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EXECUTIVE SUMMARY

Integrating the SDGs into the EU agenda
The EU needs a new analytical framework to study economic, social and
environmental challenges in an integrated way. The 2030 Agenda for
Sustainable Development of the United Nations defines 17 goals, which can be
the foundation for such a new framework. As long as the Sustainable Development Goals (SDG) are not on the top of the political agenda, they will be more
a window-dressing exercise than a tool to achieve the overall goal, which is the
well-being of current and future generations.
A successful implementation of economic, social and environmental goals
at the European level requires a significant change in European economic
governance and clear priorities. Against the background of the SDGs, this
report identifies four crucial points:
■

A European Sustainable Development Strategy 2030 together with a
reform of the Stability and Growth Pact. Targets set by the new strategy
must be at least as important as the fiscal and macroeconomic rules of the
SGP and focus on the overarching goals enshrined in the Treaties (“wellbeing of its peoples”) or the SDGs.

■

Renewing the European Semester. The European Semester itself must
focus on sustainable development, based on new analytical tools and more
coherent short-term priorities, taking synergies and trade-offs into
account.

■

An analytical framework to deal with trade-offs, synergies and priorities. We propose a “magic polygon for well-being-oriented economic
policy”. This concept is similar to the well-known 'magic square' but entails
more concrete economic, environmental and social goals as well as a more
in-depth treatment of economic stability.

■

An integrated sustainable development scoreboard. Eurostat has made
available a set of 100 indicators to monitor the progress of the 17 SDGs in
the European Union. It should be augmented especially by macroeco-
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nomic indicators. To become relevant, it is important to improve our
capability to forecast future developments, analyse interdependencies,
identify trade-offs, rather than just track the past.

Growth is holding up but clouds appear on the horizon
In the EU growth is holding up but the general outlook is less bright than
in recent years. GDP growth is expected to ease back to 2.1% in 2018,
1.9% in 2019 and 1.8% in 2020, after 2.6% in 2017. The anticipated slowdown largely results from the gradual attenuation of the post-Great Recession
recovery momentum and the convergence of growth rates towards a lower
potential growth path. With the exception of the United Kingdom, the prospect
of continued growth would allow the unemployment rate to fall in 2018 and
2019. Yet, the decrease in unemployment will not generate inflationary pressures even in countries where the cycle is advanced. Wage dynamics—which
have in aggregate persistently lagged behind appropriate benchmarks—will
remain structurally too low to reach a core inflation target close to 2%. As
wages are the main tool to foster the inclusiveness of growth, the
European agenda should incorporate structural reforms in favour of
employees.
The slowdown of growth coincides with a revival of political turmoil. The
hard bargaining over Brexit, and its still uncertain outcome, the trade war
launched by the United States, the standoff over the 2019 Italian budget as well
as the turbulence in some emerging countries darken the economic outlook
and highlight a set of downside risks. In our central scenario, these clouds do
not call into question the growth path, either because their negative effects
should be moderate, or because these tensions could vanish without creating
additional shocks. Nevertheless, the current scenario is characterized by
several downside risks, so that the growth forecast for 2018-2020 can be
considered an upper bound (Table 2). Given the risks especially due to
external factors, internal sources for growth—investment and private
consumption—should be strengthened.
During the next years, the aggregate fiscal stance will be slightly
supportive in the euro area. The contribution of fiscal policy to GDP growth
will be +0.3% point in 2018 and +0.2 in 2019. Then, if Member States stick to
their Stability Programmes for 2018-2022, the aggregate fiscal impulse will
have a neutral impact on growth in 2020.
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Doubts about the commitment of the new Italian government to sound
public finances have triggered stress on the Italian bond market and the
fear of a new crisis in the euro area. If the rise of spreads vanishes quickly, the
Italian public debt could remain stable at around 131% of GDP. However, if the
sovereign rates’ surge persists and Italian potential growth remains low, at least
until 2023, the Italian public debt ratio would increase further. It is fundamental
to ensure that the current fiscal impulse is combined with commitments on the
sustainability of public finances in the longer run.
So far contagion to the other countries of the euro zone has remained
limited. Although the euro area has now some tools to deal with this type
of risk, with the ESM and the OMT (Outright Monetary Transactions) of
the ECB, a scenario leading ultimately to the explosion of the euro area
cannot be excluded. These tools are conditional on an agreement between
Italy and the other euro area member countries, which seems unlikely at the
moment. On the other hand, markets are pressuring the Italian government to
reconsider its fiscal policy and the European partners wish to avoid an open
conflict with the third biggest economy of the currency union. Given the size of
Italian public debt in absolute terms and the importance of the Italian banking
system, Italy may be judged “too big to fail”.

The euro area is not prepared for the next downturn as
imbalances persist and the institutional framework remains
incomplete
The increase of public debt is one of the main legacies of the crisis. While it
is currently declining, long-run simulations suggest that without further
consolidation, public debt will not reach the arbitrary 60% target by 2035
in a number of countries.
The structural adjustment required to bring back public debt to its target
would weigh on the reduction of unemployment. Trying to reach a 60%
target would lead to a new wave of severe fiscal consolidation in some countries. This would weigh on the average GDP growth by 0.4 point in Italy and
Greece, 0.2 point in Spain, and 0.1 point in Belgium. For some countries, the
level of the structural budget balance would be very high in 2035, in particular
in Italy and Greece. This clearly questions the social sustainability of such a
policy. If member states only comply with their respective medium-term objective (MTO), public debt would also decrease substantially in all member states
but the adjustment would be lower. Euro area countries should not engage

9

10

iASES (formerly iAGS) 2019 — 7th Report

in additional fiscal consolidation unless output gaps are closed, and countries with fiscal room of manoeuvre should use it to sustain growth in the
euro area as a whole.
The euro area on aggregate has a large trade surplus. This may not be
sustainable, since it creates pressures for euro appreciation that can
diminish the growth prospects. Unlike before the crisis, the imbalance is
clearly concentrated in surplus countries. If there is no further nominal readjustment, the net international investment position, i.e. the foreign assets
accumulated, of Germany, Ireland and the Netherlands would increase to close
to 200% of their respective GDP, while deficit countries (except Greece) would
arrive at a level compatible with the threshold of -35% stipulated in the Macroeconomic Imbalance Procedure.
Even if the situation has improved substantially since 2008, there are still
significant current account imbalances within the euro area, especially
between France and Germany, where, all other things equal, a relative
nominal price adjustment of 20% is needed. The adjustment effort implemented by Southern countries (Portugal, Spain, Italy, Ireland and Greece) since
the inception of the crisis is very clear. Conversely Germany, Austria and the
Netherlands diminished their nominal undervaluation but at a slower pace. The
only country that has not followed the re-convergence pattern is France.
In the euro area recovery has weakened while potential growth has been
declining. The upturn will come to an end at some point, and the euro area
is not yet prepared for that. The sun has been shining but the opportunity
for structural repair work has not been taken. Even on banking and financial
matters, where some substantial steps forward have been made, the on-going
project of the Banking Union has stalled. A few countries, among which
Germany, are reluctant to adopt the European Deposit Insurance Scheme. The
incomplete adoption of the Banking Union also highlights the lack of the political will needed to ensure the homogenous regulation and supervision of banks
across the EU.
The incomplete adoption of a Banking Union may be insufficient to ensure
banking stability. The ECB could have to come to the rescue with extended
unconventional policies. Moreover, given low prospects for potential output in
the euro area, the policy rate will need to be set at a low level, and tapering
measures by the ECB likely postponed. Yet in a low interest environment, risks
of financial instability are likely to intensify. Consequently, macro-prudential
policies would be needed to limit risk.
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A positive development is growing recognition of the need for automatic
stabilisation measures working across borders within EMU. This approach
should not, though, be seen as being in opposition to a policy of strengthening
national automatic stabilisers. This would also increase the stability of the
currency area as a whole; as such, each member state has an interest in other
members having strong stabilisers, suggesting a need for coordination to bring
about an upward convergence in this regard. The Franco-German Meseberg
declaration and subsequent agreements suggest that there is now some political momentum behind unemployment reinsurance and the euro area budget
proposals, although they are likely to be initially very limited in scope. The latest
Eurozone budget proposal (16 November), for instance, is locked into the
overall EU budget and appears to be more oriented towards investment support
(for which the Juncker Plan is already operational) than to the needed countercyclical stabilisation. If these schemes can be successfully established, it will be
possible—at the latest in the next crisis—to extend and expand them, once it
becomes apparent that it can be in the interest of all member states to do so.
The need for greater automatic stabilization, including of a cross-border
nature, in monetary union is undisputed. The proposals under discussion
do go to some extent in this direction and deserve support. One should be
under no illusions, however, that—with the likely conditionality and order of
magnitude—they will be insufficient to provide a substantial stabilisation
capacity. There is a risk that such proposals distract attention from the need for
more effective stabilisation measures, such as a larger central budget under
democratically legitimate control and/or centralised financing of public investment and other measures to tackle boom-bust cycles and competitive
divergence.

Social situation improved, but problems persist
Our analysis shows that the social situation has improved in the EU, but differences across countries and sections of the population are huge and economic
growth alone cannot improve many of the remaining social difficulties.
On average, the unemployment rates across European countries are back
at their pre-crisis levels. The long-term and very-long-term unemployment
rates, the NEET’s rates, the share of employees working above 50 hours and the
job strain index are also improving. However, there are still 17 million people
unemployed and even more underemployed, and in Greece, Spain and Italy
unemployment is still markedly above the pre-crisis levels.
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Regarding living standards and inequalities, the median income has
increased in almost all European countries except countries hardest hit by
the crisis. In Greece, the real median income is just two thirds of its level in
2008. For the EU as a whole, income is now distributed in a slightly more
uneven way among the poorest half of the population. The severe material
deprivation rate in Europe has decreased since 2005 in general but not in
southern Europe. Heterogeneity across countries has decreased, but still
remains. Overall, we forecast a declining poverty rate among European countries up to 2020 (Table 2).
In most countries under review, female labour force participation has risen,
favoured by increasing women’s education. The male breadwinner model
increasingly belongs to the past. There are clear synergies between education,
employment and gender equality. Achieving the gender equality objective
requires a strong commitment of European institutions to put gender at the
core of the European Employment Strategy.
Data show that various aspects of the quality of life have improved in the
last decade. Although the crisis had an impact and worsened the quality of life,
especially in Greece, negative effects could be cushioned in some areas. The
proportion of the population reporting unmet needs for medical examination,
for instance, actually decreased compared to 2008 in most countries, as did the
share of early school leavers. Housing costs have increasingly become a
problem; no progress was made in increasing the share of collective transport
modes pointing to the need for public investment plans to sustain mobility
while reducing CO2 emissions.
Policy makers need to be aware of possible trade-offs and synergies
between economic, social and environmental goals in general and the
SDGs in particular. Table 1 illustrates some of these trade-offs and synergies
between the different goals.
In facts, there seems to be more synergies than trade-offs between the
goals analysed here. However, the synergies are policy-dependent: some
policies might help attain several goals (for example promoting employment
with active labour market policies or promoting employment opportunities for
mothers by providing childcare) while others imply trade-offs (for example
promoting low-paid precarious jobs with flexibilisation of labour market).
In line with the SDGs and intended goals of the European Pillar of Social
rights with its three main dimensions of equal opportunities and access to
the labour market, fair working conditions and social protection and inclu-
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sion we aim to promote policies that address these goals. It is indeed
necessary to combine active labour market policies with other measures to
overcome the direct and indirect negative consequences of unemployment.
These policies have to jointly address the demand and supply side on the labour
market.
Table 1. Synergies between social goals and economic growth
Ppoverty/
Inequality

Employment /
Unemployment

Education

Gender
inequality

Growth

Poverty/Inequality
Employment/Unemployment

0

Education

+

+

++

+

+

0

0/+

+

Gender inequality
Growth

0

Interpretation: + : existence of synergies ; 0 : ambiguous or no relationship.

Expanding social investments to face the increasing demand for care
addresses several key principles of the European Pillar of Social Rights and
also helps to reduce emissions. This means higher public spending and tax
ratios. Those can be attained through higher taxation on top income, corporate
profits and wealth.
The environmental boundaries require pro-active industrial policies
fostering the transition towards more ecological investments in order to
meet the +2°C target. Growing cities need affordable housing and public infrastructure including transport; these will also increase the demand for labour.
Innovative concepts to reduce individual working hours are highly
welcome as they ease the environmental sustainability/employment tradeoff; they can be implemented in various forms. Whereas part-time working
employees often want to increase their working hours, full-time employees
working overtime often want to decrease their workload. In addition, stressrelated diseases like occupational burnout are becoming a widespread
phenomenon.
Increasing collective bargaining coverage would help bring down low-paid
work, to ensure decent incomes and can be a tool of organised working
time reduction.
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Climate debt: EU has exhausted its procrastination capital
Climate change is arguably the most serious challenge that we collectively
face. The 2015 Paris Agreement, based on the IPCC review of scientific
evidence, has achieved a global consensus about the boundaries that
should constrain greenhouse gases emissions to prevent global warming.
Almost all countries agreed to cooperate in order to keep the increase in global
temperature under 2°C above pre-industrial levels and to substantially accelerate their efforts to limit the global temperature change as close as possible to
+1.5°C.
Computing carbon budgets can be useful to warn policy-makers about the
effort to be delivered in order to put society on the road to sustainability. A
carbon budget can be defined as a statistical indicator of how much carbon
dioxide can be released in the atmosphere before we cross given temperaturechange thresholds. As global warming is almost linearly related to cumulative
emissions of carbon dioxide only the cumulated quantity matters, regardless of
the emissions trajectory.
Globally, we should not emit more than 1,320 billion tonnes of carbon
dioxide (GtCO2) from now until the end of time, if we want to ensure a
probability of 67% that global temperature change will remain below +2°C
from preindustrial levels. This figure is substantially lower, at 570 GtCO2, if we
consider the 1.5°C threshold instead.
Computing global carbon budgets is subject to methodological debates
but remains less controversial than the way of sharing these budgets
between regions and countries. There are important normative implications of burden sharing, that cannot be solved by a technical discussion.
The literature has underlined a continuum of burden sharing methods, whose
two endpoints are the egalitarian approach (granting each human being the
same right to emit) on the one hand and full grandfathering (allocating rights
to emit CO2 based on a countries’ past emissions—of a given reference year) on

