like Sweden and Finland are leading on the
global stage, the ICT sector is significantly smaller in most European countries and some
large economies are trailing behind the EU average (Figure 1.24). For instance, less than
30% of European businesses in important manufacturing sectors like automotive and
mechanical engineering are exploiting digital technologies, despite being aware of their
potential benefits (EC, 2017g). Progress will at some point be needed to develop a digital
single market, notably in three key areas: i) improved connectivity — broadband coverage
and investment in network infrastructure; ii) removing barriers to greater adoption of ICT
by firms, especially SMEs and iii) facilitate the penetration of digital technologies in the
public administration.

Figure 1.24. The EU ICT sector is smaller than in technological leaders

Value added of the ICT sector! as a percentage of GDP, 20152

8 8
7 7
6 6
5 ] 5
4 4
3 3
2 2
1 1
0z s r z wza @ 2 o x 3 0 < ¥ z ¥ < £ o < 2 & O > 0
5 -38583238% 8302833532188 58E85
1. The ICT sector is defined as Sector J, Nace Revision 2 in Eurostat and as the sum of industries

ISIC rev.4: 26 Computer, electronic and optical products; 582 Software publishing; 61 Telecommunications;
and 62-63 IT and other information services for OECD data. Therefore, information for some countries is
directly comparable.

2. Data for Bulgaria, Croatia, Lithuania, Malta, Romania are from Eurostat. Data for Bulgaria.
Germany, Spain, Croatia, Latvia, Lithuania, Malta, Poland, Portugal, Romania and Japan are for 2014.
3. Simple average computed across Member States for which information is available (27 countries).

Source: OECD (2017), OECD Digital Economy Outlook 2017, OECD Publishing, Paris; Eurostat.
StatLink Si=m http://dx.doi.org/10.1787/888933748572

Improving digital infrastructure

High quality network infrastructure is the backbone of the digital economy and a pre-
requisite for the digital revolution, the facilitation of modern public services and the take
up of cutting edge innovations by firms (Renda, 2017). Yet, member states differ
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substantially in the quality of their network infrastructure as measured by broadband
penetration, speed and affordability (Figure 1.25). In a recent survey, close to half of all
surveyed firms (43%) indicated that lack of access to digital infrastructure is a barrier to
investment (EIB, 2017). Moreover, as digital technologies keep evolving, the quality and
performance of the network will become even more important. For instance, high-speed
wireless connections such as 5G rely on very-high-capacity networks.

Figure 1.25. Large gaps in deployment and quality of broadband infrastructure undermine
the development of the Digital Single Market

A. Gaps in the quality of digital infrastructure persist
DESI indicators', 2018 (%)

B. Internet connection speed is still modest

Akamai's average peak connection speed in Mbps, Q1 2017
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1. The Digital Economy and Society Index (DESI) is a composite indicator computed as the weighted

average of five main dimensions: connectivity, human capital, use of internet, integration of digital
technology and digital public services; higher values correspond to better performances.

2. Cumulated score of the fixed and mobile broadband indicators of the DESI "Connectivity"
dimension.
3. Cumulated score of the fast broadband, ultrafast broadband and broadband price index indicators of

the DESI "Connectivity" dimension.

Source: European Commission (2018), Digital Economy and Society Index 2018, available at
https://ec.europa.cu/digital-single-market/digital-economy-and-society-index-desi; Akamai (2017), "Akamai's
state of the Internet report: Q1 2017 report", https://www.akamai.com.

StatLink s http://dx.doi.org/10.1787/888933748591

EU financing can contribute to alleviate the financing gap by easing access to credit and
leveraging support for high risk projects. The Commission estimates that to improve
connectivity and to fill gaps where there is poor or no internet network infrastructure in
Europe about Euro 500 billion investment will be needed up to 2025 (EC, 2016b),
including an estimated Euro 155 billion of private investment. The EU cohesion policies
support investment in high speed broadband networks (EC, 2015a), which is welcome, as
well as the European Fund for Strategic Investment. The Connecting Europe Broadband
Fund, to be launched in mid-2018, will support smaller-scale and higher-risk broadband
projects especially in rural areas across Europe.

In September 2016, the Commission proposed a revision of the regulatory framework for
electronic communications markets and to establish the European Electronic
Communications Code, which is currently going through the legislative process. One
objective of the code is to provide greater incentives for infrastructure investments in very
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high capacity broadband networks, especially in less viable areas. To that end the
Commission proposal requires national regulators to refrain from imposing regulation on
dominant operators regarding new network elements when they offer a possibility for
other operators to invest together in new high capacity networks and provided that, pre-
defined conditions for such co-investment are met. However, the body of European
regulators for electronic communications (BEREC, 2017) has warned that such co-
investments can lead to anti-competitive coordinated behaviours among providers and
advised that to exempt co-investment projects from regulation a case-by-case in depth
assessment of competitive dynamics would be advisable. The Council and the European
Parliament have provided amendments to the Commission’s proposal, reflecting their
respective views on the rules under which regulatory incentives should be granted. The
legislative process is still on-going.

One way to create incentives to invest in high-quality network infrastructure could be to
grant lower rental fees to new service providers that commit to undertake productive
investment and to upgrade the network. By committing to improve the network
equipment in the future, entrants currently lacking financial resources to finance new
infrastructure would signal to the incumbent that they are engaged in long-term
productivity-enhancing plans. Incumbents have an incentive to grant lower fees to young
but innovative companies with a long-term vision. Attracting such firms could help
incumbents to successfully roll out new technologies like 5G, which imply substantial
disruption and the need for upgrading equipment.

A potential issue with the new regulatory framework is that access obligations are granted
“only when and where necessary to address the shortcomings of the market”.. In this
regard, it is important that the Code retains and reinforces the mechanisms for ensuring
consistent regulatory outcomes and predictability of the regulatory environment. Critical
importance should be given to ensuring that a single market approach, for example,
through commonly established criteria is applied across EU countries when imposing
regulatory remedies. To achieve this, the Commission has proposed to enhance the
current notification mechanism by empowering the Commission to request the national
regulatory authority to withdraw its draft regulatory measures if the Body of European
Regulators for Electronic Communications (BEREC) agrees with the Commission's
assessment that the proposed measures create a single market barrier or are incompatible
with EU law.

Facilitating the adoption of productivity-enhancing ICT tools by firms

For digitalisation to strengthen overall growth performance, the divide between frontier
and lagging firms needs to be closed by firms investing in intangible capital and adapting
their business models; workers acquiring new skills; and countries developing their
digital infrastructure and adopting favourable framework policies (OECD, 2018b). Many
firms in Europe are connected to broadband network and have their own website.
However, advanced ICT applications such as enterprise resource planning software, cloud
computing and big data are used only by some firms, typically the largest ones (EC,
2017f). As an example, only 25% of large enterprises and 10% of SMEs (Figure 1.26)
used big data that allows firms to capture customers’ demand more accurately and reduce
failures in the innovation process.
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Figure 1.26. Business uptake of digital technologies could be improved in many firms,
especially among smaller ones

Enterprises using cloud computing services! as a percentage of all enterprises, 20172
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1. Cloud computing refers to ICT services used over the Internet as a set of computing resources to

access software, computing power, storage capacity and so on. Data refer to manufacturing and non-financial
market services enterprises with ten or more persons employed.

2. Or latest available year; 2016 for the EU and the OECD average.

3. Unweighted average across European Union member countries that are also members of the OECD
(22 countries) and Lithuania.

Source: OECD (2018), ICT Access and Usage by Businesses (database).

StatLink S=m http://dx.doi.org/10.1787/888933747964

According to a recent survey, the most significant barrier to more business investment in
Europe is no longer a lack of finance or uncertainty about the future, but a shortage of
workers (EIB, 2017). The problem is particularly acute in central European economies,
such as Poland and the Czech Republic who are suffering substantial migration of skilled
workers, as well as places with low unemployment like Germany, Austria and the UK.

Ensuring that everyone has the right skills for an increasingly digital and globalised world
is essential to promote inclusive labour markets and to spur innovation, productivity and
growth. Yet, many individuals lack digital skills in Europe (Figure 1.27). While 90% of
jobs require at least minimum digital skills, only 45% of the EU population and 37% of
the EU labour force have insufficient digital skills (EU, 2017). Insufficient skills might
affect more severely smaller enterprises, which lacking organisational capital and the
financial ability to hire the best talents could miss the opportunities offered by digital
technologies. Moreover, without policy action the situation might only worsen: many jobs
in the EU will be affected by the digital transformation, as discussed below.
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Figure 1.27. Many individuals still lack digital skills

As a percentage of 16-74 year-olds, 2017*
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Source: Eurostat (2018), "Individuals' level of digital skills", Eurostat Database.
StatLink s http://dx.doi.org/10.1787/888933748629

The EU supports member states in their efforts to improve digital education. The
Commission monitors and forecasts supply and demand of IT professionals in Europe and
supports the development of new curriculum guidelines for schools and universities
through The Grand Coalition for Digital Jobs strategy. This is a worthy initiative that
could be further supported by high-quality data on specific tasks and skills required in
each occupation. The Commission could further support efforts to improve digital skills
by establishing common definitions of skills needs and help develop data tools to monitor
skill gaps. To that end, more emphasis could be placed on projects that provide
multilingual classifications of skills and competences, and that monitor skill trends at the
European level, such as ESCO and Skill Panorama.

Lack of information is also a barrier to investment in digital technologies. In surveys,
two-thirds of managers indicate that they have difficulties assessing the return of
investing in digital innovations, have problems trusting the technology, or are not sure
about the maturity of the latest technologies (EC, 2017f). Besides better training in digital
technologies, which is already supported by the European Social Fund and the European
Regional Development Fund, information sharing and the possibility to test and
experiment with technologies before engaging in digital innovation could help. The EU
could draw inspiration from successful experiences of transition towards digitalisation,
such as Korea’s “Creative Korea-Smart Nation” or Germany’s initiative “Mittelstand-
Digital”, which aims at promoting the use of software for enhancing business processes
by SMEs.

More efficient public administration through e-government

Greater use of digital technologies cannot only reduce the costs for governments, but also
for citizens and businesses, boosting investment, productivity and facilitating business
creation (IDABC, 2005; EC, 2004a). Estimates suggest that the digital single market
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could cut the administrative burden in the public sector by 15-20% (EC, 2015b).
Moreover, increasing transparency and favouring cross-border data sharing could boost
trade and help attract foreign direct investment. European governments have advanced in
making public services digital, however, several member states; have hardly made any
improvement (Figure 1.28).

Figure 1.28. The penetration of digital technologies in the public administration is low in
some countries

Digital Economy and Society Index (DESI)!, higher values correspond to better performance
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1. DESI E-Government sub-dimension computed as the weighted average of the following
normalised indicators: E-government users, use of pre-filled forms, on-line service completion and open-data
availability.

Source: European Commission (2018), Digital Economy and Society Index 2018, available at
https://ec.europa.eu/digital-single-market/digital-economy-and-society-index-desi.
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Potential barriers to the successful implementation of e-government include technical
barriers, such as the legal validity of the data exchanged due to privacy and
confidentiality issues, but also organisational inertia due to lack of digital skills among
public employees (OECD, 2014b; 2017c¢). Extending the scope of existing programmes
such as Skills Agenda for Europe and Digital Skills and Jobs Coalition, to specifically
target public service officials could be a way of reducing resistance to change. The
European Fund for Strategic Investments and the European Regional Development Fund
could finance capacity building in the public administration, which is weak (See section
on cohesion).

The EU has continued pursuing an ambitious trade agenda

The EU is an open economy, has a transparent trade and investment regime and plays a
crucial role in the global economy and international trade (WTO, 2017). Over the past
two years, the EU has continued its efforts to advance negotiations inter alia on
agriculture, fisheries subsidies, environmental goods and trade in services. The EU has
also continued its trade liberalisation process through progressive bilateral free trade
agreements with a number of countries (Viet Nam, Singapore, Canada, Japan and
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Mexico) while continuing to provide non-reciprocal preferential access for developing
countries. The EU has contributed to the successful expansion of the Information
Technology Agreement to remove customs duties on a wide range of goods, including
semi-conductors, medical equipment, game consoles and GPS devices. It has
constructively engaged in the Environmental Goods Agreement (EGA) and the
plurilateral Trade in Services Agreement (TiSA) to open up markets and improve rules in
areas such as licensing, financial services, telecoms, e-commerce, maritime transport, and
professionals moving abroad temporarily to provide services.

Policies to help workers affected by deeper integration and globalisation adapt

Deepening the single market, globalisation and faster adoption of digital technologies will
create new jobs but put at risk others. It is essential to provide workers who are displaced
by these changes with a safety net to ensure that they and their families do not fall into
poverty, and to provide them with the necessary means to find a new job. The main
responsibility for alleviating the pain of job losses rests with member states. Adequate
unemployment insurance, effective training schemes and active placement policies are
among the key ingredients that can help making restructuring less painful and the OECD
has recommended several member states to step up their efforts in these areas (Table 1.1).
OECD experience suggests that such general programmes are also the most effective
approach to speed the re-employment of workers displaced by globalisation (OECD,

2017a).
Table 1.1. OECD recommendations on improving active labour market policies in EU
countries
Policy area Countries
Increase spending on activation ESP EST GBR GRC LVA LTU SVN
Expand some specific programs (e.g. for the long-term unemployed) ESP GRC HUN IRL
Improve efficiency of activation policies ESP GBR ITA LUX NLD SVK SVN
Focus on key risks groups EST FIN FRA NLD SVN
Better enforce mutual obligation IRL FIN FRA
Improve coordination between different government levels ESP ITALVA

Source: Going for growth (2017)

Yet the EU has a role to play, not least to mitigate the discontent that further European
and global integration might bring. The EU supports people affected by trade-related
shocks through the European Globalisation Adjustment Fund (EGF). Since 2006, the fund
co-finances one-off time-limited support for active labour market policies targeted at
workers who have lost their jobs as a consequence of globalisation or a crisis
(Figure 1.29). Member states provide the other part of the funding and are responsible for
implementing the defined measures. Assistance targeted specifically at trade displaced
workers has had a mixed success, in part because it is not easy to identify workers
adversely affected by trade liberalisation and also because these programmes are often
too slow (OECD, 2017a; Francois et al. 2011). Statistics on the effectiveness of the
globalisation fund seem impressive, mid-term evaluations by the Commission show re-
employment rates above 50% and in some cases of 70% within one year. But success
relative to the amount spent or relative to other schemes is very hard to measure.
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Figure 1.29. The European Globalisation Adjustment Fund

Number of applications in the period from 2007 to 2017!
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In the long run the objective should be to improve the capacity of national labour market
programmes to assist displaced workers, rather than to expand the globalisation fund to
become a major source of assistance. Nonetheless, there are a number of ways to make
the globalisation fund more effective. The effectiveness of the fund is hobbled by the
complex and slow process of eligibility for funding. The European Parliament and the
Council need to vote on every grant, which substantially slows up the approval process
and raises the risk of politicised decisions. The whole application process can take up to a
year. Applying is also tricky, because it is difficult to single out a specific factor that
triggered the redundancies. This may explain why even if small, the European
Globalisation Adjustment Fund is hardly ever fully used (Cernat and Mustilli, 2017). The
Commission should revise the application requirements and procedures to speed the use
of the fund and consider whether the EGF budget could be placed in the EU budget, so
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the Parliament and Council don't need to approve every application or find ways to speed
the approval process by the Parliament and Council.

The scope of the Fund could be broadened not only to help workers displaced by
globalisation or an economic crisis, but also due to other reasons such as automation.
Automation can lead to job losses in the short-term, particularly in the exposed industries
as new technologies make some jobs redundant, even if in the long-term it can raise the
demand for other jobs and encourage the creation of new tasks (Acemoglu and Restrepo,
2016; Figure 1.30). While recent estimates suggest that about 14% of today’s jobs in
OECD countries have a high risk of automation in the next 15-20 years, a further 32%
could see substantial change in the way they are carried out and the tasks performed
(Nedelkoska and Quintini, 2018). This may give rise to complicated transitions for
workers and create distress in the sectors and regions that have fewer opportunities to
adapt. Incentives and opportunities to re-skill and upgrade existing skills will need to be
strengthened, especially for low-skilled workers who face the highest risk of seeing their
jobs either partially or totally automated.

Figure 1.30. A significant share of jobs will be affected by automation
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Source: OECD (2018), “The Framework for Policy Action on Inclusive Growth”, OECD Publishing, Paris.
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The Commission argues that an important difficulty for member states to access the fund
is that they lack the capacity to come up with tailor-made measures for redundant
workers. Better support and clearer guidelines for member states on preparing their
applications could help. It is precisely those countries and regions where re-employment
and training support for the unemployed are under-resourced where EU support is most
important. Evidence suggests that the chances of success when using the fund increase
when there is a good knowledge of the application process (EC, 2017h). Finally, building
support for the fund might be easier if evidence of its benefits were more solid. The
Commission and member states should improve the quality of their datasets and the
analysis of workers re-integration into employment.
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But policies to help displaced workers are not enough; without firms to hire them even
the best skilled workers will not find jobs (OECD, 2018a). Indeed, the effects of trade
shocks are often localised in specific regions, therefore when a company or industry goes
bankrupt the spillovers often affect the whole region. Encouraging firm creation, by
removing barriers to entry, as discussed above, entrepreneurship or start-up assistance can
help to rebuild and sustain the regional fabric of firms. Besides the support provided
through the European Globalisation Adjustment Fund and the European Social Fund, the
EU could play a key role in showcasing successful examples and spreading good
practices across the continent. Examples of privately led successful programmes in
Europe include the Austrian Steel Foundation, which assists steel workers affected by
structural change through various types of training and support, and have fostered the
development of more than one hundred firms (2018). Another example of pro-active
assistance is the case of Saab Automobile in Sweden (Eurofund, 2014), which supported
workers through counselling, psychological guidance and training for workers while still
on the job, to help them transition to a new position. More broadly, the Commission has a
role to play in enhancing cooperation in smart specialisation strategies to develop new
businesses in the European Union based on the experience of several successful cases
(OECD, 2018). It can, for instance, provide guidance and good practice examples,
facilitate peer-reviews and mutual learning and train policymakers.

Recommendations for stronger growth and more integrated Europe

Making cohesion policy more effective
Key recommendations

e Prioritise cohesion funding to less developed regions.

e Better target cohesion funding on spending with long-term growth benefits
(human capital, innovation and network infrastructure), and to projects with clear
spillovers across borders.

o Consider increasing national co-financing rates to encourage better project
selection taking into account the relative impact of the project and the EU added
value.

e Create a “single rule book” for EU funding programmes.

e Use e-government and e-procurement more often.

Other recommendations

e Reduce the number of ex-ante conditions to access cohesion funding and to assess
performance and put a greater focus on conditions ensuring effective spending,
such as the quality of public procurement.

e Enhance legal certainty and consistency in the application of public procurement
rules.

e Putin place a one-stop shop for data collection, processing and analysis to assess
the effectiveness of the funds.

Deepening the services market

Key recommendations

e Address barriers in the business services sector through simplified administrative
formalities for the establishment and provision of cross-border services and
guidance on implementing existing EU legislation.
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e Make the electronic European professional card available to all sectors.

Deepening the energy market
Key recommendations

e Pursue the planned cross-border co-operation on power system operation and
trade, including interconnection capacity calculations and reserve margins.

Other recommendations

e Ensure that the European-wide energy wide resource assessment is properly
reflected in national 10-year network plans.

Deepening the digital single market
Key recommendations

e Develop tools to help member states monitor digital skill needs. Set EU standards
for the monitoring of digital skills and task content of occupations.

Other recommendations

e To create incentives to invest in high-quality network infrastructures, grant lower
access fees to new service providers that commit to undertake productive
investment.

e To ensure neutrality and coherence across countries, promote greater involvement
of the Body of European Regulators for Electronic Communications in member
states assessments of regulatory issues in electronic communications markets.

e Foster the use of e-government by enhancing digital skills of public servants with
targeted training programmers to reduce organisational inertia.

Policies to help workers affected by deeper integration and globalisation adapt

e Revise application requirements and procedures to speed the use of the European
Globalisation Adjustment fund and expand eligibility to help workers affected by
other shocks, such as automation.
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Annex 1.A.

Annex Table 1.A.1. Recommendations on economy wide regulations

Policy area Countries
Streamline permits/licensing/red tape BEL GRC HUN IRL LVA POL SVN
Introduce or expand regulatory impact assessment DEU GRC HUN
Strengthen competition and regulatory authorities DNK GRC HUN LVA POL
Improve bankruptcy procedures EST ITAPOL PRT
Improve competition framework CZE HUN
Reduce the scope of public ownership CZE DEU NOR POL SVN
Improve SOEs governance LVALTU
Facilitate firm entry POL

Source: Going for Growth (2017).

Annex Table 1.A.2. Recommendations on sector specific regulations

Policy area Countries
Professional services AUT BEL DEU ESP FRA IRL LVA LUX PRT SVN
Retail AUT BEL CZE FIN FRA HUN IRL LUX NOR
All network sectors BEL CZE GRC HUN LVA NOR
Energy EST HUN
Transport DEU ESP
Services BEL DNK
Post DEU NOR
Ports ESP IRL PRT
Construction FIN DNK
Telecommunications DEU

Source: Going for Growth (2017).

Annex Table 1.A.3. Recommendations on raising the efficiency of R&D and innovation

policies
Policy area Countries
Strengthen collaboration between research centres/universities and industry EST IRL ITA LUX PRT SVN
Evaluate/reform R&D tax credits PRT
Improve coordination of public policies CZE EST
Increase direct and/or indirect support GBRNLD CZE

Source: Going for Growth (2017).
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