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INTRODUCTION

Next Generation EU is an instrument proposed by the
European Commission to create a sustainable, inclusive
and fair recovery for Member States, in order to face the
challenges deriving from the Covid-19 pandemic.

The resources will be invested in three main pillars (as
pointed out by the Commission), and namely:

1. Support to Member States with investments
and reforms;

2. Kick-starting the EU economy by incentivi-
sing private investments;

3. Addressing the effects of the crisis.

“Next Generation EU: A Southern-Northern Dialogue$ a
comparative study aimed at ensuring a dialogue between
the two “Southern-Northern” European macro-regions,
here represented by lItaly, the Netherlands, Poland, Por-
tugal and Spain, for an inclusive, resilient and dynamic
reprise of the EU. Overall, the volume intends to offer a li -
beral perspective on the national policies pursued within
the NGEU framework and grounded on the respect of
the rule of law and of a sustainable development.

The issues covered in the book“Next Generation EU: A
Southern-Northern Dialogue™are crucial, especially in a
long run perspective and heterogeneous. The authors of
each chapter will highlight the policies’ priorities of their
countries.



Contributions from Italy provide an analysis of the major
determinants of the structural decline of the Italian eco -
nomy and focus on the capacity of the multilevel gover -
ODQFH WR XVH HIAFLHQWO\ WKH %*(8 UH
thors deal with the rule of law, taxation, and employment,
thus implying how fundamental the Plan is in relation to
the Spanish welfare State. In writing about sustainable
business practices, ageing and digital transformation in
the labor market, and energy transition, the Portuguese
voices are oriented towards the best possible transition
strategies. Authors from Netherlands point out perspec -
tives on solidarity and fair redistribution in the EU, as
well as the economic strategies and innovation in order
to achieve better policies for the climate. Finally, authors
from Poland focus on political narratives and economics
strategies related to the implementation of the Plan in Po-
land — with a further focus on employment and ecologi -
cal/energy transition.

Some remarks on the status quo of the Southern Northern
dialogue and policy recommendations will conclude.

XVII
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I
QUO VADIS ITALY?
NEXT GENERATION ITALY
AND THE FUTURE
OF THE EUROPEAN ARCHITECTURE

Renata Gravina

Principles and criticism of the next generation italy {ro
gram

Created a few months ago, Next Generation EU was
conceived as a package of measures to boost the Euro
pean economy. As a €750 billion temporary recovery

mechanism it was, nevertheless, also designed to act
as instrument with which to create a hopefully gree -

ner, more digital, resilient post COVID-19 Europe bet-

ter suited to the challenges of today and tomorrow.

The 167 pages of the Italian translation of the Next
generation EU, namely the National Recovery and
Resilience Plan, promises to pursue the objectives of
a more modern, sustainable and cohesive country
WKURXJK PRUH WKDQ ELOOLRQ RI
set aside by the Next Generation EU programme and
supplemented by funds allocated in the 2021-2026
budgetary program 1.

NEXT GENERATION EU

According to the lItalian government, Next Genera -
tion Italy is ‘a Recovery Plan’ because it ‘intends to

INext Generation Italia. Il Piano per disegnare il futuro del Paese, Ministero dell’Economia e delle Fin
www.mef.gov.it/focus/Next-Generation-Italia-il-Piano-per-disegnare-il-futuro-del-Paese/
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tackle the economic and social impact of the pande

mic crisis, building on the lessons learned from some

RI WKH PRVW GLIAFXOW PRQWKY LQ W
public’. The Italian government has been explicit in

stating that ‘Italian recovery must not take us back to

the “old days”. It is to build a new lItaly’ 2 Moreover

Next Generation Italy was conceived of as a resilience

plan. In Italian state terms resilience means ensuring

WKH FRXQWU\-V UHDGLQHVV IRU-FXUUL
WLHV DQG PRUH VSHFLAFDOO\ DQ DZ
to adapt our country to global challenges’® ‘because

the pandemic and the environmental emergency pla-

ced the extreme events of the present at the centre of

our attention, both for the present and the future’ . La-

stly, Next Generation lItaly is also thought of as a na-

tional reform plan, because ‘the investment lines are
accompanied by the adoption of a reform strategy as

an “enabling” and catalysing element, in line with the
(XURSHDQ &RPPLVVLRQ:-V &RXQWU\ 6SF
dations (CSR) and the National Reform Plans (NRP)

adopted by the Government’®.

The thematic implementation of the Italian National

Recovery and Resilience Plan (INRRP) has been di

vided into 6 missions: 1l.digitalisation, innovation,
competitiveness and culture; 2.green revolution and
environmental transition; 3. infrastructure for sustai -

nable mobility; 4. education and research; 5. inclusion

and cohesion; 6. health. INRRP in turn comprises 16
functional components designed to achieve the econo

PLF DQG VRFLDO REMHFWLYHV GHAQH(
strategy®.

?ltalian National Recovery and Resilience Plan. http://www.governo.it/sites/new.governo.it/ les/PNRR_202
*lbidem

“Ibid.

*Ibid.

olvi, pp. 21-22



What has emerged in many scholars’ opinions, from

WKH AUVW DQG DOVR WKH FXUUHQW G
blished on 13 January 2021- is that Italian planning is

at serious risk of being neither innovative nor stimula -

ting cohesion, two aspects which are indeed essential

to the success of the generally high expectations revol

ving around Next Generation EU’s plans ”.

From the point of view of innovation (which is mostly
based on digitalisation, since it affects all six missions
across the board, albeit in a different manner) and
especially during the second wave of the pandemic,
many authoritative liberal Italian voices have warned
of the risk that European facilities in INRRP could be
used to cover state intervention, for example funding
initiatives that are already underway, rather than fun -
ding entrepreneurial innovation, thus slowing down
private incentives.

In actual fact, according to Giorgio Barba Navaret-
ti, ‘public resources will have little effect if they fail

to mobilise individual investment, too’ 8. ‘Private in-
vestment is therefore essential to complement pu-
blic investment, as well as to achieve Europe’s envi
ronmental objectives’ envisaged by Next Generation
EU9. Luigino Bruni fears ‘the ‘resource curse’, and, on
the other hand, the fact that a large amount of money
can lead to a kind of lethargy which does not allow for

the full development of pre-existing means. The ‘re-
source curse’ can only be averted by acting on what
structurally slows down the Italian economy, such

DV JDPEOLQJ FRUUXSWLRQ WD[ HYD

NEXT GENERATION EU

L. Fix, T. Kirch, ‘What if the Eu's Economic Recovery Plan Fails?’, Carnegie Europe. https://carn
eu/2020/11/19/what-if-eu-s-economic-recovery-plan-fails-pub-83274

8G. Barba Navaretti, ‘C’e troppo Stato nella versione italiana del Next Generation Eu’, Il Sole 24 ORE.
ilsole24ore.com/art/c-e-troppo-stato-versione-italiana-next-generation-eu-ADd50rCB?refresh_ce=1
‘Ibidem



NEXT GENERATION EU

economy’!®, While praising the Italian effort to meet
emergency needs in a context of economic depression,

Stefano Zamagni, civil economics theorist, has also

called for greater vigilance ‘to ensure that projects that

ZLOO EHQHAW IURP (XURSHDQ IXQGV G
the usual Italian vice of funding initiatives that tend to

correct and improve precariousness rather than vul-
nerability’ 1.

Basically, while welcoming the huge investment made
by Next Generation EU, the liberal world suggests
concentrating efforts on combating Italian structural

ineffectiveness and generally recommends investing
in good business in the small and medium term in
the spirit of relaunching enterprise and promoting

sustainability. In short, in the words of Massimo Fa -
mularo, liberals are calling for the ‘promotion of en -
trepreneurship and individual responsibility’ *2and in-
viting the Italian government — as Luigi Einaudi once
responded with regard to the American Marshall Plan

conditions — to refrain from ‘plugging holes in the cur -
rent state budget'.

Apart from the budgetary issue, which is also a fear

of Moody’s, since ‘an Italian inability to take advanta -

ge of the substantial resources of the Next Generation

EU in order to increase its long-term growth potential

would likely exert downward pressure on its credit
SURAOH- WKH DSSOLFDWLYH DVSHFV
ce and cohesion seems also to pose a number of pro

blems.

19L.Bruni, ‘Recovery Fund: una s da da non sottovalutare. Il commento di Bruni, Zamagni, Becchetti e
risveglio duemila. https://risveglioduemila.it/2021/01/recovery-fund-una-s da-da-non-sottovalutare-il-con
bruni-zamagni-becchetti-e-de-palo/

1S, Zamagni, ibidem

12M. Famularo, il dito della crisi e la luna della ripresa.https://www.fondazioneluigieinaudi.it/la ealmassimo-
dito-della-crisi-e-la-luna-della-ripresa/



For instance, for Federico Butera, political solidarity
between public and private stakeholders should gene-
rate a synergy, a ‘double helix’ pact designed to use
the funds immediately once they have been obtained.
Moreover, it should not be simply a matter of divi -
ding up resources but of creating and identifying via -
ble strategies and executions. Likewise for Marcello
Messori, who adds not only that public-private and
centre-periphery cohesion should have come into play
before the Italian draft plan was even drawn up, but
also that the central government should ultimately
take on responsibility for formulating a synthesis and
demonstrating its decision-making capacity, at a time
at which any failure to do so would mean irreparably
wasting exceptional resourcess.

Nevertheless, the cornerstone of the ‘implementation’
phase of the Italian plan would seem — for Luigi Tivelli
— to be totally invested in a depressing dispute betwe-
en parties, at a time when only united governance,
together with the Recovery Plan’s contracting autho-
rities, can guarantee the plan’s feasibility, effectiveness
and, above all, credibility (especially in relation to the
European Union)?*’.

NEXT GENERATION EU

That the ‘implementation phase’ of the Next Genera-
tion Italy plan should be the most complex aspect is
something which all sensible economists agree on. In
deed, even Marco Buti, head of cabinet for the Europe-
an Commissioner for Economic Affairs, Paolo Genti-
loni, agrees with the idea that INRRP needs long-term
structural planning, especially because it is a crossro

1%, Butera, ‘I patti 2030 per usare bene il Next Generation Eu: il ruolo delle regioni e delle citta’, Il Sole 24
www.ilsole24ore.com/art/i-patti-2030-usare-bene-next-generation-eu-ruolo-regioni-e-citta-AD87sax

15M. Messori, Next Generation EU e il Recovery Fund: innovazione, riforme e le s de per ¥ltalia. https://iw
nologia.it/sessioni/next-generation-eu-e-il-recovery-fund-innovazione-riforme-e-le-s de-litalia

1L, Tivelli, Vi spiego I'ultima versione del Pnrr tra vizi e virtl’, Formiche.
https://formiche.net/2021/01/pnrr-vizi-virtu-recovery/
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ads in the institutional paths that Italy and Europe will
travel down for generations to come &,

7KH 1H[W *HQHUDWLRQ ,WDO\ SODQ L\
WDVN Rl AQGLQJ D VIQWKHVLV RI YHU
and perspectives which have been the subject of diffe

rences of opinion within Italian government and so -

ciety for far too long. Italy is backward in economic

as well as administrative, organisational and cultural

terms. But, as Messori has underlined, Italy’s most li-

kely future economic framework is a sequence of re-

cessions and recoveries that could ultimately shift it

towards stagnation?® ,Q WKH OLJKW RI WKLV L
widespread scholarly views, Messori has pointed out

that the Next Generation Italy plan is much more than

a technical instrument, raising question marks over
sustainable development and, most of all, opening up
SURVSHFWYV IRU JRYHUQDQFH DQG AVI
bring the convergence with the euro area into play.

Indeed, the implementation of Next Generation Italy

is crucial both to saving the country economically, so-

cially and culturally from a negative destiny and, as

concerns Europe, from an accentuation of the North-

South divide (an economic drift) %.

What Destiny for European Architecture?

Widening the scope of this analysis from Next Genera-
tion Italy to the European institutional architecture gi -
ves us an insight into the challenge this current transi-
tion represents for Europe, one which is just as great as
COVID-19's challenge to social ‘resilience’. In fact, the

18\.. Buti, Next Generation EU, cit.
*Messori, ibidem.
bid.



pandemic has determined a sort of ‘year zero’, from
which Italy will either emerge with a generational and
long-range vision or it will have been a one-off inter -
vention which can only imply a negative watershed
with Italy’s own future.

Erika Widegren (co-founder of Re-Imagine Europa
together with President Valéry Giscard d’Estaing)
stressed that Next Generation EU ‘not only represents
an opportunity for Italy to turn around its economic
policies’, but also a complete change of perspective
for Italy’s national architecture and indeed for post-
Lisbon European strategy as a whole?x. Emilio Rossi
and Roberto Menotti have also pointed out that the
current phase is a sign for the future, implying the
need to show ‘the ability of all actors of global gover -
nance (in this case the European Union) to exit the cri
sis by strengthening international cooperation’ ?22. On
one hand, as the south of Europe together with Spain,
Portugal and Greece, Italy cannot ignore European ex
pectations, but on the other hand it should take the
centre-stage in them, because at this stage ‘recovering
the south of Europe’ and doing so successfully means
‘relaunching the post-Lisbon institutional architecture’.

NEXT GENERATION EU

If the European Union’s institutional architecture
is unable to implement a credible European project
without the south of Europe, from the ltalian per -
spective returning to growth which leaves the south
behind is also inconceivable. Any solution to Italian
backwardness must include the south, as well as local
government in general. As far as the south is concer

2IE. Widegren, ibidem
2E. Rossi, R. Menotti, Bilancio, “Next Generation EU” e Rule of Law — lo snodo del futuro europeo’, Asp
aspeniaonline.it/bilancio-next-generation-eu-e-rule-of-law-lo-snodo-del-futuro-europeo/
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ned, integration was seen as the only way of building

the nation on liberty foundations even during the hi -
VWRULF ,WDOLDQ XQLAFDWLRQ GHEDW
Europe’ (in the words of liberal Giuseppe Galasso?®)

must be brought into any plans, especially at this deci-
sion-making stage. But resolving Italy’s backwardness

also requires starting afresh from the local level of go-
vernment, as was the case with the pandemic, when

the health emergency imposed synergy between states

but mostly between local authorities.

What is certain is that the new President of the Euro-
pean Commission, Ursula von der Leyen, has placed
inclusiveness and integration centre-stage in her poli-
tical agenda. There is nothing random about the fact
that she has pledged to establish a Conference on the
Future of Europe in an effort to bring Europe closer to
its citizens and give fresh impetus to Europe-building
‘from below’, possibly also to avert institutional Euro-
pean unilateralism 2,

In this sense, then, a southern, ‘bottom-up’ perspecti-
ve once again brings up the unresolved methodologi-
cal subsidiarity approach as a tool for national and Eu-
ropean policy in response to needs. As is well-known,
the principle of subsidiarity — one of the European
Union’s guiding principles since the Maastricht Treaty

of 1993 and historically deriving from the social doc -
trines of the church?- is based on the idea that any re
sponse to a need must be guaranteed by the institution
closest to it?. From an organisational standpoint, sub-
sidiarity implies the legitimacy of level strategies in

%G, Galasso (1982), L'Altra Europa. Per un’antropologia storica del Mezzogiorno d'ltalia, Milano, Mondadt
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2019)644202
2Compendium of the Social Doctrine of the Church, n. 186

2%A pillar of European Union Treaties (Article 5 (3) TEU). De nition of Subsidiarity. https://eur-lex.europa.
glossary/subsidiarity.html



accordance with the origin (local, national, European)
of the needs they respond to. From a philosophical-
institutional standpoint, it implies an application of
the federation principle (the sharing of powers betwe -
en several levels of authority).?” Since, until recent
years, this principle was considered to have been left
almost entirely on paper by states?, the crucial que-
stion is whether the European perspective should now
be turned upside down, from a southern, ‘bottom-up’
perspective?® and whether this would contribute to a
more acceptable satisfaction of needs and inclusion of
citizens in the building of any future institutional ar -
chitecture.

As the pandemic ‘year zero’ has, quite literally, reset
our conceptual frameworks, could these be addressed
by bottom-up and local perspectives? Might these be
a better and more direct and immediate response to
urgent needs, such as inclusion, work, enterprise?

One response to combined gradualism in skill orga-
nisation and guaranteeing pluralism, democracy and
freedom is Dusan Sidjanski’s idea of ‘federal subsidia-
rity’. As a well-known pro-European and federalist
at the Jacques Delors Institute, Sidjanski has asserted
that the complementarity between the two concepts
has been evident throughout the Europe-building pro -
cess. Indeed, the federalist tendency has developed in
respect of ‘Union through diversity’ for the different
national and regional components of Europe*.

2The principle of subsidiarity on the European Parliament’s website. https://www.europarl.europa.et

FTU_1.2.2.pdf

28\/. Delhomme, ‘How to turn subsidiarity into an effective tool ? Re ections on the Communication of th
Commission on the principles of subsidiarity and proportionality’.https://europeanlawblog.eu/2019/0:
to-turn-subsidiarity-into-an-effective-tool-re ections-on-the-communication-of-the-european-commissic

principles-of-subsidiarity-and-proportionality/

2P. Eng (2019), ‘A Stronger Bond through more Subsidiarity’, Make Your Choice: Liberal Visions f
European Liberal Forum. https://www.liberalforum.eu/wp-content/uploads/2019/11/Make-Your-Choic

Visions-for-Europe.pdf, pp.51-58

3. Sidjanski (2002), Per un federalismo europeo. Una prospettiva inedita sull’'Uniore Europea, Mila

Angeli, p. 18

NEXT GENERATION EU



NEXT GENERATION EU

As far as subsidiarity is concerned, according to
Sidjanski ‘autonomy’ and ‘participation’ are guaran -
teed by the principle which ‘determines which level
is most effective in exercising a function on the basis
of available resources and capabilities®. For Sidjanski,
both federalism and subsidiarity have provided
answers to emerging European problems, averting
political impasse. This has happened because fede
ral subsidiarity has been employed as a method with
which to gradually intervene in institutions, without
FHGLQJ IXUWKHU VRYHUHLJQW)\ -LQ WK
rope-building process*2

For Michael Schneider subsidiarity has never been
better-suited than it is today to the challenge of brin -
ging ‘Europe closer to the citizens, because it provides
the perfect framework as it ensures that decisions are
taken at the most appropriate level: European, na-
tional, regional or local. The principle of subsidiarity
must thus’, he argues, ‘be the yardstick for the demo-
cratic legitimacy of EU legislation’ 33,

For Paolo Venturi what seems certain as far as the state
and the business community is concerned is the need
to embrace this change in priorities and approach to
citizenship for the sake of survival, because ‘the per
son at the centre, the attention to the territory and to
the communities inside and outside the companies re-
launched a new mutualism where digital and local re -
connect to respond to the growing need for security’ 34.

lvi, p. 19

vi, p.46

3M. Schneider, ‘Europe must deliver at the level closest to the citizens Subsidiarity: Past, present and fut
View, 18, 1, pp. 16-25. https://journals.sagepub.com/doi/pdf/10.1177/1781685819844466

%M. Dotti, ‘Lo stato imprenditore € uno stato sussidiario o non €', Vita international http://www.vi
cle/2020/07/28/lo-stato-imprenditore-e-uno-stato-sussidiario-0-non-e/156338/



Conclusion

The Next Generation Italy Plan and Next Generation
EU should consider this period of pandemic-induced
weakness as a sort of wake-up call, a chance to iden
tify Europe’s real needs and create a new institutional
architecture in which modernity, sustainability and
cohesion dialogue with citizens, through interlocking
multilevel governance as well.

Beyond structural reforms3® — without which no re -
newed agreement under the banner of economic Eu
rope can be launched — Italy in Europe and Europe
in Italy should focus on reducing the overregulation
which paradoxically feeds the fading European dre -
am through a real world principle such as subsidiarity
constructed as a ‘double federalism’, as the American
Society of Political and Legal Philosophy’s 2011 an
nual meeting also asserted®. Certainly if it does not
directly nurture the utopia of the European dream,
with its need for a long-term vision, it will, at the very
least, help to avert the slide towards a separate spaces
‘heterotopia’ crisis®’.

NEXT GENERATION EU

3%, Baroni, La stampa, cit.
3%E. J. Fleming, T.L, Jacob (2014), Federalism and Subsidiarity: NOMOS LV, New York, New York Press
3"M. Foucault (1971), The Order of Things, New York, Vintage Books
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Il
BATTLE FOR MONEY.
WAR OF INDEPENDENCE.
POLISH RIGHT-WING POPULISTS
NARRATIVES ABOUT THE NGEU

Milosz Hodun

The way Polish right-wing populists have treated the
Next Generation EU (NGEU) is symbolic and repre-
sents their approach to European integration in gene-
UDO 7KH\ UHGXFH WKH (XURSHD-Q 8QLF
cial organization providing them with the cash they
need to deliver on their electoral promises. Nothing
else matters. The Polish ruling majority’s narrative
about the NGEU has been unstable and inconsistent,
serving only domestic political purposes and, when
needed, verged on Polexit threat. In right-wing propa -
ganda, the European Union has been equated with an
enemy lying in wait to destroy Polish sovereignty and
all the great achievements of the proud Polish nation.
Unfortunately, the EU’s leaders have not risen to the
occasion and lacked the courage to effectively stand
up for fundamental European values. The consequen-
ces of the months’ long discussion about the NGEU
and a (dis)information campaign run by the Polish au -
thorities will be long-term. And they won't be positive



A Huge Polish Success

“This is a huge success, above all, owing to the volume
of funds we have managed to win for Poland”, com -
mented Jarosaw Kaczy ski, leader of the right-wing
populist Law and Justice party (PiS) after the EU Sum-
mit's deal was announced in July 2020. “It is a huge
success of Poland, since we have achieved as much as
possible”, he added. Moreover, Prime Minister Mora -
wiecki (PiS) summarized the deal as an “unpreceden-
ted” achievement for Poland, stressing that he himself
QHIJRWLDWHG DQ DGGLWLRQDO (85
hours”.

The deal was celebrated by the government and all
right-wing media. Morawiecki organized a press con -
ference in Brussels together with Hungary’s Prime
Minister Viktor Orban to claim victory. “We fought it
out, and we won”, said Orban. “Hungary and Poland
didn’t simply secure substantial funds, we have also
protected our national pride”, he added 32

NEXT GENERATION EU

As a matter of fact, Poland’s ruling coalition had had
a very positive attitude towards the Next Generation
EU plan ever since it was announced by the European
Commission. Already in May Morawiecki and Presi -
dent Andrzej Duda praised the EU recovery plan in a
public statement, stressing that this “multibillion in -
vestment injection” is a result of Poland’s “hard nego -
tiations strategy”. Morawiecki highlighted his perso -
nal engagement, taking personal credit for this “new
Marshal Plan for Europe”, adding that the NGEU was

3KPRP (2020, July 21), ‘Sukces na szczycie Rady Europejskigjy-poyadgtefowdd z ztoud
unijnego i Europejskiego Instrumentu na rzecz Odbudowy’. Available at https://www.gov.pl/web/premie
szczycie-rady-europejskiej--wynegocjowalismy-ponad-750-mld-zl-z-budzetu-unijnego-i-europejskiego-i
na-rzecz-odbudowy
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“proof that Poland’s voice is heard, taken into account

DQG DSSUHFLDWHGH 'XGD ZKR ZDV D\
for re-election, also wanted to take some of the credit

IRU WKLV VXFFHVV QRWHG KLV 2 UDWk
to European leaders from late April, in which he appe -

aled for a new investment fund *°.

Indeed, the sums presented by Morawiecki and willin -
gly reiterated by government-controlled outlets were
impressive and could have been easily transformed
into a PiS propaganda machine. According to the agre-
ement, Poland’s share of the budget has been set at
EUR 124 billion, and up to EUR 160 billion with loans.

But even more important than billions of Euros in

WKH RIAFLDO FRPPXQLFDWLRQ ZDV W
Poland’s protected sovereignty. The key battle of the

Summit — from PiS’s perspective — was that revolving

around the rule of law mechanism #. Originally the

EU27 agreement referred to a new system “to tackle
PDQLIHVW JHQHUDOL]JHG GHAFLHQFLH"
nance of member state authorities as regards respect

for the rule of law when necessary to protect the sound
implementation of the EU budget, including NGEU,

DQG WKH AQDQFLDO LQWHUHVWY RI W
stem was seen by a large part of the right-wing majori-

ty in Poland as something of an existential threat to the

nation. Such opinions were expressed, in particular, by

justice minister Zbigniew Ziobro and his grouping .

3Pankowska, M. (2020, May 29), ‘Morawiecki i Duda o pakiecie pomocowym UE: ,G os Polski nadaje tc
cieki”, OKOpress. Available at https://oko.press/morawiecki-i-duda-glos-polski-nadaje-ton-w-ue/

“Events in Poland as regards the independence of the judiciary led the European Commission to open a d
Polish Government in January 2016 under the Rule of Law Framework. Due to lack of progress through th
Framework, on 20 December 2017, the Commission triggered Article 7(1) procedure for the rst time. In addit
2018, the Commission launched an infringement procedure on the Polish Law at the Supreme Court. On Z
2018, the Commission referred the case to the CJEU. On 17 December 2018, the CJEU issued a nal order i
measures to stop the implementation of the Polish law at the Supreme Court. On 29 July 2017, the Commissi
infringement procedure on the Polish Law at Ordinary Courts, on the grounds of its retirement provisions and tl
independence of the judiciary. The Commission referred this case to the CJEU on 20 December 2017.

“In actual fact, PiS is a coalition of three parties, of cially called the United Right. PiS plays the primary ro
of two satellite parties, Solidarity Poland and the Alliance, were represented in the government



Ziobro, Morawiecki’'s main political opponent within
the ruling camp, publicly appealed to the Prime Mini -
ster to veto any links between the rule of law and the
budget.

7KH AQDO GHDO LQ -XO\ "XQGHUOLQH>
WKH SURWHFWLRQ RI WKH (8-V AQDQF
rule of law, proposing a regime of conditionality “to
protect the budget and Next Generation EU” to be in -
troduced. Interpretation of this conditionality became

the bone of contention between the Warsaw-Budapest
axis and the rest of the EU. European leaders presen
ted the mechanisms as a huge step forward. Charles
Michel said that the link between the budget and the
rule of law was clear. Ursula von der Leyen noted that
“IRU WKH AUVW WLPH LQ WKH (8-V
rule of law will be a decisive criterion for budget spen -
ding”. On the other hand, Morawiecki and Orban an -
nounced that “there is no direct link in the agreement
between the rule of law and budgetary resources”.

—
-

This discrepancy in understandings stems from con-
fusion over how the decision on the rule of law me -
chanism would be made, and which body or bodies
would be responsible for it (unanimity at the Eu -
URSHDQ &RXQFLO RU D TXDOLAHG PD!
Council)#2. The EU leaders did not protest loudly and

clearly against the Polish-Hungarian interpretation,

were not willing to spoil the festive momentum of

the agreement and were mobilizing for further battles

over the fundamental principles on legal grounds.

NEXT GENERATION EN

“Hegedus, D. (2020, July 21). ‘What EU leaders really decided on rule of law’, Politico. Available at https://
eularticle/what-eu-leaders-really-decided-on-rule-of-law-budget-mff/
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This EU strategy allowed PiS to continue its successful
propaganda over the months which followed. NGEU
was presented as an extraordinary opportunity for
the modernization of Poland. The government disse-
minated visions of future development and making

it through the Covid-19 crisis with a minimum of sa -
FULAFH ,Q KLV FDPSDLJQ $QGU]HM 'X
own multibillion investment plan for Poland. It inclu -
ded mega-projects like the Central Transport Hub and
the Vistula Spit canal, but also a scheme for creating a
nursery in every single municipality. Answering que -
stions about the funding of Duda’s promises, deputy
speaker of PiS said: Next Generation EUS.

Various ministries began work on designing and im -
plementing the National Recovery Plan** (stemming
directly from the NGEU). Deputy Prime Minister
Jadwiga Emilewicz said that it “is intended to be a
comprehensive program covering reforms and stra-
tegic projects which will aid the Polish economy in
successfully overcoming crises. This means that the
program’s measures are intended to strengthen our
social and economic resilience to future challenges
and crises”. The links between the National Recovery
Plan and the Next Generation EU were intentionally
QRW GLVSOD\HG VR DV QRW WR RYHUYV
merits. PiS was supposed to get all the glory.

Polish Sovereignty v. Eurocrats, Communists and- Ol
garchs

This narrative was omnipresent in the government’s

4*Skd pientilize na plan Dudy? Wicerzecznik PiS: z Unii’ (2020, June 8), Business Insider.-Available at https
sinsider.com.pl/ nanse/plan-dudy- nansowany-przez-ue-z-europejskiego-funduszu-odbudowy/s4q8fk3
“Gov.pl (2020, September 23), ‘The National Recovery and Resilience Plan amounts to approximatel
for Poland’. Available on https://www.gov.pl/web/development-labour-technology/the-national-recovery-ar
plan-amounts-to-approximately-60-billion-for-poland

“Ibid



communications until November. And then suddenly,
on November 10, the EU Parliament and the German
Presidency reached a compromise on the text of a Re
gulation establishing a rule of law conditionality me -
chanism for the EU budget. It would allow funds to be
suspended in the event of rule of law breaches “that
directly affect the budget or seriously risk doing so”.
Polish and Hungarian governments were furious. The
5HIXODWLRQ ZDV DSSURYHG E\ D TXD
the Permanent Representatives Committee, but, at the
same meeting, Poland and Hungary vetoed the Own
Resources Decision (ORD.

Warsaw and Budapest* issued a joint statement reque
VWLQJ D 'VXEVWDQWLDO PRGLA¥DWLR
They stressed that the outcome of the negotiations
between the Council Presidency and the European
Parliament does not conform to the agreement reached
by the Heads of State and the Government in July. The
statement was, obviously, welcomed by the right-wing
media in Poland“.

NEXT GENERATION EU

Morawiecki reiterated on many occasions that the
mechanism went against the Treaties, e.g. in this in
terview for FAZ: “The mechanism creates the risk of
legal uncertainty. A wise law must be universal, not
particular. This mechanism is an expression of parti-
cularism. It can be abused. Someone might use it with
fatal consequences for the EU.

“The ORD sets out the maximum level of resources the EU budget can draw from member states. Incre:
was required for the EU to issue the bonds funding Recovery and Resilience Facility.

“’Slovenia’s Prime Minister Janez Jan$a, a close ally of Orban, gave his support to Hungary and Poland.
did not join Poland and Hungary in vetoing the budget, Jansa said in his letter that it would not be approprie
body to adjudicate in disputes over the rule of law.

“Gov.pl (2020, November 26), ‘Joint Declaration of the Prime Minister of Poland and the Prime Minister of H
lable at https://www.gov.pl/iweb/eu/joint-declaration-of-the-prime-minister-of-poland-and-the-prime-minister-
“The government-dependent portal wPolityce.pl praised it: “The most important thing is the message
solidarity. ... It is a statement that could not be clearer. It says: you will not divide us, you will not play us o
other, you will not isolate us, you will not be able to bribe us. (...) Since we've already put in our vet: can
be fobbed off with another trick from Berlin and Brussels.”
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Once that gate is open, no one will be able to close it*°.

3L6 DWWDFNHG WKH PHFKDQLVP IRU L
and ambiguous terms lacking in clear sanctions crite-

ria and containing no meaningful procedural guaran -

tees.

Later the language of the Polish PM became even
harsher. Morawiecki said the term “rule of law” is
“propaganda” reminding him of communism. He hit
out at what he called the European oligarchy. “An EU
in which there is a European oligarchy that punishes
the weakest is not the EU we have entered and it is
not the EU that has a future”, he said. “It is a question
of sovereignty”, he continued, warning that the laying
down of conditions such as rule of law could lead to
the EU’s demise’™.

The topic of sovereignty became dominant in the do-
mestic narrative of the right-wing populists. PiS wan -
ted to present itself as sole defender of Poland’s inde
SHQGHQFH YLV j YLV DWWHPSWV E\ (X
Berlin and Paris, to humiliate a proud nation. But there
was more. PiS spokesperson Anita Czerwi ska said:
“This attempt to deprive Poland of its sovereignty is
perhaps only the beginning and a primary example
that more countries are beginning to fear and ask -
today Poland, and tomorrow which country may be
next?”%2. Therefore, PiS made itself a self-appointed,
uninvited protector of the sovereignty of all European
nations.

5%Gov.pl (2020, December 13), The interview in FAZ with PM Mateusz Morawiecki. Available at https://wwv
denmark/the-interview-in-faz-with-pm-mateusz-morawiecki

51t re ected Budapest's stance. E.g., Hungary's justice minister, Judit Varga, said: “Hungary respects EL
expect EU institutions to do the same. Nothing is agreed until everything is agreed”. “[T]he European Parl
part of the problem and not the solution. If it cannot help in the ght against Covid and restarting EU’s eco
it should stop the political and ideological blackmail of member states”, she added (Twitter, @JuditVarg
November 5). Viktor Orban called the mechanism a “political and ideological weapon”, designed to “blz
punish countries that reject forced immigration.

5Poland will not withdraw from EU says ruling party spokesperson’ (2020, December 1), The First New:
https:/Amww.the rstnews.com/article/poland-will-not-withdraw-from-eu-says-ruling-party-spokesperson-18(



Morawiecki was backed by both President and Par-
liament. Andrzej Duda backed the government. “It is
completely unreasonable to assume that we will agree
to regulations that will allow for arbitrary decisions
about whether or not the EU funds will be paid out”,
VDLG GHSXW\ KHDG RI WKH 3UMUVLGHQ'
cha. “Such a mechanism is not only not in the interests

of Poland, but also all other European Union countri -

es”, echoing Morawiecki’s spin. The Sejm rejected th-

UHH GUDIW UHVROXWLRQV AOHG E\ RS
called on the Prime Minister to reach agreement on the
NGEU®3 and, instead, adopted a resolution drafted by
PiS MPs designed to reach an agreement in line with
the conclusions of the July European CounciP. Addi -
tionally, the Ministry of Foreign Affairs dismissed a
proposal by Ursula von der Leyen, that Poland should
refer a contested rule of law clause to the European
Court of Justice. Minister Zbigniew Rau argued that
the provisions included in the regulation are “unclear,
imprecise and offer the Commission’s bureaucrats full
discretion” %5, As an example, he pointed to the “threat
to judicial independence”, which, he said, would lead
to the Commission making arbitrary decisions that
could be “ideologised.”

NEXT GENERATION EU

The “ideologisation” notion is prominent is PiS’s pro -
paganda. In the case of the NGEU negotiations, once
again, justice minister Ziobro took the lead in playing
this particular card. He repeatedly warned about “the

5The Polish People’s Party (PSL) motioned for adding an entry to the Constitution on Poland’s memb
European Union. And Polish local governments prepared a joint stance on the EU budget criticizing the ce
See ‘Polish local gov'ts preparing joint stance on EU budget - Warsaw mayor’ (2020, November 24), Th
Availabla at https://www.the rstnews.com/article/polish-local-govts-preparing-joint-stance-on-eu-budge:
mayor-17861

5*Poland’s lower house calls for return to talks on EU budget' (2020, November 19), The First News. Availe
www.the rstnews.com/article/polands-lower-house-calls-for-return-to-talks-on-eu-budget-17736 But the Se
on the need “to respect the national interest and to withdraw from, contrary to the Polish raison d'état, the tf
the EU budget”. ‘Senate calls on gov't to approve EU budget’ (2020, November 25), The First News. Availe
www.the rstnews.com/article/senate-calls-on-govt-to-approve-eu-budget-17892

SSPoland rejects von der Leyen's EU court challenge option — FM’ (2020, November 27). Availgb‘]e at h
the rstnews.com/article/poland-rejects-von-der-leyens-eu-court-challenge-option---fm-17927



NEXT GENERATION EU

regulation which makes Poland’s access to the EU

budget dependent on the European Commission’s

arbitrary, political and ideological evaluation”. It was

Ziobro's party, together with conservative organiza -

tions and the church, which noted that the rule of law
PHFKDQLVP LV D AUVW VWHS WR IRUF
policies like gay marriage and same-sex couple adop

tions. He repeatedly demanded a veto on the com-

promise and announced that any other action would

mean political surrender.

But this characteristic PiS rhetoric was founded on
ultra-conservative values and declared that pro-
tecting the national interest was not enough in this
case. The government's narrative had to be taken
on with everything that had been said before about
the NGEU'’s salutary effect on the Polish economy?®.
When it became clear that the European Commission
was assessing options to circumvent the veto, consi
dering options for NGEU without Hungary and Po -
land, the Polish government began undermining the
AQDQFLDO KHOSIXOQHVV RI WKH IXQ¢
nomy is doing very well and of course next year we
can survive without the part of the funds that would

be slashed by the provisional budget”, deputy prime
minister Jaros aw Gowin said. Representatives of the
JRYHUQPHQW SOD\HG GRZQ WKH VLJQ
recovery fund, falsely claiming that it is mostly loans
that Poland does not need, as it can borrow more chea
SO\ RQ WKH AQD @FMdalieBkD dédladied/ V
that Poland is working on a “plan B”. He added that
his administration was in the process of developing an

59n 2018, payments from the EU accounted for 3.43% of the gross national product in Poland
SThey did not comment on the costs of such loans. Poland is not in the Euro-zone and has higher debt s
than the European Union and most member states.



alternative investment program that would support
anti-crisis projects already underway, “so they will not
be halted - support for those projects that will be carri -
ed out with a share of the EU funds.*® He stressed the
critical role of the National Local Investment Fund .

A Glorious Victory

This period in which the Next Generation EU was di -
sregarded ended abruptly on December 10, when Ew
ropean Union leaders clinched a deal. Morawiecki, yet
again, praised the budget and described the deal as “a
double victory”. “The EU budget can be implemented
now, and Poland will receive from it PLN 770 billion.
This money is safe because the conditionality mecha
nism has been limited by very precise criteria”, he
stressed. “We have a budget, together with the recon
struction fund, which means big funds for investment,
big funds for supporting the development of Poland’s
economy, for new technologies, for many goals that
need to be implemented, especially now that we want
to quickly come out of the pandemic. That's impor -
tant to us”, he added. Once again the right-wing go -
vernment presented the Next Generation EU as a key
element in the Polish government’s post-Covid reco-
very strategy and a personal success of Morawiecki's
and his political camp.

NEXT GENERATION EU

PiS, presented sovereignty as having been protected,
and Poland having salvaged respect for treaties and
the rule of law on the supra-national level. “There is

no amount of money for which one would give up so -

5¥Government preparing ‘plan b’ in case budget talks fail — PM’ (2020, December 4), The First News. Availe
www.the rstnews.com/article/government-preparing-plan-b-in-case-budget-talks-fail---pm-18130
5Governmental program funding local investments, predominantly in municipalities governed by PiS.
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vereignty,” Kaczy ski said defending the deal®. “We
were and we are determined to defend our soverei-
gnty”, he added. “We will not agree to impose mea -
sures on Poland that are contrary to our culture and
tradition, to subordinate our country to the main EU
players. Nothing has changed or will change in this
matter. That is why we negotiated hard and deman -
ded very precise provisions to protect our freedom”
— these words of Kaczy ski's were translated in the
PiS-controlled media into a message that the rule of
law clause would be limited to ensuring that EU funds
are spent correctly according to precise criteria and not
touch on social issues such as abortion, LGBT+ rights
or immigration policy.

The Consequences of Populist Narratives

This Next Generation EU story speaks volumes about
how right wing populists function. Poland is a perfect
example of their political and communication strate -
gies in general, and as regards European integration,
in particular. First of all, the instrumental way PiS
used the NGEU for its short-term goals shows us just
how illogical and incoherent populist storytelling is.
Populists change their minds and arguments radically,
at the drop of a hat. Something that has been presented
as a big success can, overnight, be the most troubleso
me obstacle, and then be praised once again a few days
later. Casual links between events are ignored, const
stency is seen as a weakness. Rationality is covered
over by highly emotive narratives. Big words like “in -

n o ”ou

dependence”, “nation”, “protection of interests” can -

%The deal was under attack by right-wing parties within the ruling coalition (Solidarity Poland) and the

right Confederation).



cel out more challenging socio-economic terminology;,
and are juxtaposed to processes like “negotiations”, or
“compromise” that are presented as signs of vulnera-
bility. Juggling with meanings covers all failures.

Polish populists are particularly successful with such

strategies because they know they control the means
of communication between their party and their elec -
torate. Changing the TVP into an organ of the ruling

party and establishing a network of media outlets

fully dependent on the government has generated

massive right-wing echo chambers. PiS loyalists zea
lously reprise arguments they hear all the time in these

outlets. As there is no space for questions and other
opinions, the general perception of the Next Genera-
tion EU changes as quickly as the PiS narrative.

And this narrative has adopted the language of the EU
LOVWLWXWLRQV WR LWV RZQ HQGV
that has allowed populists to supplement their rhe -
torical battles and shift part of them to the level pre -
viously occupied by the European mainstream. In the
Next Generation EU debates Morawiecki presented
himself as a defender of the Treaties. “I could (...) ask
in the name of what values are the EC and the Euro
pean Parliament willing to bypass regulations laid
down in the Treaties? It's a little like placing German
law above the German constitution”, Morawiecki told
FAZ®L, He smartly turned he arguments of his oppo -
nents from the Summit on the heads and presented
himself as the true advocate of the rule of law in Euro-
pe, shifting from suspect to prosecutor. In his defense

NEXT GENERATION EU

S“Rule of law clause violates rule of law, Polish PM tells German daily’ (2020, December 3), The First N
at https://www.the rstnews.com/article/rule-of-law-clause-violates-rule-of-law-polish-pm-tells-german-daily
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he marshalled legal analyses produced by EU institu-
tions, illustrative of the way populists selectively use
the legal framework of any institution they choose and
manipulate them to their own ends.

It is important to stress that two very different narra -
tives are used by PiS domestically and in its relations
with EU partners. In Poland PiS presents itself as a
Euro-sceptic party, the only political force protecting
3RODQG-V VRYHUHLJQW\ YLV j YLV %U X
ful capitals. For Jarosaw Kaczy ski there should be no
other party to the right of the PiS and the PiS must
cater to voters who believe that European integration
has gone too far and the EU should be limited to its
economic purposes. As PiS currently has a far right
rival, the government is even more fervent in its cri -
ticisms of the EU, its leaders and its instruments, and
veto threats appear before every summit. On the other
hand, deprived of friends and allies in Europe Prime
OLQLVWHU ORUDZLHFNL FDQ RQO\ UXI/
Brussels. In decisions fundamental to the EU (those
regarding the future of the Union, not about Poland
itself) he eventually compromises. This leaves time for
the show prepared for the domestic audience to run its
course, but, ultimately he gives up. This was the case
with the Next Generation EU veto threat, and the cli -
mate goals, too. The latter were also quietly approved
by the Polish government. After all it's all about mo -
ney, money that populists like Morawiecki or Orban
need to fund their promises.

The EU leaders understand the “whining and delay -



ing” strategy employed by Warsaw and Budapest.
They have got used to letting the populists play this
game for their domestic goals. Unfortunately, such be-
havior has at least two negative consequences.

First of all, a new wave of Polish Euro-scepticism is
XQGHU zZzD\ 7KLV ZDYH LV D YHU\ VSH
not involve citizens with the most extreme views, left

or right, but those who, not long ago, were the most
Euro-enthusiastic. Polish people who used to believe
most in the Integration process and trust the institu -
tions the most, no longer see the EU as an active defen

der of fundamental values. By contrast, the thinking

is that the EU limits democracy and the rule of law in
3RODQG IRU HFRQRPLF EHQHAWYV
Poles wanted the EU to protect Poland from PiS autho-
ritarian reforms and they were deeply disappointed 52

Secondly, the discussion on the NGEU only deepe
ned an ongoing process which sees the EU as a cash
cow. For many years — and even decades — the EU has
been presented by the Polish authorities mostly as a
source of money for much needed investments. All
other aspects of European integration, especially those
regarding peace, security, democracy, rule of law and
the protection of liberal values, have been omitted.
This was visible in 2020 when PiS began arguing that
"ZH DFWXDOO\ GRQ-W EHQHAW VR PXF
Western European countries are indirectly exploiting

us"® S5HGXFWLRQ RI WKH (8 WR SXUHO\
nisms is extremely dangerous as it may, in the near
IXWXUH 2 DV 3RODQG:V SRVLWLRQ RI Q

NEXT GENERATION EU O

5%Kublik, A. (2020, December 28), ‘Nowy eurosceptycyzm Polakéw. To efekbaartaaiybanizdni
Available at https://wyborcza.pl/7,75398,26641120,nowy-eurosceptycyzm.html

SSTVP systematically airs views arging that Western European countries, like Germany and the Netherlanc
more than Poland from the common market, e.g. ‘Niamojskaratyiaku’ (2020, December 7), 57
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less visible — lead to hardline anti-European tenden-
cies and a general feeling that “we don’t need all this
EU any longer and we can be better off by ourselves”.

And we mustn’t forget that PiS is doing a great deal

WR LQAXHQFH SHRSOH-V RSLQLRQV RC

tor-in-chief of the daily Rzeczpospolitavrote: “Poles
still love the European Union. ... When asked how
we would vote in a referendum on exiting the EU,

81 percent said they would vote to stay. Almost one
in ten - 11 percent of respondents - say they would
vote against remaining a member. ... What | fear is so
mething other than a loss of funding: the media storm
that is currently being whipped up against the EU in

Poland because it is purportedly reprimanding the

country for making use of its veto powers. To believe
these voices, in a few months similar surveys could
produce very different results”. We liberal Europeans

must do everything we can to defend European values
and remind people what the EU really is, so that no
other exit will be possible in the future.



1
RULE OF LAW IN SPAIN
UNDER SCRUTINY FROM BRUSSELS

Juan Soto
Nothing can be taken for granted. Not even the cornerstone

Today, democratic values would seem to be in danger

even in Europe where, ever since the end of the Second
World War, they have been mistakenly taken for granted.

7KLV VR FDOOHG G KR Falfisa/hoEody-bA F L W
the citizenry of liberal democracies but also of a number

of EU member state governments and public institutions.

For this reason, the Next Generation EU (NGEU) reco
very plan tackling the economic downturn generated
by the Covid-19 pandemic has emphasized the impor-
tance of democratic quality and the rule of law, setting
conditions on countries receiving these funds. The rea
sons behind this are both instrumental and normative.
The latter consists of the respect for the law which all
EU member states must abide by, as enshrined in Ar
ticle 2 of the Treaty on European Union (TEU). And
the former is a matter of ensuring that these funds are
properly implemented, managed and targeted on the
right projects. In other words, a greater degree of se
paration of power and checks and balances, and the
rule of law, would improve the impact of these funds ©°.
That said, as long ago as May 2018—Ilong before Co
vid-19 and the subsequent crisis—the European Com

NEXT GENERATION EU

%The term democratic de cit may be used to denote the absence or underdevelopment of key democrati
but it may also be used to describe the various ways in which these institutions may fail to function proper
of transparency and accountability, inadequate citizen participation, etc.

5°At the same time, there is a palpable reluctance among net budget contributors to send more EU fundin
states with corrupt governments.
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mission decided to link the effective receipt of funds

from the Multiannual Financial Framework to respect

for the principles set out in the TEU, in order to protect

them. In other words, the idea of conditionality is not

new. As a matter of fact, in its 2018 proposal to protect

WKH (8 LQ WKH "FDVH RI JHQHUDOLVH
ding the rule of law in member states, the European
&RPPLVVLRQ UHIHUUHG WR GHAFLHQFL
tion of justice that “affect or risk affecting the princi -

SOHV RI VRXQG AQDQFLDO PDQDJHPHCG
Rl WKH AQDQFLDO LQWHUHVW¥YARI WKF
a result, since many of the NGEU funds will be subject

to European Structural and Investment fund (ESI) re-

gulation, the rule of law conditionality will also apply

to these funds.

It is hard to discuss the topic of rule of law from the
NGEU funds perspective without Hungary and Po -
land coming up. And this because these two nations
have been engaging in some serious arm-wrestling
with the EU over the past few months, blocking the
funds on November 16, 2020 and triggering an insti-
tutional crisis which is still very much ongoing. This
crisis has returned the issue of national sovereignty
to the public eye and the political limelight, alongsi -
de the EU’s aspirations for a more political union. At
the same time, it has reminded many of the varying
levels of democratic maturity existing within the EU
and posed the question of what the EU’s role in this
should be.

In the case of Spain, however, the discussion today is

%Gros, D., Blockmans, S. & Corti, F. (16 October 2020). ‘Rule of law and the Next Generation EU recovery’, Centre f
Studies. Available at: https:/Aww.ceps.eu/rule-of-law-and-the-next-generation-eu-recovery/ (last accessed on Febr



hardly about national sovereignty being questioned,
as this is something that only Vox—Spain’s right-wing
party—talks about. By contrast, the debate in Spain—
both within Spain and from Brussels—is about whe -
ther or not the rule of law is under threat and what
can be done about this from the perspective of NGEU
funds.

The rule of law in jeopardy in Spain. Fake or fact?

e debate around the idea that Spain's democracy is

degenerating rapidly goes far beyond mere rhetoric and
the discourses of political opponents to the coalition go

vernment formed by the Socialist Party and Podemos—a
le -wing party which increasingly identi es as commu

nist. ere are many signs of this concern, and the recent 2
release of e Economist’s latedDemocracy Indeis a Z
source of special interest. is shows that whilst Spainre £
mains within the full democracy category it has seen theﬁ
largest overall decline, dropping four positions since the z
2019 edition, from 18th to 22nd place and from a score ofg
8.18/10 to 8.12/10. P

L
=z

Now, there are those who argue that the reasons behind
this fall are extrinsic rather than intrinsic, with Covid-19
being to blame for the democratic deterioration underway
in Spain and other neighbouring countries. In fact, this
has truly been global with the average score of the 167
countries and territories examined dropping from 5.44 to
5.37, the largest fall in average score since e Economist
began drawing up the Index in 2006.

A
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at said, the Index’s methodology is not uncontroversial
and scores and rankings must be examined critically. For
instance, government-imposed lockdowns, nationat cur
fews and the withdrawal of civil liberties have led te a si
gni cant drop in France’s overall score and the country has
dropped into the ‘ awed democracy’ cateddridowever,

this begs the question as to why Spain's score is not even
worse, as lockdowns, curfews and the withdrawal of civil
liberties, together with instances of freedom of expression
being denied, have all been stricter than Fr&fce’s

Nevertheless, despite this and various other indices, the
best indicator of concern around the health of Spanish
democracy and the resilience of its rule of law are the EU
Commission's repeated statements on this very point.
And its focus has been the increasing politisation of the
Spanish judiciary and, in particular, its governing body:
e General Council of the Judiciary (CGPJ in Spanish).

Ever since, months ago, PM Sanchez announced-his in
tention of reforming the CGPJ to enable him to appoint
its members with no agreement from the People’s Party,
the main opposition party, the European Union has follo
wed the issue closely and pointed out that any judicial re
form must be agreed with the various political actors and
the Venice Commission, the Council of Europe’s advisory
body for legal and constitutional matters.

As a recent example, in January 2021, the European
Commission released a statement of concern urging the

5The Economist (2021). ‘Global democracy has a very bad year’, Daily chart. Available at: https://www.ecc
graphic-detail/2021/02/02/global-democracy-has-a-very-bad-year (last accessed on February 10, 2021).

5%0ne example which triggered a political storm was a public statement at a press conference by the Chief
Civil Guard, General José Manuel Santiago, who said that police work during the Covid-19 crisis was focu:
against hoaxes spread mainly through social networks, with the aim of minimizing a “climate critical” of the

management of this situation.



Spanish coalition government to prevent the CGPJ from
being “vulnerable to politicisation’”, in relation to the exe
cutive’s intention to reform the judicial governing body. It
also recommended that at least half the CGPJ's members
be judges chosen by their own colleagues and advised
against reforming current legislation to lower the-par
liamentary majority required to renew the CGPJ, as the
current government is trying to do.

Another battle eld which is also generating great-con
cern at the European Commission as it a ects the rule
of law are the various amendments to the Spanish Penal
Code by which a number of the most controversial cri
mes are being reformed for reasons that are more poli
tical than technical. One particular example is the crime 5
of sedition, which was of paramount importance in the
trial of the political leaders who contravened the Spanishé
constitution and proclaimed Catalonia an independent
sovereign power a er a unilateral referendum on Octo i
ber 1, 2017. As these were found guilty of the crime ofid
sedition, the reform proposal involving substantially lo ~
wering the prison sentences currently being put forward E
by the Spanish Executive would be even more bene cial
than a pardon for the politicians currently in fail

GEN

Finally, the latest extension of the state of emergency
enacted in October 2021 prolonged this state and the
extraordinary powers it gives the government until May
9 2021. is six-month extension has been much criici
sed by opposition parties—particularly Vox, which voted

%This ongoing push for reform of this crime in the Spanish Penal Code must be read within the context ¢
Regional Elections which took place on February 14, 2021, yet another example of the current Executive
rule of law and the separation of powers for political gain.

33



NEXT GENERATION EU

34

against such an extension in congress—as it signi cantly
undermines the checks and balances enshrined by the
three branches of government, especially the legislative
branch, which has been increasingly overlooked and its
power weakened over the past few months.

us the executive is meddling with the legislative and
the judiciary in a rapid process that is alarming both
opposition parties and Brussels, as it seriously undermi
nes the rule of law. Needless to say, the main opposition
parties to the current government—which in this parlia
mentary democracy means that it holds the majority in
congress—have repeatedly pointed out that the rule of
law in Spain is indeed currently in jeopardy. Something
which, unsurprisingly, is refuted by the government,
which justi es the reforms on grounds other than peliti
cal interest. What is surprising, however, is that the more
le -leaning side of the government—Podemos—recently
pointed out that Spain is not “a full democracy”, referring
speci cally to what is happening in the Catalan indepen
dence struggléand also pointing to the degree of pola
rization and constant attempts to politicise the judiciary
and shut down the legislative assembly, as those arguing
that Spain is a perfectly good democracy with a robust
rule of law defend themselves from criticism by pointing
out its inadequacies whenever this suits their own politi
cal interests.

In light of this we can safely say that Spain’s rule of law is
currently under threat, and that the European Commis

°Something which should again be seen in terms of electoral terms and political purposes.



sion is right to remind the government to abide by article
2 of the TEU and preserve and protect separation -of po
wers. However, and speci cally regarding NGEU funds,
the argument in favour of the EU imposing conditions on
unlocking the funds is far from being undisputed. For if
Brussels must act, the question as to how remains open.

Conditionality must be handled with care

,Q WKH OLJKW Rl WKHVH WLPLG RU A
rule of law in Spain by its own government, many
argue that European institutions should indeed inter -
vene and force its hand, playing the NGEU conditio -
nality card. As a matter of fact, it is argued that, if the

EU is to interfere in matters of national sovereignty, it
should be precisely to watch over these sorts of com
mitments, what might be called the EU’s very raison
G-rWUH DV D XQLRQ JRLQJ EH\RQG
agreements.

T

However, whilst there may be agreement over the
need for the EU to intervene in such pressing cir-
cumstances, NGEU fund conditionality is much more
problematic than it seems prima facie. And this be-
FDXVH WKH (8:V AQDQFLDO LQWHUHVV
it to intervene in such a way, meaning that there are
a number arguments making the case for the EU not
necessarily tying these funds to domestic rule of law
discussions. Perhaps the most important of these is
that a government trying to increase its power over the
appointment of judges and their careers does not une-

NEXT GENERAHON EU
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quivocally mean that the aim is to defraud the EU, but

simply to use the judiciary for internal political pur -

poses, as has been the case in Spain. In other words,

“the causal link between the erosion of the rule of law

DQG D EUHDFK RI WKH (8:-V AQDQFLDO |
FDVHV EH WHQXRXV DQG WKHUHIRUH
court” ™,

In addition to this, there are other elements urging

caution in the European Commission’s handling of

the issue of fund conditionality. For instance, at the ju-

dicial level, it would be highly unusual, even plainly

illegal, for the European Court of Justice to prevent

any member state from participating in the budget. It
ZRXOG EH DEVROXWHO\ HQWLWOHG WHF
who do not abide by its rulings, but these are two dif -

ferent things.

Last, but not least, there is a worrying paradox invol -

ved in imposing penalties on those countries in which

the rule of law is said to be decreasing. And the reason

is that when any member state government infrin -

ges the rule of law, the price to be paid—pertaining

to the NGEU funds in this case—is borne by the citi-

zenry as a whole and, in particular, those with fewer
UHVRXUFHY DQG WKXV LQ JUHDWHU QH
7KLV LV WUXH ERWK ZLWKLQ VSHFLAF |
countries, as its impact would be greater if the mem-

ber state whose rule of law is in jeopardy is one of the

poorer countries, i.e. those which would otherwise be

receiving more structural funds or NGEU transfers.

“Gros, D., Blockmans, S. & Corti, F. (16 October 2020). ‘Rule of law and the Next Generation EU recov
for European Policy Studies. Available at: https://www.ceps.eu/rule-of-law-and-the-next-generation-eu-re
accessed on February 10, 2021.



For this reason, some experts have pointed out that
WKHUH DUH PRUH HIAFLHQW ZD\V RI H
abide by the rule of law. For instance, reinforcing exi-

sting instruments such as the European Public Prose
FXWRU-V 2IAFH (332 ZKLFK ZDV VHW
EU27 as a form of enhanced cooperation capable of
investigating, prosecuting and bringing to justice any

crimes against the EU budget. However, this mecha

nism is not is not yet fully operational and requires

H[WUD KXPDQ DQG AQDQFLDO UHVRXUI
its goals™.

Today, the situation is slowly being tackled, including
during the last meeting of 2020, with the European
Council managing to unblock the NGEU project and
the budget for the next seven years by agreeing on
a two-page declaration regarding the application of
the rule of law mechanism. Nevertheless, whilst the
NGEU path may have already been outlined the situa-
tion is nowhere near resolution, as the agreed rule of
law mechanism, with all its limitations, is potentially
an important step in the EU integration process long
term. And this is precisely what countries such as Po-
land and Hungary are arguing against. As a result,
the opposition of these countries to any conditionality
clause has both political and ideological implications.
Although Hungary and Poland are some of the main
EHQHAFLDULHV RI (XURSHDQ IXQGV I
se that need them most, their aversion is based on a

refusal to hand over more power to the EU. The go-
vernments of these countries have a minimalist vision

Rl WKH (8 ZKLFK FRQALFWV ZLWK GUE
Europe.

NEXT GENERATION EU
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Conclusion

The situation in Spain is hardly ideal and the gains ma
de by the executive branch at the expense of the other
two branches of government seriously jeopardise the
country’s democratic quality and rule of law. In fact,
anything, even the highest standard bearers of natio-
nal sovereignty—i.e. Congress—or the judicial gover-
ning body—i.e. the CGPJ—seem to be seem to be up
for grabs and seen in terms of political gain. The Euro-
pean Commission has noticed this and taken stock of
the gravity of the situation, as can be seen by a num
ber of warnings. However, its attention has been fo-
cused elsewhere. Namely, Hungary and Poland, who
have been explicit in their rejection of this undercover
conditionality clause by the EU institutions. Spain has
done no such a thing. Quite the contrary. However,
whilst it may be less visible to Brussels, the rule of law
may be as endangered here as in any other country.

The rule of law, democracy and respect for fundamen-
tal rights are the foundations of the European Union
and it is imperative that member states respect them,
as they are crucial to mutual trust, the market and an
environmentally friendly approach. However, NGEU
funds being made conditional on the rule of law being
respected is, at best, imperfect. For it is only enforcea
ble when these behaviours or actions jeopardise sound
AQDQFLDO PDQDJHPHQW RU WKH
union. Nothing else.

As a result, as many experts claim, the current regula-

AQDC



tion are the best that can be done within the existing
European Union legal framework . The mechanism

PXVW EH OLPLWHG WR GHIHQGLQJ WK
rests and go no further. This also means that it could

never serve as a useful instrument for the defence of

the principles underlying the rule of law in general.

In other words, NGEU strategy cannot fully serve as
an EU bargaining chip with which to enforce the rule
of law in EU member states, because the EU must it
self abide by this same principle. It is precisely the rule
of law in EU institutions which prevents them from
effectively making NGEU funds conditional on any
further commitment by its members. Thus, the que-
stion arises, can anything else be done in this respect?
And, if so, are there any mechanisms that do not push
the process of European integration further? If there
DUH QRW SROLWLFDO FRQALFW ZLO
Eastern European countries but across the EU, and
once again, the some people’s dream of a ‘more perfect
Union’ may lead to greater disunity.

NEXT GENERATION EU

"3Gros. D. (17 December 2020). ‘The European Council's compromise on the Rule of Law Regulation’,
European Policy Studies. Available at: https://iwww.ceps.eu/the-european-councils-compromise-on-the
regulation-capitulation-to-the-forces-of-evil-or-misplaced-expectations/ (last accessed on February 11, 20
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v
LOCAL PERSPECTIVES
AND THE ROLE
OF LOCAL AUTHORITIES.

Mario Leone
Seventy years ago our founding fathers and
PRWKHUV WRRN WKH AUVW FRX
ate a Union of peace and prosperity. Today is
the time to write our generation’s chapter to
the story and take another courageous step
towards a stronger Union. We owe it to-fu
ture generations. Long live Europe! Ursula
von der Leyen, may 2020
Paolo Gualtieri* XQGHUOLQHG WKDW -VXFFH
ting from the Next Generation EU program, requires
“an ability to execute investment projects which, as
business economics teaches, strictly depends on the
quality of governance. It means organizational struc -
tures and operating procedures. It implies establishing
functions, roles and responsibilities precisely, clearly
distinguishing executive from control ones.” Further -
more, Gualtieri warns: “Execution, unlike strategic
direction, cannot be delegated to politics, because it
cannot be subject to the volatility of opinions and con -
sensus, indeed it must be defended and protected by
procedures, to be strictly applied, which must have
as their only goal the effective execution of the in-
vestment program in the time and manner established
with the EU. The issue of governance of investment
SURMHFWV WKDW PXVW EH AQDQFHG
tral and it is not premature to address it because, as

"Professor, Cattolica University of Milan. See il Sole 24 ore, 1 December 2020.



those who are professionally involved in selecting
LQYHVWPHQWY WR AQDQFH NQRZ HYD
ability to carry out the proposed project is a determi -

QLQJ IDFWRU IRU WKH GHFLVLRQ WR A
on executive governance also penalizes the approval

phase for obtaining the funds.”

How can project planning, management of funds, con -
struction of work and monitoring be given “continuity
of conduct”?

7KH DQVZHU LV LQ WK BorAmsgion Sa¥UW R
Working document, which provides guidance to mem -

ber states on recovery and resilience plans based on
the Proposal for Regulation of the Recovery and Rest

lience Facility (hereafter ‘the Proposal’) adopted by the

Commission on 28 May 2020 and taking into account

the conclusions of the European Council of 17-21 July
2020°.

As we know, according to the Proposal, the deadline
for member states to submit their recovery and resi-
lience plans by is 30 April 2021. “They may also wish
to send a draft plan as from 15 October 2020”, wrote
the Commission: “Member States are encouraged to
have informal contacts with the Commission services
as early as possible when preparing the plans. Mem-
ber States are also invited to discuss with the Commis-
sion the draft recovery and resilience plans together
with their draft programming documents for cohesion
policy, including REACT-EU and the Just Transition
Fund”.

NEXT GENERATION EU

|t takes into account the co-legislators’ latest discussions on the proposal and will therefore be updat
cessary, particularly once the co-legislators reach an agreement on the Regulation. The document re ec
the scope and objectives of the Proposal (Articles 3 and 4), the structure of the recovery and resilience
15) and the corresponding assessment criteria in Article 16 and Annex Il. The guidance is intended to |
States prepare and present their recovery and resilience plans in a coherent way and-is withod} prejud
going negotiations on the Proposal in the European Parliament and the Council”; https://ec.europa.euli
les/3_en_document_travail_service_partl_v3_en_0.pdf.
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The working document schedules the institutional
structure and decision-making process.

Member states are invited to describe the institutio-
nal nature of their plans, as well as the role played by
their national and regional parliaments, other regio -
nal and local authorities, and national advisory bodies

VXFK DV QDWLRQDO AVFDO ERDUGV D

vity boards in the decision process leading up to the
adoption/submission of their recovery and resilience
plans. Member states are also invited to describe any
consultation and contributions made by social part -
ners, civil society and other relevant stakeholders in
the drafting and implementation of the recovery and
resilience plan.

As we have seen, and the Commission working paper
underlines, administrative arrangements must be en-
compassed within national plans. “To ensure effective
implementation, clear responsibilities need to be esta-
blished”. A lead ministry/authority should be nomi -
nated with overall responsibility for the recovery and

resilience plans to act as the single point of contact for
the Commission (‘coordinator’). Coordinators are to

be responsible for the implementation of the recovery
and resilience plans, ensuring coordination with other

relevant ministries at national level (including ensu -
ring coherence regarding the use of other EU funds),
monitoring progress on milestones and targets, over-
seeing and — where appropriate — implementing moni -
toring and auditing measures and reporting on them

(Article 20 of the Proposal) and requesting payment



RI AQDQFLDO FRQWULEXWLRQV PQG Z
stalments (Article 19 of the Proposal). A Recovery and
Resilience Plan needs to outline that the coordinator

has the (i) necessary administrative capacity in terms

RI KXPDQ UHVRXUFHV VWDII QXPEHUYV
tutional experience and expertise, and (ii) the mandate

and authority to exercise all relevant powers. If a re-
VSRQVLEOH DXWKRULW\ L H PLQLVWU
at the component level, all appropriate information

needs to be provided as well. In addition, both coor -

dination structure and reporting responsibilities to the
coordinator should be clearly described®.

It should further be underlined that the Commission’s
guidelines also indicate pre-availability to member
states potentially requesting technical help under the
support mechanism to implement their recovery and
resilience plans or part of them, including where sa-
tisfying “milestones” and objectives is concerned. Re-
quests for technical support must be submitted to the
European Commission through the aforementioned
National Coordination Authority. This “authority” is
obviously essential to ensuring a certain degree of au
tonomy from the government policy “variable”.

NEXT GENERATION EU

Italy’s governance issue was raised clearly on October

6, 2020, at the Confcooperative assembly. Referring to

the Italian Recovery Plan, Prime Minister, Giuseppe

Conte” VWDWHG “~:H KDYH LGHQWLAHG \
as of intervention for each mission, with clearly mo -

nitored deadlines and objectives for each individual

project initiative. And we will set up an ad hoc struc -

"%pp. 33-34 part 1.
“Prime Minister Giuseppe Conte handed in his resignation to President Mattarella on January 26, 2021.
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ture for the implementation of the Plan, which has cle -
ar and incisive powers of intervention to ensure the

implementation of the projects on schedule. The whole
government, however, has no intention of operating

on its own (...). We want all the best energies in the
country involved in this Plan. (...) The Plan is by no

means government property: the plan is a common
good, it belongs to the nation (...).” At a subsequent
press conference, the Prime Minister responded in the
same way, but also added that “on Monday 7, Decem-
ber 2020, there will be a meeting of ministers regarding
the merits of decisions”.

A few days earlier, in a conversation with the depu -
ty director of Corriere della Sera, Daniele Manca, at
the Economy Talk organized by the RCS Academy
Business School, Minister for European Affairs, Enzo
Amendola, said: “In the coming days the Council will
send out an update note on the plan guidelines (na-
tional recovery, ed): guidelines, plans, priorities which
we want Parliament to follow step by step” to access
Next Generation EU resources. Economics Minister
Gualtieri further reiterated this principle at the 2020
Rome Investment Forum, Febaf, noting that the setting
up of a control room for the management of funds was
imminent 7.

Following the government’s presentation to the hou -
ses of parliament of the guidelines drawn up after
“enquiries” by the Technical Evaluation Committee
(CTV), since the end of July 2020, after the meeting of
the Interministerial Committee for European Affairs

“https://www.ilsole24ore.com/art/amendola-piano-e-cabina-regia-pronti-confronto-ADOTPY7, 11 Decem
https://www.ilmessaggero.it/politica/recoveryg@hinateli guealtieri_diretta_cosa_ha_detto_rome_in

vestment_forum_ultima_ora_14_dicembre_2020-5644386.html, 14 dicembre 2020.



(CIAE) of 28 July, Sergio Fabbrini (in Il Sole 24 ore, 4
2FWREHU KLIKOLJKWHG ,WDBO\-V C
JLQJ D "QDUURZ SDUOLDPHQWDU\ PDMI
in the Senate assembly). On European issues (such as

the use of ESM funds) it is divided and, above all, it is

a minority in the country”, at the beginning of Octo -

ber, as we know from some polls. We must, therefore,

agree with Fabbrini, given the timing of the project

sheets to be presented in Brussels and the potential for
VWUXFWXULQJ D GHAQLWLYH SODQ E\
“reasonable to assume that, in 2023, a different majori

ty could be elected” and managing the funds coming

in will not be bound up with the current legislature

and, consequently, this government.

As Giovanni Tria has noted in some articles publi-

shed in the newspaper Il Sole 24 oré°, the National E
Recovery and Resilience Plan implies “choices that )
will shape the future” and “cannot be conditioned by 2
contingent and partisan political interests”, calling for &
a “National Recovery Plan Unit” which “means sha - &
ring in the elaboration process, in the choices related ,(;r)
to the structures required to manage it technically and |
LQ LWV AQDO GHFLVLRQVp 7ULD DIAU

cannot accept another path is not a matter of more or
less controversial observations on delays in presenta
tion, but of committing the country to a structural in -
vestment plan that will be implemented over a period
of time going beyond the jurisdiction of the current
government.”

In December 2020 the Italian government attempted

"For a more in-depth intervention see Il Sole 24 del september 12, 2020: https://www.fondazioneluig
giovanni-tria-recovery-fund-linee-guida-ma-per-chi/
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to solve this governance problem by proposing the in -
WURGXFWLRQ RI D VSHFLAF PHFKDQLYV
sion would be entrusted to a “manager” with commis -
VLRQHU OLNH SRZHUV VXSSRUWHG E\
structure and political control would be assigned to

a steering committee, made up of the Prime Minister,

the Minister for the Economy and the Minister for Eco -

nomic Development, while the Minister for European

Affairs would be the sole point of contact (as provided

for in the Commission’s guidelines), at European le-

vel, for the implementation of the plan.

Massimo Bordignon® observed that “the problem

with this pyramid structure is that it takes responsi -

bility away from the expenditure departments whose

normal activities fall within those envisaged by the

NRP. If these do not deal with the implementation of

the Plan, it is not clear what these ministers will be
GRLQJ RYHU WKH QH[W AYH \HDUV ,W
greater coordination must be set out”. The last issue

— and perhaps the most crucial one — is that the plan
ZLOO EH LPSOHPHQWHG RYHU WKH QH]
dignon also observed that in this period Italy can be
expected to have three or four different governments,
probably of different political orientations. Bordi -

gnon concluded with a warning: “If you do not want
everything to be called into question at every political
upheaval, the PNRR must be discussed — and maxi

mum consensus found — not only across the political

parties, but also, more generally, across society and
among social forces.”

8Next Generation EU: Italy’s Plan, La Voce 8/12/2020: https://sep.luiss.it/it/news/2020/12/10/next-gener
italy%E2%80%99s-plan-%E2%80%93-massimo-bordignon-%E2%80%93-la-voce



A noteworthy proposal was presented just outside the
institutional context by the Association of Italian joint-

stock companies (Assonime) in a report! drawn up in
December 2020. Thus far the issue of the organizatie

nal model to be chosen has been a matter of priority

to Fondazione La Malfa and very few others, and we

ZHUH WROG WKDW WKH PRGHO KDG DC
and decided upon: the Committee for European Affai -

rs (CIAE). Indeed, it was suggested that preparations

for the Italian plan were already well under way and

WKDW WKH FRXQWU\ ZRXOG EH RQH RI
be ready.

Then the CIAE exited centre stage and, for some
weeks, no further mention was made of it. Suddenly
the main player became the Finance Ministry. But then
the Prime Minister, Mr Conte, announced in early Oc -
tober that an organization would be put in place to go -
vern the Italian plan, and then enshrined in law. When
this provision was formalized in an article set out in
the 2021 Budget Law, it was highlighted that it purpor -
ted to cover only the control and monitoring phases of
the investments, and that the planning and execution
phases had once again been assigned to the public ad
ministration. But no mention was made as to who was
entitled to submit the projects, how the effectiveness
of the programmes would be measured, and how and
where the choice as to which projects would be accep
ted and which rejected would be made.

NEXT GENERATION EU

In the space of just a few days, the government realk
zed that the Budget Law provision posed a whole host

8Next Generation EU. A Proposal for Italy’s Plan: http:/imww.assonime.it/'Stampa/Documents/Next%2!
COMPLETO.pdf , pp. 12-18.
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of questions to which answers were not readily avai -
lable. At a meeting of the parliamentary majority held
on November 28, 2020, the government’s position ap
peared to have shifted further. Now the talk was no
longer of just the CIAE, but of two rather than one
decision-making centres, one the Presidency for the
Council of Ministers, the other the CIAE, plus a series
of commissioner-managers to be responsible for im-
plementing the investment projects in the six large sec
tors listed by the government in October, in line with
general guidance from Europe. But which projects? To
be submitted by which administrations? Only central
government, or the regional governments as well?
Only by public sector entities or by private ones too?
Are the projects to be selected on the basis of economic
or political considerations? If economic, what criteria
will the choices be based on and by which public ad-
ministration body?

As far as the institutional architecture for the gover -
nance of Next Generation EU funds rather than buil -
ding a separate administration or new commissioners
issue is concerned, “this requires creating a structure
capable of leveraging the administrative capacities
existing at every level of the public administration,
strengthening them and putting them in a position to
express themselves to the best of their abilities. This
certainly requires a coordination center, as has already
been foreseen”.

$VVRQLPH KDV LGHQWLAHG D OLQLVWE

covery plan with a strong technical secretariat, at the



3ULPH OLQLVWHU: -V RIAFH “ZLWKLQ HI
stration and each region, municipality and other body

involved in the implementation of the Plan, a high-

caliber PNRR manager with a strong incentive to pro-

GXFH UHVXOWY QHHGVY WR EH LGHQWL,
GXWLHVY DQG UHVSRQVLELOLWLHV PXV
in an ad hoc provision by the Prime Minister, reducing

WKH GDQJHU RI FRQALFWY EHWZHHQ C
and bureaucratic apparatuses and uncertainties that

would jeopardise the effectiveness of action”.

Another authoritative position was taken by Luigi Pa -
ganetto®?, exponent of the “Group of 20 - Revitalizing
anaemic Europe” who noted that the challenge is not
only to prepare a coordinated set of projects (rather
than a mere list), but also to be ready to manage them.
This requires adequately preparing and equipping our
public administration with suitable skills and human
DQG AQDQFLDO UHVRXUFHV 7KLV P
project. And it would be all the more necessary if the
conditions envisaged by the Commission were, as is
possible, differentiated between those regarding ove-
rall reforms — such as those of public administration,
education and justice — and those regarding public
investment in large-scale infrastructure projects. In all
cases, what is needed is ad hoc skills, as well as an in
stitution capable of conducting the necessary analyses
and developing an overall strategic framework. The -
se are tasks which were, in the past, the task of the
National Programming Committee at the department
responsible for the budget and, as regards the South,
by the Cassa per il Mezzogiorno

NEXT GEN EREI'ION EU

82Next generation EU, Governance Progetti di investimento™: http://iwww.fondazionetorvergataeconomia.
uploads/2020/09/Next-Generation-EU-Governance-e-progetti-dinvestimento_def.pdf
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As has recently been argued by Professor Sabino Cas
sesé® a basic choice has to be made in preparing the
plan between two different ways of organising the
spending of the funds. “We can either decide to hand
the money over to central and local public administra -
tions, distributing the funds on the basis of the projects
which each of them submits, and so allocating the re-
sources via many different channels, each of which
XVHV LWV RZQ PHWKRGV ZLWK DOO WK
of functioning with which we are all too sadly fami -
liar. Or alternatively, we may decide that the stakes are
simply too high to risk wasting the resources and thus
we need to create a proper hub to give impetus to the
project, with responsibility for proposing a coordina -
ted set of projects and managing their implementation
directly, while liaising with and reporting back to the
European institutions on an ongoing basis. It is hard to
DUJXH WKDW WKH AUVW VROXWLRQ ZR]
even if it were accompanied by the creation of a “task
force” vested with powers required to guarantee the
quality of the projects and to ensure that the commit -
ments entered into are met with absolute rigour. There
have been various indications by the government as
WR WKH UROH DQG SRZHUV RI D-WDVN
toring task only was envisaged. Subsequently, it was
suggested that it would have the power to coordinate
the plan’s investment activities. Thirdly, it was indi -
cated that it was also to cooperate in drawing up the
plan. Finally, the government has returned to its initial
idea that its job description is to be monitoring the im -
plementation of the plan.

8Ugo La Malfa Foundation, Next Generation. EU Proposal for Italian Plan, pp. 68-73



Is logical that the United States should do
whatever its able to do to assist in the return
of normal economic health in the world; wi
thout which there can be no political stability
and no assured peace. Our policy is directed
not against any country or doctrine but
against hunger, poverty, desperation and
chaos. Its purpose should be the revival of a
working economy in the world so as to-per
mit the emergence of political and socialcon
ditions in which free institutions can exist.
George Catlett Marshall, Secretary of
State in the Truman administration, on

July 5, 1947 at Harvard University.

NEXT GENERATION EU
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IS FRUGAL TRULY FRUGAL?
A LIBERAL PERSPECTIVE
ON SOLIDARITY AND
FAIR REDISTRIBUTION IN THE EU

Maartje Schulz

Solidarity (or, some would say, the lack of it) between

northern and southern European countries has been a

hot topic this past year. It is not a new debate. We all
remember the Eurozone crisis discussions. This article

will not go back over this debate. However, the arti -

cle’s discussion of the Next Generation EU Fund — a

tool designed to mitigate and aid recovery from the
Coronacrisis — requires outlining some of the more re-

FHQW AQDQFLDO KHOS DQG VROLGDUL
the Coronavirus crisis.

7HQVLRQV DURVH GXULQJ WKH AUVW S
crisis. Countries such as Italy, Spain, Portugal, France

DQG ,UHODQG FDOOHG RQ RWKHU (8 FR
burdens by issuing shared debt in the form of Euro -

bonds or Coronabonds, meaning that countries such

as the Netherlands would be responsible for the debts

RI RWKHU FRXQWULHV 2XU '"XWFK PL
:RSNH +RHNVWUD UHMHFWHG WKHVH S
himself somewhat unpopular in other EU countries by

doing so. He expressed the Dutch cabinet’'s position

that only money that is immediately needed to provi -

de medical care could be transferred without condi -

tions attached. He also insisted that money from the



European Stability Mechanism (ESM) used for econo-
mic recovery should not be unconditional. ‘I think it
is reasonable and sensible that providing money goes
hand in hand with reforms and agreements’, he sta-
ted®,

Some southern countries disagreed with this stance
and expressed disappointment and anger regarding
this strictness at a time of crisis. The situation escala
ted at a video meeting, when Hoekstra reportedly pro -
posed that the European Commission investigate why
VRPH FRXQWULHV KDG LQVXIAFLHQW A
which to manage the economic impact of the crisis.
‘That statement is repugnant in the framework of the
European Union. And that's exactly the right expres -
sion for it — repugnant’, the Portuguese Prime Minister
Antoénio Costa declared®.

ATION EU

Politico decided to label Hoekstra ‘Europe’s bond
villain’. ® +RHNVWUD ODWHU UHAHFWHGH W
shown more empathy in his statements regarding the - &
VH PDWWHUV GXULQJ WKH AUVW SH,E?)N
+RHNVWUD -V WRXJK VWDQFH RQ AVRD(
VRPH RI WKH IRUPHU 'XWFK AQDQFHK P
rman of the Eurogroup Jeroen Dijsselbloem who, in

2017, infamously implied that southern Europeans

waste money on ‘drinks and women’, while simulta -

neously holding out their hands for help. Dijsselbloem

argued: ‘I attribute exceptional importance to solidari -

W\ >%XW@ \RX DOVR®DYH REOLJDWLR

84_aurens Kok (7 April 2020), ‘Kamer steunt Hoekstra in verzet tegen eurobonds’, AD, https://www.ad.nl/pc
steunt-hoekstra-in-verzet-tegen-eurobonds~a622e58d/ (accessed 17 February 2021).

8Hans von der Burchard, Ivo Oliveria and Eline Schaart, ‘Dutch try to calm north-south-economic storm
virus', Politico, 27 March 2020, https://www.politico.eu/article/netherlands-try-to-calm-storm-over-repugna
ministers-comments/, (accessed 17 February 2021).

8Eline Schaart, ‘Dutch nance minister acknowledges lack of empathy on corona bonds’, Politico, 31 M
https:/iww.politico.eu/article/dutch- nance-minister-acknowledges-lack-of-empathy-on-corona-bonds/, (a
February 2021).

#Silvia Amaro, ‘Dijsselbloem under re after saying southern Europe wasted money on ‘drinksﬁﬁj wor
22 March 2017, https://www.cnbc.com/2017/03/22/dijsselbloem-under- re-after-saying-southern-europe-
money-on-drinks-and-women.html, (accessed 17 February 2021).
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The Netherlands, Denmark, Sweden and Austria were

described as the European Union’s ‘frugal four’ in Co -
URQDFULVLY AQDQFLDO GHDOLQJV 7K
WKH\ VKRZHG LQVXIAFLHQW VROLGDUL
VRXWKHUQ FRXQWULHV SULRULWL]LQ.
ULJRURXV FRQGLWLRQV IRU AQDQFLDC
simply supporting their fellow European countries at

a time of crisis.

The group of countries frequently referred to as the
frugal four prefer to be viewed as the responsible four.
Austria’s Chancellor, Sebastian Kurz, wrote a piece
in the Financial Times explaining their position. Kurz
claimed that ‘the responsible approach’ is in the inte-
rest of our taxpayers: ‘We have been dubbed the “fru-
gal four” and | and my fellow leaders want to set the
record straight. Being “frugal” does not mean that we
are any less committed to the EU than those member
states who are arguing for an expanded budget. On
the contrary, our commitment to the EU is as strong as
ever. The success of the European project is measured
by our ability to deliver on our political ambitions and
achieve tangible results for our citizens — not by the
size of the budget.® Malik Azmani, the VVD’s leader
in the European Parliament, also noted, in another Fi-
nancial Times article, that the ‘frugality’ versus ‘solida -
rity’ debate was a ‘false contradiction’. He explained:
‘Making sure we spend our taxpayers’ money wisely
ZKLOVW AQGLQJ D ZD\ RXW RI WKLV FU
ing the kind of solidarity that we need to recover in a
sustainable way.’®®

8Sebastian Kurz, The ‘frugal four’ advocate a responsible EU budget’, Financial Times, 16 February 2020
ft.com/content/7faae690-4e65-11ea-95a0-43d18ec715f5, (accessed 17 February 2021).

“Mehreen Khan, ‘Frugal four’ chief Mark Rutte leads opposition to EU recovery plan, Financial Times, 1¢
https:/iww.ft.com/content/8e30fd89-4958-491e-9f30-8c0b5f8b4cef, (accessed 17 February 2021).



In the aforementioned Financial Times opinion piece,

Kurz made the point that solidarity is not an inexhau -

stible principle. ‘For decades, Brussels has recognized

that some countries make up for a disproportionate
VKDUH RI WKH (8-V AQDQFLQJ %XW W
mission is proposing to let this system of rebates run

out. That means our four countries plus Germany
ZRXOG HQG XS AQDQFLQJ SHU FHQW
WKH (8 EXGJHW :H DUH UHDG\ WR SD\
WR WKH (8 WKDQ ZH JHW EDFN :H EH
being a member of the EU and the single market. Ho-

wever, there are limits.’®

These prior discussions highlight some divergent
YLHZV DERXW AQDQFLDO VROLGDULW
of this principle as compared to other principles. Be- 5
IRUH ZH JHW LQWR WKH VSHFLAFV gl
(8 )XQG DQG WKH '"XWFK OLEHUDO Y IcH 7z
analyze what solidarity truly means in liberal thought.

What solidarity truly means to a liberal

EXT GENERAT

In 2016, the Telders Foundation (i.e. in Dutch: de Tel
GHUV6WLFKWLQJ WKH 'XWFK OLEHUDC
the VVD political party, published a magazine regar -

ding solidarity. ® W VSHFLAFDOO\ GLVFXVV}
cal) liberal view on solidarity. A column by the director

of the Telders FoundatigrPatrick van Schie, made clear

that true solidarity comes from the people themselves

in liberal terms. ‘Solidarity is spontaneous’, he wrote.

This is in line with classical liberal thinkers, such as

Frédéric Bastiat, who argued that enforcing solidari -

“Sebastian Kurz, ‘The ‘frugal four’ advocate a responsible EU budget’, Financial Times, 16 February 2020
ft.com/content/7faae690-4e65-11ea-95a0-43d18ec715f5, (accessed 17 February 2021).
9TeldersStichting, ‘Solidariteit’, Liberaal Journaal, https://uploads-ssl.web ow.com/5f9a8077cac9ed76cfle:
c0138e0ce2ad28b7fa0_liberaal-journaal-ts-2016-solidariteit-1.pdf, (accessed 17 February 2021).
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ty actually means killing solidarity. According to Van
Schie, it is up to individuals to decide to show solidari -
ty, and if so, to whom. In other words, individuals can
also decide to show no solidarity to certain groups or
individuals. From a liberal point of view, it can thus
be argued that solidarity is not something that can be
imposed from above.

A researcher at the Telders FoundationFleur de Beau
fort, made the same point in another column in the
same magazine, arguing that solidarity is voluntary in
contact between people. De Beaufort concluded that
VROLGDULW\ GHAQHG DV SHRSOH ORR
and a willingness to do something for others without
immediately expecting anything in return, is always
bottom up. She also emphasized that solidarity has
traditionally been viewed by liberals as an individual
rather than a collective virtue embodied by the state.
This raises some interesting philosophical questions,
such as whether it is truly possible for a country (as
opposed to individuals) to show solidarity to other
countries.

If we apply the abovementioned classical liberal logic
of solidarity in terms of voluntariness to the discus -
VLRQV DERXW AQDQFLDO DVVLVWDQF
within the EU, it can be concluded that the EU cannot
for example force Dutch citizens to feel more compel-
OHG WR SURYLGH AQDQFLDO DLG WR R
of what is already provided. Of course, that does not
mean that there is zero care or solidarity towards fel-
low Europeans. It does mean that there is a limit to



solidarity and that this should not be imposed from
above (i.e. the EU), beyond a point that is unnatural.

Another point to consider when thinking about solida -
ULW\ LQ JHQHUDO DQG DV UHJDUGV W
DQG SROLWLFDO LQWHJIJUDWLRQ VSHFL
similarity. Some liberal thinkers have thought of this as

a necessary pre-condition for solidarity. As Austrian-
British economist and philosopher, Friedrich von Ha -
yek, wrote in his book The Fatal Conceit: The Errors
of Socialism: ‘Cooperation, like solidarity, presuppo -
ses a large measure of agreement on ends as well as
on methods employed in their pursuit. It makes sense
in a small group whose members share particular ha-
bits, knowledge and beliefs about possibilities.” °* And
the American philosopher Richard Rorty claimed that
‘our sense of solidarity is strongest when those with
whom solidarity is expressed are thought of as “one of
us”, where “us” means something smaller and more
local than the human race.™®

In other words, a sense of solidarity is more likely to

come to the fore in a smaller setting, amongst people
sharing the same customs, habits and language. Whe
ther we like it or not, for most people it is still easier to

be compassionate with neighbors and friends within

one’s own country than to show solidarity to a so -
mewhat abstract idea of people living in another Eu -
ropean country. A stronger sense of European identity,
and thereby solidarity, may develop naturally and gra -
dually over time, but ideas such as ‘ever closer union’
2 LQFOXGLQJ WKH LQFUHDVLQJ HQIRU

NEXT GENERATION EU

9F. von Hayek (1988), The Fatal Conceit: The Errors of Socialism, Chicago.
%R. Rorty, Contingency (1989), Irony and Solidarity, Cambridge, pp. 190 — 191.
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sharing that comes with it — should not be imposed

from above. It is no secret that our prime minister

and leader of the liberal political party, VVD, is not a

fan of this terminology blueprint, namely ever closer

union. Solidarity cannot be forced in a great political

and economic integration leap forward. The reality

is that whilst the European Union, does indeed have

some supranational power, is still a union of sovereign

nation states acting — at least to some extent — in their

own best interests. Complete solidarity, if it is to be in -
terpreted as continuous wealth distribution from the
AQDQFLDOO\ VWURQJ WR WKH AQDOQFL
KDYH VHHQ WKLV LV QRW QHFHVVDUL
of solidarity), is therefore unrealistic and cannot reaso-

nably be expected.

Moreover, solidarity is just one of the principles deci -

sions can potentially be based upon. For liberals it is
GHAQLWHO\ QRW WKH RQO\ RQH DQG
rily the most important value. Individual freedom and
responsibility are the core of the liberal intellectual

tradition and have greater weight within it than the

solidarity principle. In this European context, where
AQDQFLDO LQVWUXPHQWY DUH FRQFHL
lity is a value of great importance.

For liberals, solidarity has to be accompanied by a
strong sense of responsibility. Relationships are a two-
way-street. When money is transferred, its recipient
has to be very mindful of the fact that the money has
come from others. Whether countries are willing to
help out other European countries in need is not the



only morally relevant issue at stake. Another is how
these net-paying countries handle the money received.
Moreover, from a liberal perspective, which emphasi -
zes the principles of responsibility and self-reliance,
it is in everybody’s interests that all countries are at
least minimally capable of managing their own affai -
UV 2WKHUZLVH AQDQFLDO DVVLVWDQ
ding resources provided by other entities too easily
may undermine solidarity and social cohesion betwe -
en societies. It is precisely because collective resources
are provided by citizens themselves — and so the go
vernment is in fact spending ‘someone else’'s money’
— that it is of the utmost importance that care is taken
over this issue.

Next Generation EU Fund

The search for a balance between helping others out
and ensuring that the important principle of responsi -
bility is respected, is also important in Next Generation
EU terms. This new EU fund is a temporary stimulus
package that will hopefully contribute to curbing the
harmful effects of the pandemic and jumpstarting Eu -
rope’s recovery. It is, however, a large and far reaching
agreement which will give the EU the power to bor -
URZ ELOOLRQ LQ AQDQFLDO PDUNHYV
budgetary support to member states. It will raise mo -

ney by temporarily lifting the own resources ceiling

to 2.00% of EU Gross National Income, allowing the
&RPPLVVLRQ WR ERUURZ WKLV VLJQLA
RQ WKH AQDQFLDO PDUNHWYV 7KLV IX
neled through EU programs and repaid over a long

NEXT GENERATION EU
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period of time via future EU budgets — not before 2028

and not after 2058. The Commission also proposed a
number of new own resources, such as a digital tax on
companies with a global annual turnover of above 750

million euro which is expected to generate up to 1.3

billion euro per year. % Southern and central-eastern
(XURSHDQ FRXQWULHY ZLOO EH WKH E
AQDQFLDO VXSSRUW LQ FRQWUDVW |
therlands (see also Figure 1)°® About 390 billion of this

sum will be distributed in the form of grants, with the

remainder taking the form of loans to facilitate mem -

ber state recovery.

Figure 1. Annualised NGEU loans and grants support per member state (% GDP 2021)

6.0°

1.0¢
U“lllllllllllllll ll------_

HR BG EL RO PT LV SK ES LT CY HU PL IT SI CZ MT BE EE FR FI AT SE NL DE DK IE LU

Source: Cinzia Alcidi, Daniel Gros and Francesco Corti, “Who will re
ally bene t from the Next Generation EU funds?’, CEPS Policy Insigl
October 2020.

Net-paying countries — the Netherlands, Denmark,

Sweden, Finland, and Austria — tried to ensure greater
HIAFLHQF\ DQG UHFLSURFLW\ LQ WKH |
emphasizing that what this crisis demands is not grea-

ter redistribution and monetary handouts, but greater

9European Commission, ‘Europe’s moment: Repair and prepare for the next generation, https://ec.europ:
sion/presscorner/detail/en/IP_20_940, Press release, 27 May 2020, (accessed 17 February 2021).
9%Cinzia Alcidi, Daniel Gros and Francesco Corti, ‘Who will really bene t from the Next Generation EU fi
Policy Insight, October 2020.



AVFDO UHVSRQVLELOLW\ DQG UHDO FR
Europe’s economy, making it a pro-trade, pro-sustai-

nability and pro-innovation marketplace. ¥ They ex

pressed fears of debt collectivization normalization

and asserted that stability-oriented reforms must re -

main high up on the agenda. Ultimately some conces-

sions were made: the grants were reduced from 500

billion euro to 390 billion euro and conditionality was
incorporated into funding, with member states being

able to monitor whether net-paying countries actual -

ly implement reforms. This latter system, a demand

which came from Dutch liberal Prime Minister Mark

Rutte, will allow any national government to tempora -

ULO\ EORFN %UXVVHOV- AQDQFLDO WU
ry until EU leaders review whether commitments are
really being honored. 8

o)
w
. =z
Recommendations o
2
ORYLQJ IRUZDUG RQ WKH LVVXH RI ANF
WKH (8 AQDQFLDO IXQGLQJ FRQWH[\/ﬁ l

cipled discussion outlined earlier, the VVD'’s priorities
are the following:

NEXT G

¥+ OHPEHU 6WDWHY DUH H[SHFWHG WR
the game. This applies to the rule of law and democra-

tic values as well as to national budgets. For us, agre

ement that the Dutch contribution to the EU budget

will not increase in the coming years was important.

We are glad that the European Union is allocating

more money to priorities such as security, migration

and climate, and that there will be options to withhold

9"As Barbara Kolm, President of the Friedrich A. v. Hayek Institute in Vienna and Director of the Austrian Ec
analyzed and worded it well in this article in The Economic Standard: https://theeconomicstandard.com/e
the-frugal-5-now-more-than-ever/, (accessed 17 February 2021).

%Jim Brunsden, Sam Fleming and Mehreen Khan, ‘EU recovery fund: how the plan will work’, 21 July 2(
www.ft.com/content/2b69c9c4-2ead-4635-9d8a-1b67852¢0322, (accessed 17 February 2021). 63
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subsidies from the multi-year budget and the recovery

IXQG LI PHPEHU VWDWHV ARXW WKH U)
committed to making the European Union more effec -

tive. After all, membership of a strong union is crucial

to Dutch security and prosperity.

f'H ZDQW WR FRQWLQXH WR DYRLG W
becoming a transfer union and oppose new European
instruments which economically weaker member sta -

tes can use to bypass necessary reforms.

t $ UHWXUQ WR AVFDO UXOHV RQFH Wi
‘H EHOLHYH WKDW VXIAFLHQW HQIRUF
applying sanctions when member states breach bud

getary commitments, is desirable, with unanimous de -

cision being the only way to stop sanctions.

f 'LVFRQWLQXDWLRQ RI IXQGLQJ WR
VWDWHYV ZKLFK VWUXFWXUDOO\-IDLO V
les. To prevent member states from getting into this

situation, we want the European multiannual budget

to place greater emphasis on making all economies in

the Union more competitive, by increasing the linkage

between payments and reforms.

F )XUWKHU PRGHUQL]DWLRQ RI WKH (XU
budget to meet the challenges of our time. This inclu-

des more expenditure on (digital) security, research

DQG LQQRYDWLRQ GLJLWL]DWLRQ DU
stainability, the economy and migration, and less mo -

ney for member states failing to keep to agreements.

We view the recovery fund as a temporary measure

that should not be extended. Contributions from this

fund should remain linked to reforms, as was agreed.



Vi
A EUROPEAN PROGRAM
TO ADDRESS THE
ITALIAN STRUCTURAL DECLINE

Roberto Ricciuti

TheNH[W *HQHUDWLRQ (8 SURJUDP LV D
measure proposed by the EU Commission as a way

of funding European economic recovery after the Co-

vid-19 pandemic. The program is a mixture of loans

and grants from the EU to member states. In turn, the

EU will issue bonds to fund these transfers and design

some common sources of taxation to be used to repay

its debt.

7KLV LV WKH AUVW WLPH WKH (8 KD‘W S
alongside the monetary pillar represented by the Eu-
URSHDQ &HQWUDO %DQN ,W LV D Algvy
netary union” °, designed to build a common budget

allowing the EU to collectively absorb macroeconomic

shocks. The fact that when a crisis, such as the Gre
at Recession of 2008 or the Covid-19 economic fallout
last year, occurs doubt is cast on the very existence of
the European Monetary Union is a serious issue that

needs to be resolved once and for all. It puts the whole

European project in jeopardy by reducing public re -

VSHFW IRU LW DQG PDNLQJ SRO®F\ FKF
,WDO\ LV WKH PDLQ EHQHAFLDU\ RI W
EU program, since it is expected to receive €209 billion

out of a total of €750 billion, made up of €82 billion in

grants and €127 in loans. As we can see from Figure 1,

ION

NEXT GENER

9P. De Grauwe, Economics of the Monetary Union, Oxford University Press.
1The form to be taken by the institutions that will manage the common scal policy and the relationship be
budget and national budgets are beyond the scope of this chapter.
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Italy is one of the main net contributors to the EU bud -

get after Germany, the UK and France and before the
VPDOO QRUWKHUQ FRXQWULHV -“1HW EI
ly southern and eastern member states.

v17,213

Prus

- Bulgaria
- Slovakia
- Lithuania

= Luxembourg

- Czech Republic
@» Belgium

@ rortugal
i Greece

= Hungary

11.632 - Poland

Source: Statista. Data in millions of euros.

With this policy intervention, Italy will move from

EHLQJ D QHW FRQWULEXWRU WR-D QHV
tical leaders have hailed this as long overdue and hope

that this will be the Italian budgetary position in the

years to comée?,

The Italian pattern is unique, showing low growth in

WKH AUVW AYH \HDUV Rl WKH QHZ FHC
Germany, although the latter showed strong growth

until the Great Recession. All countries experienced a

marked fall after 2008 but, unlike Germany and France

which rebounded quite fast, Italy and Spain experien -

0T his was the opinion of the two deputy PMs in the rst Conte government who are now both part of the
government.



ced a second recession coinciding with the public debt
crisis that hit peripheral European countries. Howe -
ver, in contrast to Spain, Italy was not able to embark
on a new phase of pronounced growth and is the only
country which, in 2018, not only had not returned to
its pre-Great Recession income level, but whose GDP
was also below its 2000 level. This data makes clear
that the Italian crisis is structural and not cyclical, i.e.,
related to Covid-19, although this did indeed prompt
an 8.8% fall in GDP in 2020.

NEXT GENERATION EU

GDP per capita in various European economies (constant, base 20C
=100)

This negative performance mirrors negative labor pro -

ductivity dynamics. Of the countries in Figure 3, Italy

is the only one showing a consistent decline over time.

What are the sources of this disappointing performan -

FH" 6HYHUDO FDQ EH FLWHG AUP VL]l
novation.
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JLIXUH VKRZV D VLIQLAFDQW G-LIIHUH
WLYLW\ EHWZHHQ VPDOO DQG PHGLXP
,WDO\-V KXJH QXPEHU RI VPDOO AUPV
that this drives down overall labor productivity.

1RWH 9DOXH DGGHG SHU HPSOR\HH E
current purchasing power parity, ‘000$, 2015

Figure 4 — Labor productivity in small and large rms



Education is the second reason for low productivity:

the percentage of young people with tertiary educa -
WLRQ LQ ,WDO\ LV YHU\ ORZ AJXUH
cation is now better, with the average performance of
15-year old students in reading, science and mathema

tics being below the OECD average, and well below

the top European performers, not to mention the well-
known world education powerhouses (Figure 6).

Figure 5 — Percentage of 25-34 year-olds with tertiary educa
2017

n,

NEXT GENERATIEN EU

Figure 6 — School performance of 15-years old students

Note: average of reading, science and math, difference
from OECD average, 2015
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Finally, Italian performance in innovation can be gau -
ged from Figure 7. Italy is a “moderate innovator”,
lagging behind large European countries and the top
innovators, typically northern European. Its perfor -
mance has slightly improved over the last few years
(2012 and 2018 are also shown in the graph), but its
relative position is steady over time.

0

m4I

ol ; .
8 HR

BT T MTQZ S ES CYPTEE B FR I

= MODESTINNOVATORS -~ MODERATE NNOVATORS - STRONGINNOVATORS = INNOVATION LEADERS #2012 = 2018

Figure 7 — European Innovation Scoreboard 2020
Source: European Commission

7KHVH WKUHH IDFWRUV DUH LQWHUWZ

stly specialized in traditional sectors — are not strong
enough to innovate and hire university graduates,
PDNLQJ IRU ORZ SURGXFWLYLW\
the government spend less than half the European
average on research and development, putting the lid
on innovation. There are relatively few patents, and
companies are not willing to use them in production.
The wage premium for university graduates is one of
the lowest of the developed countries and young peo-
ple are thus not incentivized to pursue further educa -
tion. The current features of the Italian economy stop
it from being competitive in an international envi -
ronment based on knowledge, digitalization and glo -

,Q W



balization %2, Of course, the state cannot (and should
QRW IRUFH VPDOO AUPV WR H[SDQG
duates and invest in innovation by decree. But it can

set the stage for an increase in the innovation activity

in a broad sense. Here Next Generation EU funds can

play a part, as long as they are not spread over a large
number of small projects designed more to sustain the
income of certain groups than to address the structural
problems facing the economy in the last twenty years.

7KH UHFHQW FKDQJH LQ JRYHUQPHQW
development of a National Plan for Recovery and Re-
VLOLHQF\ WKDW L'¥ AW IRU SXUSRVH

If ltaly fails to take up this opportunity, it will have

a large debt to repay, expected to be 158.5% of GDP

in 2021 and a growth rate which is too low for this >
to be sustainable. These circumstances mean a futu

UH Rl "PH]JRJLRUQLAFDWLRQu IRU C7WE
IURP D QHW FRQWULEXWRU WR-D VA L
ry, exactly as has happened for its southern regions
(Mezzogiorno), which contribute about a quarter to
overall production and account for about a third of to -
tal consumption, the difference made up by transfers
from high-income regions in the north. Politically, this
ZLOO EH D YHU\ GLIAFXOW VLWXDWLR
countries transferring grants to Italy, but its size and

relevance may support this equilibrium. Clearly, this

is a blow to the country’s political standing — as one of

the six founding members of the European Economic
Community — and the whole European project may be

weaker for it.

NEXT GENER

2There is a set of extremely competitive rms working in mechanics, pharmaceutical, textile and garmen
reed as “pocket-size multinationals”, but there are not enough of them to sustain a population of 60 millior
19An interesting change is the renewed emphasis the new prime minister Mario Draghi has given to hic
education, that is two years of further studies after high school, eqbacteitersdhel&erman 71
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VI
MONEY IS NOT EVERYTHING,
‘BUT”: ECONOMIC ASPECTS
OF RECOVERY IN POLAND

Bartlomiej Gabrys

On the basis of the cornerstones proposed by the EU

for the NextGenerationEU fund, it would seem to be

crucial to take a more in-depth look at the processes

behind them. The EU focus is now clear, as is the di
UHFWLRQ D QHZ VWUHDP RI AQDQFLDO
This could work both ways, strengthening those acti -

vities which are in the same vein or somehow posing

a question: what does the future hold for unsupported

economic sectors? Utilizing the available data concer

ning economic conditions in Poland my intention here

LV WR DWWHPSW WR DQVZHU WKHVH T
of the paper points to the political reasoning behind

the economic aspects of the program. Secondly, it will

discuss the Polish economy’s strengths and weaknes

ses at this time of the pandemic. The third part, follo -

wed by conclusions, will set out the potential econo -

mic responses to the fund.



The liberal way of thinking — does the Next Generation
EU program follow this path?

Nowadays many economists consider the liberal
(especially neoliberal) way of thinking to be the main

source of many crises®. This was the case for many

publicly expressed reasons behind the 2007-2008 c¥i

sis, but how does it work with the COVID pandemic?

It is viable that the role of the state is getting more and

PRUH DWWHQWLRQ IURP WKH (8 )RU W
has decided to “take out a loan” on the market, mainly
for the new NextGenerationEU fund. An explanation
for this is rooted in the concept that it is national go -
vernments who know best what their economies truly
need to recover from the pandemic and its aftermath.
This somehow comes across as contrary to the liberal
way of thinking, because it detaches entrepreneurs,
open markets, and free will from the decision-making
process, at least to some extent. On the other hand, the
Polish Prime Minister has just called for urgent discus -
VLRQ DQG FRQVXOWDQF\ RQ KRZ
unexpected and barely planned money should be di-
rected and how to make this process effective from the
perspective of allocation time until 2023 and money
expenditure until 2026.

NEXT GENERATION EU
T

The recovery program is strongly rooted in the six
cornerstones set down by the EU Commission for
W KH SHULRG )LUVWO\ WKH (8 D
climate-neutral continent by making its economy a
PRGHUQ UHVRXUFH HIAFLHQW RQH 2 IF
sting in environmentally-friendly technologies, inno -

oHarvey D. (2007), Neoliberalism as Creative Destruction, American Academy of Political and Social
ladelphia.
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YDWLYH LQGXVWULHYV PRUH HIAFLHQW
private and public transportation systems, and energy

sector no longer based on coal, making buildings more
HQHUJ\ HIAFLHQW DQG SD\LQJ DWWHQ
nal partners to improving global environmental stan -

dards. Secondly, the digitalization strategy is designed

to bring in a new generation of technologies that will

empower people. Thirdly, the EU must create a more

attractive and investor-friendly environment that in -

creases job quality with a special focus on young Euro-

peans and SMEs. Fourthly, its voice in the world must

be stronger, implementing multilateralism and a glo -

bal order based on solid rules. Fifth, it must protect the

rule of law if it is to stand up for justice and the EU’s

FRUH YDOXHVY DQG AQDOO\ LW SODQ)
bigger say, protecting European democracy from di-
sinformation and online hate.

The NextGenerationEU program is a 750 billion euro
set of instruments that are time-restricted and purpo -
sely created to help repair the damage wrought to the
social and economic welfare of member states because
of, and in connection with, the coronavirus pandemic.
Its purpose and objectives are clear. The future EU
should be greener, more resilient, and much more di-
gitally developed, to be up to not only current but also
forthcoming challenges. It consists of seven programs,
with a special focus on the Recovery and Resilience
J)DFLOLW\ W SURYLGHV PRVW RI 1HJV
nancial resources, with €672.5 billion divided up into
loans worth €360 billion and grants worth €312 billion
designed to help member states make reforms and in



vestments. The main goal is to mitigate the economic
and social impacts of the pandemic to increase Eurc
peans’ preparedness for the challenges and opportu
nities of the green and digital transitions by making
its economies and societies more sustainable and resi
lient. The second part of the program covers Recovery
Assistance for Cohesion and the Territories of Europe
(REACT-EU). This is a new instrument within NextGe -
nerationEU with a budget of €47.5 billion.

NextGenerationEU will bring in a total of €750 billion

LQ DGGLWLRQDO AQDQFLDO UHVRXUF
other European programs and funds such as Hori-
zon2020 (€5 billion), InvestEU (€5.6 billion), rural de-
velopment (€7.5 billion), or the Just Transition Fund
(€10 billion). Poland’s allocation is expected to be €57
billion (Recovery and Resilience Facility), in which
JUDQWY DUH UHAHFWHG E\ FLUFD
loans €33 billion (as 6.8% of 2019 Gross National Ince
me) plus other programs amounting to €64 billion in
WRWDO 7KLV PDNHV 3RODQG WKH
of the NextGenerationEU program, just after Italy and
Spain and very close to France. Given this knowledge
and available statistics, it is time to ask a question: to
ZKDW H[WHQW ZLOO WKLV AQDQFLD
economy?

ON EU

O NEXT GENERATI
x

\Y

The Polish economy at the time of the corona-virus pan
demic

The Polish economy is highly diverse. The reason
behind the existence of numerous businesses is the
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country’s large size and population. In consequen-

ce, there is an abundance of industries and services.

7KLV LV FRQAUPHG E\ WKH RIARLDO V
mic behind its economic processes is tangible, both in

terms of salary levels and employee numbers, but also

as regards the effect of the pandemic on employment,

wage levels and its dynamics, and general progress in
WHUPV RI HIAFLHQF\

Following macroeconomic, it is crucial to take a more
in-depth look at two dimensions of the economy, na -

mely GDP (Gross Domestic Product) and the unem-
ployment rate. Figure 1 shows data concerning Polish

*'3 G\QDPLFV ,W LV WKH AUVW WLPH
to a market economy that Poland has had to deal with

such a decrease in GDP (minus 2.8%). It should be un
derlined that Poland’s GDP drop is one of the smallest

in Europe, where the average fall in GDP is estimated

at circa 8%.

Figure 1. GDP dynamics in Poland in 1996-2020 (previous year =
100)

Source: own elaboration of Data Statistics (data for 2020 estimatec
for 15.02.2020)



The unemployment rate provides a set of information
about the current situation in the labor market and
some trends for the future. At the very beginning of
the pandemic, experts forecast that unemployment
might exceed 10%. Fortunately for the Polish labor
market, the unemployment rate at the end of 2020 was
6.2%, which means that 1046.4 thousand workers were
unemployed, and since December 2019 this number
has grown by 180 thousand'®>. The unemployment
rate varies from 3.7% in Wielkopolska to 10.1% in War-
minsko-mazurskie voivodship %. It also varies betwe-
en industrial sectors as Figure 2 shows.

NEXT GENERATION EU

Figure 2. Employment dynamics across sectors (2019 = 100)
Source: Monthly review of the economic situation in industries. Polist
Chamber of Commerce, p.5, Warsaw 2021.

It is interesting that, even at a time of crisis, most sala
ries went up. Figure 3 depicts details concerning wage
dynamics by the industrial sector. On average, wages
in the industry grew by 4.5%.

1%The data is based on GUS methodology, which results in slightly different unemployment calculations fro
ved using BAEL methodology. In most cases BAEL methodology produces even lower unemployment rat
19Poland is divided into 16 administration regions — voivodships.
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Figure 3. Salary dynamics across sectors (2019 = 100)
Source: Monthly review of the economic situation in industries. Po
lish Chamber of Commerce, p.5, Warsaw 2021.

The differences between industrial sectors are clearly
visible when average salaries are compared (Figure 4).
The highest wages, strongly above average for the en
terprise sector in Poland, are to be found in: coke ma
QXIDFWXUH DQG UHAQHG SHWUROHXP
ve average), information and communication (170%
above average), coal and lignite mining (160% above
average). Whilst the information and communication
salaries are not surprising, the other two highest wage
categories are in traditional sectors. This has strong
potential implications for the successful implementa -
tion of the Green Deal in Poland.



Figure 4. Comparison of salaries across sectors (average for industr
sector = 100)

Source: Monthly review of the economic situation in industries. Polist
Chamber of Commerce, p.5, Warsaw 2021.

2IAFLDO GDWD VKRZV WKDW 3RODOG
tion and that of Polish entrepreneurs and employees

should be positive. Is this the case? Most of us are fa
miliar with the saying that there are no “free dinners”

in the real economy. The economic policy response has
been a mixture of budgetary programs and action ta-

ken by the central bank and regulators in Poland. The

current situation is a consequence of unprecedented
budget expenditure leading to a dramatic increase in

WKH EXGJHW GHAFLW IRU WKH 3RO
posedly balanced). Public debt will also hit record le -

vels, with severe consequences for future generations

of Poles.

NEXT GENERATION EQ
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Prospects for Poland —the NextGenerationEU imple
mentation context

The magnitude of the crisis has confronted Poland
with an unprecedented challenge. Undoubtedly gre -
en transition and digital transformation should play a
central and priority role in relaunching and moderni -
zing the Polish economy. Investing in clean and digital
technologies and capacities, together with a circular
economy, should lead to job creation and growth and
enable Poles to make the most of NextGenerationEU
in the global race to recovery.

The structure of its economy puts Poland in a favo-

rable position for a couple of reasons. Polish GDP is

not especially strongly dependent on tourism (actually

only Luxembourg generates less GDP from tourism).

Polish manufacturing is less dependent on the global
DXWRPRELOH LQGXVWU\ GXULQJ WKF
Europe distortions in supply chains and contracting

demand were especially visible). Poland’s main we-

akness in the wake of a pandemic is the state of its he

althcare system. This has been an ongoing issue for the

last few years, concerning the size of public expenditu-

re (4.8% GDP in 2018 vs. an EU average of 7.1%) and its
HIAFLHQF\ 7KH KHDOWKFDUH V\VWHP -
as a low doctor-to-patient ratio makes clear (PL 238 vs.

EU27 361 doctors per 100 thousand citizens). A weak
bureaucracy and complicated rules also potentially

heavily limit the government’s capacity to introduce

DQG DGPLQLVWHU 1H[W*HQHUDWLRQ(8



The NextGenerationEU fund is a promising source of
H[WUD AQDQFLDO UHVRXUFHV DW D W
EXW 3RODQG QHHGV WR IXOAOO VRPH
the EU has stated. Namely 37% of the fund must go
to green transition and a minimum of 20% of the fund
must be invested in digital transformation. This shows
how challenging renewal may be. Starting from emis -
sion neutrality by 2050 declarations — still not signed
by the Polish government. It is hard to imagine that
this will be possible without strong opposition from
the trade unions in a country where 80% of power is
coal-generated, with these being interested in keeping
the level of coal extraction at a constant level, meaning
stable and well-paid employment (see Figure 4). This
will also be complicated by the fact that, in the mining
industry, about 73 thousand miners are living in the Si -
lesian voivodship (data for Dec. 2020). The green tran
sition should have been begun at least at the beginning
of the new millennium but it failed to do so, mostly for
social reasons. The current action will be more costly
and money transfer via the NextGenerationEU fund
may potentially make a difference. Unemployment
levels for the Silesia voivodship are estimated at 91
thousand workers, 4.9%, which is relatively low (the
Polish average is 6.2%, data for Dec. 2020). But the po
tential consequences for the region, where the closure
of all the coal mines is planned by 2049 could be cri
tical® 7KH LQAXHQFH Rl WKH IXQG RQ V
transformation will be highly dependent on effectively

planned and implemented labor market action.

NEXT GENERATION EU

107t js estimated that a single mining job can lead to the creation of almost two extra jobs in related indust
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The second issue that the fund may have a positive im-
pact on is related to the health sector. It is hard to incre-
ase doctor numbers in the short term, but it is expected
that some medical services will be digitalized or made
more digitally accessible, increasing access to limited
UHVRXUFHV 6WDUWLQJ ZLWK WKH AUV
not necessarily a direct one. During the pandemic, this
process has begun but it is still far from effective. And
this should be followed by the further development
of digital prescription processing or access to medical
data via the digitalization of data and online access.
A digitalized doctor or test referral process is the next
step, combining both the digitalization and health care
systems.

Support for investments and reform should result in

long-term GDP growth — that is the assumption. The

EU Commission has prepared a few scenarios outli-

ning what the absorption of funds might look like. The

most important question behind each of these is the
HIWHQW WR ZKLFK SULYDWH LQYHVWP
cial resources from the EU fund. In terms of effective-

ness, added private investor value and the type of in-
vestments that will be supported with the fund will be

crucial. The GDP growth must be reconciled with the

modernity of the planned investments. Will existing
YHQWXUHY EDVHG RQ LQHIAFLHQW WH,
up — just to spend some extra money — or will there be

a focus on novelty and usefulness at the local, regional,

and country-levels?

3RODQG EHORQJV WR D JURXS RI FRXQ



EU as low debt and with GDP per capita below the Eu-
ropean average. It is assumed that countries from this
group have the best chance of using the funds most
effectively. In the most optimistic scenario, estimates
for GDP growth rates for the last year of the fund's

implementation (after six years of fund absorption)

should be as much as 3.5% higher (in comparison to
the situation without the funds). Future scenarios en -
visage solid GDP growth based not only on the con-
sumption model but through effective and reasonable

investments improving the supply part of the Polish

economy in the long term. Today the extra GDP value
generated by the fund can be estimated at €168 billion
by the end of 2030, which will result in a 2.2% higher
GDP growth rate by this time 7KLV LV GHAQL'
ZRUWK AJKWLQJ IRU

Conclusions

The Polish Government must supply NextGeneratio -
nEU fund use plans by the end of April 2021. By this
time a wide-ranging discussion between experts on
this should have taken place. While current economic
policy seems to be helping some companies to survive,
much of this is poorly targeted. It is too early to eva -
OXDWH WKH HIAFLHQF\ RI WKH PDFUR
so far implemented by the Polish economy which is
still operating in relatively good conditions, especially
when compared with southern Europe. The question
concerns the future. The NextGenerationEU fund
should allow Poland to make an investment effort that
will fuel recovery and modernize the economy. How

NEXT GENERATION EU
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effective it will be in the area of the European Green

deal seems to be the essential issue. The pandemic cri

sis can be overcome by investing in a digital capacity,
infrastructure, and technologies as key elements in the
UHFRYHU\ HIIRUW %XW AUVW WKH 3R
decide how much NextGenerationEU fund compro -

mises with its perception of the future recovery of the

Polish economy.



VIl
THE IMPACT OF THE
NEXT GENERATION EU
ON SPANISH TAXATION

Antonio O’Mulloney

$W AUVW JODQFH WKH "QHZ GLJLWDO
crete laws and regulations adapted to a new situation.

An ever-changing planet requires ever-changing so-

cial norms and, of course, ever-changing taxes.

This is the established and generally accepted belief,
or, at least, some variant on it. This belief entails more
and more regulations and new taxes being created
worldwide, without this being adequately offset by
the elimination of previous norms. As a result, the
FXUUHQW JURZWK RI JRYHUQPHQW
pressure has no parallels in human history and seems
to be spreading to every corner of the globe.
Categorizing certain jobs as digital will likely set the
pattern described above in motion: new concrete regu-
lations, more government with no offsets.

Q

NEXT GENERATION EU

This is not a wholesale rejection or criticism of taxes,
for these are a necessary evil. But the current taxation
situation, globally accepted, even cherished as ‘pro-
gressive’, ‘harmonized’, ‘equalitarian’ and ‘just’, is by

no means a real method of taxation but rather a covert
way of ensuring social standstill, emotional propagan -
da, success inhibition, political power and, last but not
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least, wealth expropriation. Accordingly, digital taxes
will likely lead to the consequences described above.

Future generations will have a hard time under -
standing why we self-sabotaged. The philosophical
foundations of this world view seem to be rooted in
a shallow understanding of human nature, one at the
expense of the whims of what it is fashionable.

Seen naively, as we have already seen, contemporary
levels and variety of taxation can be regarded as an in
tellectual error hindering social prosperity. However,
experience tells us that these repetitive polices and the
negative impact of such ongoing ‘mistakes’ on peo-
ple’s prosperity and pursuit of happiness can only be
understood as social design.

Ordinary people can be misled but regulators cannot

be oblivious to the negative consequences of their
decisions. At least, not for so many decades. This is

not possible. So how has it arisen? While society en

dures regulated, unnecessary burdens, the question
DULVHVY ZKR SURPRWHV WKHVH" |V DQ
more “progressive”, “harmonized” and “socially just”

taxes? The answer is obvious: the people pushing for

PRUH UHJXODWLRQV DUH DOVR EHQHA)

'"HAQLQJ WKH GLJLWDO MREV WR EH '
As our current taxation systems were designed in the

20th century, they tend to rely on the implicit fact that
governments can easily identify where economic acti-



vity is happening and therefore know where to raise
taxes. Knowing where consumption takes place, whe-
UH SURAWY DUH JHQHUDWHG DQG ZKH
and rents reside makes tax collection easy. However,
as global digital transformation expands, the old in -
ternational frameworks used to locate and tax wealth
creation no longer work as they used to, as they are
based on the legal “permanent establishment”, a seri-
es of basic principles such as linked transactions and
international transfers and an international network of
treaties eliminating double direct taxation.

7KHUHIRUH GLJLWDO HFRQRPLF DFWL
for tax administrations to locate and tax wealth cre -

ation. Digital companies’ activities rely on intangible

assets such as data and information management, hin o
GHULQJ VWDWHV- DELOLW\ WR AQG %X\
nerated. Under the current rules, digital companies are
seen as paying most of their taxes in the country they
DUH KHDGTXDUWHUHG LQ LQVWHDGZRI
really generated.

As the ongoing economic digitalization process expan-

ds, its impact on tax systems is growing. On one hand
JRYHUQPHQWY NQRZ WKDW SURAW
by digital companies within their jurisdictions but are
unable to properly quantify and tax them as they do
QRW NQRZ ZzKDW JHQHUDWHY WKRVH S
re, sales, data usage. etc.).
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Since governments are incapable of raising tax reve
nues from these companies, other taxes are raised and
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digital taxes are created to keep up with increasing pu-
blic spending. At the end of the day, digital taxes can
VLIQLAFDQWO\ GLVWRUW DQG GDPDJH

Consequently, it has become crucial for governments

WR SURSHUO\ WDJ MREV DV "GLJLWDO
tions of digital jobs would seem to be somewhat arbi -

trary, as these can include any job in which location is
irrelevant to performance to strictly online jobs.

For the purpose of this essay, both companies and
their employees would be deemed digital jobs, i.e.,
both Youtube and the youtuber.

2l FRXUVH WKH ORJLF WKDW VXVWDL
“digital” is that which enables its special taxation to

EH GLVFXVVHG 7KH DUELWUDULQHVYV
kes for the arbitrariness of the norm. Without a spe-

cial adjective such as “digital”’, no debate would exist.

What makes a digital job special? Seemingly nothing
objective, it's just a job like any other.

7KH UROH Rl 1H[W*HQHUDWLRQ(8 LQ

On July 21, after four days of negotiations, the Europe-
an Council agreed to a massive recovery fund of €750
billion at constant 2018 prices under the Next Gene
ration EU (NGEU) brand, to support member states
affected by the Coronavirus. The NGEU fund covers
the 2021-2023 period and will be linked to the regu-
lar EU (MFF) 2021-2027 budget. The comprehensive



NGEU and MFP packages will ultimately amount to

€1824.3 billion. The NGEU agreement will be paid off

by generating its own resources through direct taxes,
FRQVLGHUHG WKH AUVW VWHS WRZDUC
in the EU.

NGEU’s long-term ambition and depth, especially in
UHJDUG WR LWV JRDO RI SURPRWLQJ
clash with UN sustainability goals and imply global
governance.

Globally harmonized digital taxes

The digital era has made the world smaller, in both
distance and thinking terms. And, of course, it can also
make the world smaller when it comes to the taxation
choice spectrum. Harmonization is a new word for an
old debate: competition versus monopoly/oligopoly,
which, in turn, stems from an even older debate, free-
dom versus control.

In our “smaller” digital world, decision making and
regulation enactment monopolies are a real tempta-
tion. Technology makes it possible. This has been the
case for the EU in recent decades, in which the debate
for tax harmonization has been ongoing. One further
step in this harmonization direction is the UN Agenda
2030 (great reset). When this is fully implemented, it
will substantially alter the global governance architec -
WXUH IRU WD[DWLRQ WR WKH SRLQW
system. At least, that is the objective.

NEXT GENERATION EU
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The apologists of a harmonized system say that it is a
commendable goal based on sustainability and inclu-

sivity, whatever those words mean. They say that tax
FRPSHWLWLRQ LV XQIDLU IRU LW EHQ
(i.e., Ireland). Allegedly, it would reduce tax evasion,

foster the welfare state and allow environmental and

healthy taxes to be implemented in nations adhering,
AUVWO\ WR WKH (8 DQG ODWHU WR W

By contrast, those opposing increasing harmonization
see it as a threat to national sovereignty, competition,
even private property. They see competition as pre-
sent in every environment fostering prosperity, and
lack of competition automatically hindering growth,
since a harmonized system would have no incentive
to adapt to market needs (i.e., fewer regulations and
lower taxes). Seen from the premise explained e}
sewhere, harmonized taxation suggests a design for
increased political power and social control by those
enacting harmonization. Every inch of state, or supra
state, advance is an inch lost to individuals. The glo-
bal control temptation is disguised under new names
like harmonization, a product of certain ideologies like
globalism.

The international dimension of digital taxation

Should digital companies pay taxes where they are
KHDGTXDUWHUHG RU ZKHUH WKH\ JHQ
second option is chosen, how can governments de
WHUPLQH ZKHUH SURAWY DUH EHLQJ F



each country should tax? Is there a way of doing this?

These matters generate profound disagreement betwe
en governments. Some claim that national digital com-
panies should pay taxes in the country they come from
exclusively. Others, such as some European states,
want digital companies to pay for activities on their
soil. As countries cannot agree on how to divide po-
tential tax revenues from digital companies, it seems
that no consensus is currently on the cards.

As early as 2011, G-8 and G-20 groups highlighted

WKH QHHG WR FODULI\ ZKHUH VLJQLAF
ZHUH RFFXUULQJ 7KLV QHHG LQWHQ
challenged governments’ capacity to collect enough

taxes to maintain public spending levels. Along with o
WKH 2(&" WKH %(36 %DVH (URVLRQ DQ
$FWLRQ 30DQ ZDV HVWDEOLVKHG L)
being “Tax challenges arising from digitalization”. Re -
garding the digital taxation challenge, no international
solution has been reached. At EU level, the European
Commission has also proposed a harmonized set of
rules with which to tax digital companies, although
no agreement was reached on this either. Given this
inability to reach international agreement on taxing
digital services, some governments have decided to
go it alone. This has led to many European countries
announcing, proposing and even implementing digi -
tal taxes.

NEXT GENERANON
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Tax harmonization and digital taxes in Spain

The National Budget Law for 2021 parliamentary de -

bate, profoundly linked to NextGenerationUE funds,
UDLVHG WKH QHHG WR HQG DOOHJHG
Community of Madrid (and some other regions) and
UHHVWDEOLVK AVFDO KDUPRQLJ}DWLRGC
dize taxation for citizens throughout Spain, at least to

VRPH HIWHQW %H\RQG WKH WHFKQLFI
proposals for regulatory amendment, tax harmoniza -

tion as a whole is far from realistic, but different and
complementary aspects should be addressed: legal
jurisdiction, public spending and the public revenue

stream.

Tax-regulatory harmonization would require the va -
rious governments and political institutions, as well
as the corresponding administrations, to have similar
competences and attributions, in their legal, manage-
rial and administrative capacities. Preaching harmoni -
zation when some of the political actors involved have
very restricted decision-making and action scope,
being subject to the rules and dictates of third parties,
is not feasible In other words, it is only possible to spe-
ak of harmonization when the political actors enjoy a
certain degree of autonomy.

$ SHUIHFW H[DPSOH LV WKH UHJXODWL
taxation at the state level. Apart from the differences

between tax rates, there are notable discrepancies re

garding the tax base, the way the tax base is calculated



DQG WD[ H{HPSWLRQV DQG EHQHAWYV
countries have some type of tax equivalent to Spanish
Corporate Tax, there is no common, harmonized tax
regulation or framework, despite unsuccessful at-
tempts in various international and multilateral fo -

rums, especially in the OECD and the EU.

9DOXH $GGHG 7D[ 9%7 FDQ EH -GHAQH
zed at the European level. Even so, in those aspects in

which the regulations attribute powers to the states,

the responses have differed, depending on convenien

ce and needs. For this reason, there are currently clear
differences between VAT tax rates (from 16 per centin
Germany to 27 per cent in Hungary), the application of

reduced rates and determining exemptions.

In Spain there is no homogeneous tax framework, but
VRPH UHJLRQV KDYH VSHFLAF IHDW
of regulatory and administrative jurisdiction differing

from the rest of the territory. Thus, the Basque provin -

ces and Navarra have regulatory, management and tax
collection powers, without prejudice to coordinating

and integrating their taxation into the general fra -
mework in the rest of Spain. The other Autonomous
Communities and Ceuta and Melilla (autonomous ci -

ties) have the same or an equivalent regulatory and
FRPSHWHQFH IUDPHZRUN 6SHFLAFDOC
establish the current funding system of the Autono -

mous Communities (the distribution of tax collection

and allocation to the autonomous entities) but they

also regulate the distribution of powers, as well as to-

tal or partial tax transfers.

NEXT GENERAMON EU
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,Q WKH VSHFLAF FDVH Rl WKH :HDOWK
Inheritance and Donations, although these are state

taxes, both collection and regulatory powers (partial -

ly) are transferred to the regions. This common regula-

tory framework establishes a starting standardization

in faculties, capacities and competences, for the same

political and administrative level. Now, apart from the

provincial territories, there is considerable tax harmo -

nization at the competence and regulatory level. The

Spanish regions have a very similar framework of
FRPSHWHQFH WDNLQJ RQ WKH PDLQ [
Health and other services) of the so-called Welfare Sta

te. Thus, carrying out its functions requires a certain

level of expenditure. However, this expenditure will

basically depend on two variables: demand for servi -

FHV DQG FLWL]HQ EHQHAWY DQG WKH G
effectiveness in the management of public resources.

$W WKH H[SHQGLWXUH OHYHO AVFDO
require expenditure to be equivalent between the dif -

ferent Autonomous Communities for the same good,
VHUYLFH RU SXEOLF EHQHAW 6WDUWL
ORJ RI JRRGV VHUYLFHV DQG EHQHAW
able to freely choose what public goods and services

WKH\ ZDQW DV ZHOO DV ZKDW EHQHA
willing to pay for. Let us consider autonomous public

television, for example. If people choose not to pay for

this, then the regions could release the corresponding

public spending to other items or to leave it in the

hands of their citizens. Similarly, if a region demon -

strates greater skill in the management of funds and



UHVRXUFHV WKDW LV LW DFKLHYHV S
standards with lower recurring spending, this allows
it to reduce its funding needs and reduce taxes.

)LQDOO\ DFWXDO AVFDO KDUPRQL]DWI
requires equal means and resources to obtain the ne
FHVVDU\ IXQGVY WR AQDQFH SXEOLF V!
the development of public policies. Communities have

basically the same funding tools available to them: tax
collection, debt issuance and, to a lesser degree, asset
management and active market participation. As the

ODVW WZR DUH UHVLGXDO RU HYHQ FCc
issuance of debt is very limited, to maximize income,

all that is left to the regions is adjusting their tax sy -

stems.

When it comes to digital taxes, as we have seen, many
EU member states have implemented national digital
taxes unilaterally, despite the international dimensions
of the problem. In this respect, tax administrations aim
to reach two targets. Firstly, generating tax revenue
from digital companies. This is particularly important
IRU FRXQWULHYV VXFK DV 6SDLQ-
balance means it is trying to obtain higher tax reve-
nues in order to avoid public spending cuts. Secondly,
increasing and improving the information the tax au -
thorities have on affected companies, which could be
helpful for the purposes of verifying accounting data
and increasing tax revenue from other taxes paid by
AUPV VXFK DV 9%7 RU ODERU WD[HV
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)
-

95



NEXT GENERATION EU

96

In a global economy, where companies and workers
work internationally, many problems can arise from
the implementation of digital taxes at a national level.
Primarily, there are no non-arbitrary ways for national
tax administrations to identify what value creation di -
gital companies rely on, and, therefore, properly quan -
tify their tax-bases. Next, companies may be able to
transfer the costs of digital taxes to consumers, emplo
yees, business partners, etc. Although digital compa-
nies are the formal subject of taxation, it is very likely
that they will manage to act as tax collectors only. This
means that examining the real tax incidence of digital
taxes is required. In fact, companies such as Apple or
Amazon have already announced that, due to the im-
plementation of digital taxes in some countries their
prices and tariffs will be adjusted, passing on the tax
burdens to app-developers and businesses, respecti
vely.

Moreover, digital tax implementation may come at
the expense of damaging the economy’s digitalization
processes. This is particularly relevant for the Europe-
an economy which clearly lags behind other regions
in technological and digital advance terms. For tradi -
tional European companies currently digitalizing their

businesses, this tax will affect their ability to catch up

ZLWK RWKHUV WKDW KDYH WDNHQ D V

American and Chinese companies.

Finally, it is important to consider the geopolitical con -
sequences of implementing digital taxes. For the most



part, taxing digital companies means taxing Chinese
and American companies, a move that could trigger
action from these. For instance, France halted the ap
plication of its digital tax twice, in order not to avert an
increase in tariffs from the United States.

The future of digital taxation

Digital taxation is one of the most important future

taxation debates, given the ongoing transformation
brought by the digitization of the economy not only to

Western economies but to the whole world.

Post-Covid Taxation vs Tax Competition

The NGUE relief package is one of the cornerstones of
Eurozone recovery and its use has been encouraged
by the European Council and supported by member
states. The zealous support of the Spanish government
and the huge amount of funds set aside for Spain will
likely require Spain to join forces with the EU’s com -
PRQ JRDO RI AVFDO LQWHJUDWLRQ
Autonomous Communities, and the rest of the EU.

NEpT GENERATION EU
)

Likewise, public programs resembling NGEU may

RSHQ WKH GRRU WR QHZ HFRQRPLF D
According to the World Economic Forum, the Covid
FULVLV KDV KLIJKOLJKWHG QXPHURXV
the free market and the current international system.

As such, the WEF and the many international leaders

adhering to it propose resetting the system based on
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global planning and monitoring. Digital tax harmoni -
zation would undoubtedly play a central role in such
a goal.

The current and likely future impact of tax competi -
tion is one of the main issues in the future of tax policy
in the EU. The crisis will affect revenue and countries
will come out of the crisis looking for ways to make
good the gaps in their budgets, creating investment
opportunities and attracting capital and workers. The -
se important issues ultimately come down to what go -
vernments—and potentially the European Union as a
whole—decide to do when planning the direction of tax
policy. Regarding revenues, countries may try to push
for continued support from the EU budget or opt for
taxes on foreign companies or energy sources, trying
to shift the tax burden in a new direction.

When it comes to investment, governments may be
tempted to double down on approved incentives like
special deductions schemes for research and deve
lopment or green investments. Additionally, to attract
workers, some countries have announced that, to take
advantage of increasing worker mobility, they will
design special schemes to attract foreign workers by
offering them lower taxes.

These issues may necessarily lead to a great many
complex proposals. Tax systems are not well suited to
one-off proposals or incentives on different industries.
In fact, this (special incentives for certain activities or



special taxes on certain industries) will mean countri -
es ending up with complex and overly burdensome
tax systems. As far as Spanish tax policy is concerned,
this has essentially focused on technological industri-
es through the introduction of the Tobin tax and other
new taxes on digital services. However, taxes are more

HIAFLHQW ZKHQ DSSOLHG EURDGO\

create narrow special privileges or taxing certain in -
dustries differently.

As regards wealth taxes in the European framework,
all countries in Europe except Spain have abolished
these, most of which dated from the 15th and 16th cen
turies.

The path of least resistance

Companies, self-employed people and employees
VHHN WR PD[LPL]JH WKHLU SURAWYV
other words, they seek to be welcomed and celebrated,
not persecuted and controlled.

'LJLWDO MRE ALJKW FRPSDQLHV D
nevolent taxation environments is an expression of
the path of least resistance, a law of nature which,
when infringed, begets negative results for the count-

UL
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U\ GRLQJ VR 7KLV SDWWHUQ LV-UHDG

rishing tech sector in Ireland, at the expense of other

(8 FRXQWULHV RU UHFHQWO\ LQ WKH

youtubers from Spain to Andorra.
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Countries competing by means of lower taxes (like the

Baltics within the EU) are aware of this long standing

pattern. The concept of global harmonization is, at its

very core, a threat to independent individual decision

making. Despite this ongoing debate, do digital com -

panies avoid paying taxes? Contrary to popular belief,

tech companies pay as much tax as other non-digital
companies. The effective corporate tax rate among

GAFA companies (Google, Apple, Facebook, Amazon)

LV RQ DYHUDJH SHU FHQW RYHU AY|
periods. The issue is, therefore, not that digital compa-

nies avoid paying taxes, but that these taxes are mainly

SDLG LQ WKHLU KRPH VWDWHY 7KLV V|
EHWZHHQ WD[ MXULVGLFWLRQV FRPSH
generate tax revenue.

An alternative strategy

The digitization of the economy is a revolution in itself

and an enormous opportunity for citizens across the

world. From a government perspective, it has nume -

URXV AVFDO FRQVHTXHQFHV IRU ZKLFK
from being a solution. It is increasingly clear in Europe

and across the world that tax systems are in need of in-

depth reform. As of now, tax systems are not ready to
LPSOHPHQW GLJLWDO WD[HV HIAFLHQ!'
GLJLWDO WD[HV DUH ZLGHO\ LQHIAFLH
undesirable consequences that do not compensate for
constant increases in tax revenue across the years.

It would be appropriate to move on to tax systems



based-on-indirect-taxation rather than direct taxation.

VAT will be a key element in the tax systems of the fu-
ture. It is better to increase revenue through increased
VAT tax rates and eliminate exemptions to it, rather

than create new taxes and increase direct tax rates.

As a characteristic direct taxation effect, lowering cor-
porate tax increases productivity. In an open world,
capital moves easily across borders with the actual
corporate tax return tending to be the same in all
countries. Accordingly, the higher the tax, the higher
the return companies need and the less investment
a country with high taxes would get. When a go -
vernment lowers corporate income tax it attracts more
investment. This effect has been empirically proved
across the world. Thus, as the return from capital ten-
GV WR EH WKH VDPH HYHU\ZKHUH
to labor, which is less mobile, but can produce more
productively. All in all, the most effective way of in -
creasing productivity is lowering corporate tax rates.
Likewise, tax bases matter for productivity and tax
competitiveness purposes. That is why countries like
(VWRQLD RU /DWYLD UDQN AUVW RQ
corporate tax, because they do not punish investment
in the way other systems do, essentially by allowing
investment costs to be expensed immediately.

=
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,Q WKH VSHFLAF FDVH RI 6SDLQ ZLWK
identical mechanisms and decision-making capacity,
while most of them have chosen to focus on tax collec
tion and debt issuance, assuming an inelasticity in the
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number of taxpayers, others have trusted that a reduc-
tion in bases and rates would be more than offset by a
growth in the number of taxpayers combined with the
multiplier effect of greater economic dynamism.

The decision of the Community of Madrid to distin -

guish itself from the rest of Spain has enabled it to take
advantage of the fact that they were following oppo -

sing trajectories, the attraction of “net taxpayers”: pe-

ople with a medium-high or high income level, with a

ORZ GHPDQG IRU SXEOLF VHUYLFHV D
ses in collection of certain taxes have been shown to be

more than offset by increases in the other main taxes
(personal income tax, corporation tax and indirect

taxation).
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IX
MAINSTREAM SUSTAINABLE
FINANCE FOR BUSINESS

MANAGEMENT PRACTICES
So a Santos

“The movement of money is intrinsically linked to the move
PHQW Rl UDZ PDWHULDOV AQLVKHG JR
to the quality of the environment ... if we want to achieve su
stanDEOH GHYHORSPHQW ZH PX¥W EH ZI

The urgent need for a new growth model

Measured by Gross Domestic Product World, eco-
nomic activity has increased exponentially since the
V. AJXUH 6XFK DQ LQFUHDVH
stem also has implications for the earth system. Whi-
le world GDP is rising and economies are growing in
some parts of the world, carbon dioxide and methane
OHYHOV RFHDQ DFLGLAFDWLRQ DQ
LQVWDQFH KDYH DOVR EHHQ LQFUH

KERATION éB
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Tigure T: Economic System - World GDP | Figure 2: Earth System?
over the last two millennial

10%3arokin, D., and Schulkin, J. (1991), ‘Environmental concerns and the business of banking'. The journal c
bank lending.

H95ource: https://ourworldindata.org/grapher/world-gdp-over-the-last-two-millennia, consulted in 26/2/202.
HSource: W. Steffen, W. Broadgate, L. Deutsch, O. Gaffney and C. Ludwig (2015), ‘The Trajectory of the A
the Great Acceleration’, The Anthropocene Review 103
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This exponential economic growth has had an expo-
nential impact on the earth system, causing some of
the nature-related imbalances we are experiencing to
day, such as loss of biodiversity and climate change.

Taking into account the still prevalent economic mo -

del, which assumed that market forces would incor -

porate environmental externalities, we might view

these earth imbalances as an expected consequence of

the economic growth we have been witnessing since

W KH V 'HVSLWH DOO WKH VFLHQWL
economists and managers, the market economy has

not been able to incorporate the future environmental

impacts of these same decisions into its decisions.

Taking into account the still prevalent economic mo -

del, which assumed that market forces would incor -

porate environmental externalities, we might view

these earth imbalances as an expected consequence of

the economic growth we have been witnessing since

W KH V 'HVSLWH DOO WKH VFLHQWL
economists and managers, the market economy has

not been able to incorporate the future environmental

impacts of these same decisions into its decisions.

There is consensus amongst climate scientists that
dramatic changes in the earth system will occur if

the global temperatures increase more than 2° C over
pre-industrial levels. Some of these dramatic changes
FRXOG EH VLIJQLAFDQW ULVHV LQ WKH
ting of major ice sheets in Greenland and the Antarctic,

a more frequent occurrence of climate-related extreme



events and massive species extinction$? But, in 2005,
worldwide temperatures had already increased 1° C

above pre-industrial levels, and the average tempera-
WXUHV LQ WKH OHGLWHUUDQHDQ KDY
with rainfall levels dropping 2.5% 3,

,Q YLHZ RI DOO WKLV VFLHQWLAF LQ
have agreed on the need to do whatever it takes to
make sure average worldwide temperature increases
do not reach 2° C, ideally keeping them below 1.5° C,
by signing the Paris Agreement. In order for this to be

achieved, all countries signing up to this agreement
will need to be carbon neutral in the second half of the
21st century. This deadline has shortened for Europe,
since the EU and many of its member states, have an
ticipated their commitment to become carbon neutral

by 2050.

European Green Deal

Understanding the need to bring balance to our pla-
net, in late 2019 the European Commission (EC) publi
shed the European Green Deal plan tomake the EU’s
economy sustainable, aligning economic activities
with carbon neutrality for 2050 objectives and with
its Sustainable Development Goals.

NEXT GENERATION EU

The European Green deal is an action plan designed to
ERRVW WKH HIAFLHQW XVH RI UHVRXUF
a clean, circular economy, restoring biodiversity and
UHGXFLQJ SROOXWLRQ ,W DOVR LGHC(
needed and the available funding tools. Achieving car -

H3Nang, Z., Lin, L., Zhang, X., Zhang, H., Liu, L., & Xu, Y. (2017) Scenario dependence of future changes |
extremes under 1.5 C and 2 C global warming. Scienti ¢ Reports, 7, 46432.
“3\orrying effects of accelerating climate change on the Mediterranean Basin, European Commission, O
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bon neutrality at a European level requires action by
all sectors in our economy and includes: investing in
environmentally-friendly technologies; supporting in -
dustry to innovate; rolling out cleaner, cheaper and he -
althier forms of private and public transport; decarbo -
nizing the energy sector; ensuring buildings are more
HQHUJ\ HIAFLHQW DQG ZRUNLQUJ-
ners to improve global environmental standards 4

Figure 3: Overview of the EU Green Deal areas

EU's economy fora A zero pollution ambition
sustainable future for a toxic free environment

restoring
m,“.....m...m y
mmmmm
for a clean and c ."u........,
Busking an pe o
e e e

TheEUasa A European
global leader Climate Pact

Source: European Commission, 2019. The
European Green Deal

A carbon neutral economy requires a range of in-
vestments and the EU faces a climate investment gap
of €150-177 bin of additional investment per year
by 20305 “According to data by the European In -
vestment Bank, when we look at the goals for the ener
gy, transport, water and waste sector as a whole, this
number rises to €270bri'®".

ZLWK

https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en, consulted in 26/2/2021
11%Spolc, M. EU Strategy on Sustainable Finance Sherpa meeting of the HLG Ell, DG FISMA 2019
U¥inance Sustainable Growth, European Commission Action Plan, Fact Sheet. https://ec.europa.eufir

les/180308-action-plan-sustainable-growth-factsheet_en.pdf , consulted in 26/2/2021



Figure 4: Annual T Needs for inable Development in the EU (Eur BN), to
reach 2030 goals
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Source: https://ec.europa.eu/info/sites/info/files/180308-action-plan-sustainable-growth-
factsheet_en.pdf

As far as the 2050 carbon neutrality goal is concerned,
the annual average investment needed is in the range
of €1.19 to 1.48 trillion, from 2031 until 205G+,

Where will this investment come from? It will come
from European funding, but mainly be supported by
private business and households.

At European level the Sustainable Investment Plan
involves investments of €1 trillion until 2027, namely:

- €503 billion euros from 2021 to 2030, from the EU ch
mate and environmental budget. This is expected to
trigger additional national co-funding worth €114 bil -
lion over this timeframe on climate and environment;

- €279 billion of private and public climate spending is
expected to be leveraged by InvestEU;

- €100 billion from the Just Transition Mechanism;

- at least €25 billion from the Innovation andModer -

Hidem
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nisation funds, for the EU transition to climate neu -
trality.

In accordance with the European long-term strategic

vision 28 this investment will come mainly from bu -
sinesses and households, which means that to foster

such investment, “it is crucial for the European Union

and Member States to offer clear, long-term signals to

guide investors, to avoid stranded assets, to raise su
VWDLQDEOH AQDQFH DQG WR GLUHFW
efforts most productively. 1

7KH ZRUOG WKXV QHHGV D QHZ W\SH R
incorporate environmental risks into project and com -

pany analysis and to lend money to greener projects. It

LV RQO\ YLD FDSLWDO ARZV DOLJQHG |
tal goals that carbon neutral and inclusive economy

goals can be achieved by 2050. This is the context in

which the EU has been working on the issue of sustar
QDEOH AQDQFH VLQFH

6XVWDLQDEOH AQDQFH DQG LWV DFF

$FFRUGLQJ WR WKH (& "6XVWDLQDEOH
to the process of taking due accourgrafironmental, so -

cial and governance (ESG) considerations when ma

NLQJ LQYHVWPHQW GHFLVLRQV LQ WK
increased longer-term investments in sustainable economic
DFWLYLWLHYV DQG SUR MmiFOAMMeNtDRUH V.
considerations may refer to climate change mitigation and
adaptation, as well as the environment more broadly, such

as the preservation of biodiversity, pollution prevention

1European Commission, A Clean Planet for all: A European strategic long-term vision fer a prosperous, |
petitive and climate neutral economy (2018).
dem



and circular economy. Social considerations may refer
to issues of inequality, inclusiveness, labour relations,
investment in human capital and communities, as well

as human rights issues. Thegovernance of public and

private institutions, including management structu -
res, employee relations and executive remuneration,
plays a fundamental role in ensuring the inclusion of

social and environmental considerations in the deci-
sion-making process”%,

+HQFH VXVWDLQDEOH AQDQFH-PHDQ)
tions (FIs) including ESG factors in their lending and
investment models. In so doing, Fls can reduce their

ESG risk and, at same time, induce companies to im

plement sustainable management practices capable of

speeding up progress towards Green Deal goals. 5

,Q ODUFK WKH AUVW VWHS ZDV ‘%’D
AQDQFLDO VI\VWHP LQ (XURSH LQ ZIGLF
its “Action Plan: Financing Sustainable Growth” as &

SDUW RI D EURDGHU VHDUFK WR- FR@Q
AF HQYLURQPHQWDO (XURSHDQ SRO F
are threefold: &
Pz

UHRULHQWLQJ FDSLWDO ARZY WRZI
vestment in order to achieve sustainable and inclusive
growth;

PDQDJLQJ AQDQFLDO ULVNV VWHPP
change, resource depletion, environmental degrada-
tion and social issues; and

IRVWHULQJ WUDQVSDUHQF\ DQG OR:
cial and economic activity 12,

2https://ec.europa.eulinfo/business-economy-euro/banking-and- nance/sustainable- nance/overview-st
nance_en, consulted in 26/2/2021
12IEyropean Commission, Action Plan: Financing Sustainable Growth, 2018
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Achieving these three goals implies a complete change

LQ WKH SXUSRVH RI WKH AQDQFLDO V
to take an active part in achieving the Paris Agreement

and sustainable development goals.

With the European Green Deal as Europe’s plan to

make the EU’s economy sustainable, the importance

of aligning funding with Green Deal goals has in -

creased further in importance. This is the Commis -
VLRQ:-V ZD\ RI UHFRJQL]LQJ WHeM-VLJIQL
ed sustainable funding strategy “which aims to provide

WKH SROLF\ WRROV WR HQVXUH WKDW
supports the transition of businesses towards sustainability

in a context of recovery from the impact of the COVID-19
outbreak®® . This renewed strategy, to be made public

in the early months of 2021, can be seen as strategi
FDOO\ DOLJQLQJ WKH AQDQFLDO VHFW
“objectives of the European green deal investment plan, in
particular to creating an enabling framework for private
investors and the public sector to facilitate sustainable in
vestments??®

But what criteria make an activity sustainable for the

purposes of promoting sustainable activities and a su-

stainable economy? In order to respond to this que-

stion the EC worked with a set of experts to develop a
7TD[RQRP\ ZKLFK ZDV SXEOLVKHG LQ WK
of the European Union on 22 June 2020 and came into

force on 12 July 2020.

2https://ec.europa.eulinfo/publications/sustainable- nance-renewed-strategy_en, consulted in 26/2/2021
2idem



The EU Taxonomy on sustainable activities

$V ZH KDYH VHHQ VXVWDLQDELOLW\ L
is bound up with integrating ESG factors into risk as -
sessment and product development decisions. Given

this, it is important that the environmental, social

and governance goals that economic activities have

to align with in order to be recognized as sustainable
VKRXOG EH GHAQHG

7KH (& VHW WKLV SURFHVV LQ PRWLRC
vironmental goals that a sustainable economic acti

vity must be aligned with in order to be considered
VXVWDLQDEOH 7KLV GHAQLWLRQ LV VI
2020/852 of 18 June 2020 on the establishment of a fra
mework to facilitate sustainable investment, and its

-]
amendments. Also known as the EU Taxonomy, this g
UHJXODWLRQ VHWVY XS D FODVVLAFDW|
a list of environmentally sustainable economic activi - E
ties. u

=z

o
Article 3 of this regulation explicitly sets down the cri - =
teria for environmentally sustainable economic activi - g

ties, stating that an economic activity shall qualify as
environmentally sustainable where it:

t FRQWULEXWHYVY VXEVWDQWLDOO\ WR
ronmental objectives;

t GRHVY QRW VLJQLAFDQWO\ KDUP DQ\
tal objectives;

t LV FDUULHG RXW LQ FRPSOLDQFH ZL'
guards laid; and
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¥ F R PeS with the technical screening criteria establi-
shed by the Commission.

In other words, an environmentally sustainable activi -
ty must contribute substantially to one or more of the
following six environmental objectives, without signi -
AFDQWO\ KDUPLQJ DQ\ Rl WKHP

f FOLPDWH FKDQJH PLWLJDWLRQ

f FOLPDWH FKDQJH DGDSWDWLRQ

f WKH VXVWDLQDEOH XVH DQG SURWH!|
rine resources;

f WKH WUDQVLWLRQ WR D FLUFXODU H
I SROOXWLRQ SUHYHQWLRQ DQG FRQW
f WKH SURWHFWLRQ DQG UHVWRUDWL
ecosystems.

$V UHJDUGV WKH AUVW WZR REMHFWL
adaptation — the Technical Expert Group (TEG) on s
VWDLQDEOH AQDQFH SXEOLVKHG LWV
taxonomy in March 2020. The report contains recom-
mendations relating to the overarching design of the

EU taxonomy, as well as implementation guidance on

KRZ FRPSDQLHYV DQG AQDQFLDO LQVWI
disclose in relation to it. A technical appendix was also

produced setting down detailed criteria for 70 climate

change mitigation and 68 climate change adaptation
DFWLYLWLHVY LQFOXGLQJ WKH FULWH
cant harm to other environmental objectives.



The taxonomy within EU funding

The taxonomy has become the central regulation un
derpinning all future funding by the EU and its mem -
ber states. In fact, the Europe’s moment: Repair and
Prepare for the Next Generation document published
LQ WR VXSSRUW UHFRYHU\ DQG
cial support post Covid, reads that “The EU sustainable
AQDQFH WD[RQRP\ ZLOO JXLGH LQYHVYV
ry to ensure they are in line with our long-term ambitions.
This will be supported with a Renewed Sustainable Finance
Strategy later this year. To ensure environmental and so
cial interests are fully embedded into business strategies, the
Commission will put forward a new initiative in 2021 on
sustainable corporate governaniég‘in fact, the Recove
ry and Resilience Facility explicitly states that national
recovery and resilience plans should:
- devote at least 37% of total expenditure to investment
and reform supporting climate objectives;
- devote at least 20% of total expenditure to digital
transition;
- contribute to strengthening member states’ growth
potential, job creation and economic, institutional and
social resilience;

QRW VLIJQLAFDQWO\ KDUP WKH HQYLL

NEXT GENERATION EU

%\ LQFOXGLQJ "QRW VLJQLAFDQWO\ KD
as a criteria for allocating capital in the national reco-
very and resilience plans, the EC is stating that projects
UHFHLYLQJ VXFK IXQGLQJ PXVW QRW
any of the six environmental objectives referred to
above'?, In so doing, the EC is contributing towards

12 uropean Commission, Europe’s moment: Repair and Prepare for the Next Generation (2020)
125To better understand read Article 17 of the Regulation (EU) 2020/852
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mainstreaming sustainable funding in an exemplary
manner.

7KH WD[RQRP\ ZLWKLQ WKH AQDQFLDO

$SSO\LQJ WKH WD[RQRP\ WR WKH (XI
sector has prompted major challenges for banks: new
languages, new risks, new reporting obligations and,

soon, new capital requirements implications.

7KH AUVW FKDOOHQJH LV DVVRFLDWH
2019/2088 published on 27 November 2019 on sustai
QDELOLW\ UHODWHG GLVFORVXUHV L
sector, which "OD\V GRZQ KDUPRQLVHG UXC
PDUNHW SDUWLFLSDQWY DQG AQDQFLI
with regard to the integration of sustainability risks and

the consideration of adverse sustainability impacts in their
processes and the provision of sustainability related-infor
PDWLRQ ZLWK UHVSHFW Under thiQB-QF LD O
JXODWLRQ D VHW RI AQDQFLDO PDUNH
in Article 2 are required to post information on their

websites regarding their policies on the integration

of sustainability risks into their investment decision
PDNLQJ SURFHVV DQG AQDQFLDO DGYL
post information on their websites regarding their po -

licies on the integration of sustainability risks into their
investment or insurance advice. This regulation also
VWDWHY WKDW AQDQFLDO PDUNHW SD
advisers are to include information in their remunera -

tion policies regarding how these policies align with

the integration of sustainability risks, and post that in -
formation on their websites. This regulation came into

1200f cial Journal of the European Union, REGULATION (EU) 2019/2088, on sustainability related disclc
nancial services sector (2019)



force on 10th March 2021 and the level of disclosure
required is expected to increase gradually.

7KH QH[W JUHDW FKDOOHQJH IRU WK
bound up with the potential existence of ‘green sup -
porting’ or ‘brown supporting’ factors for banks.

This means that bank and insurance prudential ra-

tios and capital requirements can be linked up with

their portfolio alignment with the taxonomy, i.e., with

how much of their lending contributes to the six envi -
ronmental goals expressed in the taxonomy. In order to
monitor this, banks will need to ask new and detailed
environmental (and later social and governance) data
information from their SME clients, enabling them to

rank their clients on their ESG practices and taxonomy
alignment. One of the main market failures in the su -
VWDLQDELOLW\ AHOG LV FXUUHQWO\ D
There is, therefore, an urgent need for access to ESG
LQIRUPDWLRQ IURP 60(V DQG WKH 6
cial support to help them implement ESG data repor -

ting systems internally, allowing them to respond to

the FI information request.

(\

NEXT GENERA®ON EU—

Conclusion

6XVWDLQDEOH AQDQFH LQ (XURSH D
SXUSRVH RI WKH AQDQFLDO VAVWHP
bon neutrality promotion goals, sustainable deve -

lopment goals and social inclusion. Achieving these

goals requires major changes to take place in the
FXOWXUH DQG SURFHVVHVY RI AQDQFI
these changes will be accelerated by a robust, inten

sive regulation.
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X
THE NEXT GENERATION EU IMPACT
ON SPANISH WELFARE STATE

Antonio O’'Mulloney

The welfare state

Under the abode of the welfare state, a new funding

package has been created by the European Union,
XQPDWFKHG ERWK LQ VL]H DQG LQ LW
to be implemented by both the Spanish central go-
vernment and its autonomous communities.

In accordance with orthodox academical thought and
the premises taught at almost every major economic
faculty the world over, the Encyclopaedia Britannica
GHAQHV WKH ZHOIDUH VWDWH DV D
in which the state or a well-established network of
social institutions plays a key role in the protection
and promotion of the economic and social well-being
of citizens. It is based on the principles of equality of
opportunity, equitable distribution of wealth, and pu -
blic responsibility for those unable to avail themselves
of the minimal provisions for a good life. The general
term may cover a variety of forms of economic and
social organization”.

Tn

NEXT GENERATION EU

6XFK DQ DSSDUHQWO\ VRPHWLPHV XQ
fosters the idea that it is the job of the state to act as a
fair arbiter, promoter and censor of its citizens’ social
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and economic decisions, revolving around an abstract

inability of those who are ruled and the special quali -

ty or decision-making capabilities of the welfare state.

7KLY RUWKRGR[ GHAQLWLRQ LV XQGRX
cal and ethical slippery slope, as we will see later.

,Q DGGLWLRQ WKLV GHAQLWLRQ IDLO
the levels of “those unable to avail themselves” and

WKH GHJUHH RI JRYHUQPHQW LQWHUY|
market, a welfare state or a totalitarian state. Where do

the boundary lines lie? In economic matters? In social
PDWWHUV" ,Q PDWWHUV RI WKRXJKW"
categories?

Many thinkers are critical with the concept of the wel -
fare state, the consequences of their policies and, to an
even greater extent, its progressive growth in recent
decades. From its intended temporary inception, social
support has become permanent and grown in extent,
and the stratum of the population deemed “unable to
avail themselves” has progressively widened.

Historical overview of the welfare state

In Spain, the main welfare state institution is social se-
curity — with origins dating back to the second half of

the 19th century — whose purpose is to manage the he
alth, pension and unemployment systems. It is taking
a leading role in the implementation of measures in
relation to the Coronavirus crisis.



Two of the best-known global examples of welfare

programs and packages, historically, are the responses

to the Great Depression of 1929 (New Deal) and the
AQDQFLDO FULVLV RI 7TKHVH WZR V
features and, also, with the current response to the Ca

vid crisis. The New Deal was applied in the USA and

inspired similar action worldwide. It focused on the

now well-established Keynesian narrative of public

works, housing and farm programs, but also imple -
PHQWHG EDQNLQJ PRQHWDU\ DQG A\
response to the crisis of 2007 was global and focused
VSHFLAFDOO\ RQ UHIRUPLQJ WKH EDQ
relationship to the earlier housing market boom and

crash.

The NextGenerationEU funds are taking a similar ap -

proach to the Covid crisis. Will it help with recovery? E
Special relief programs have had controversial conse )
TXHQFHV ZKLFK DUH GLIAFXOW WR DV
parallel universe to use as a yardstick. g

1]
For example, economist Thomas Sowell has been cFi ,(;r)
tical of the New Deal: “those who think that the stock E

market crash in October 1929 is what caused the huge
unemployment rates of the 1930s will have a hard time
reconciling that belief with the data in that table”, and,
also in relation to the 2007 housing boom which he bla-
med on the institutions in charge of ensuring their in -
tegrity (Fed or Freddy Mac). The pattern is consistent.
As of 2021, Spain has still not fully recovered from the
2007 crisis and stimulus packages (i.e., Plan E) have
been central to this failure.
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Unlike the welfare programs of the past, the focus of
the NGUE is not solely economic issues, but also va
lues, as set out in the United Nations’ 2030 Agenda for
Sustainable Development.

Philosophical implications of the welfare state

At the core of the welfare state lies the belief that if
the market is not doing what we wish it to do, it is
reasonable to automatically assume that governments
would do better. Obviously, there is a grandiosity
problem here. First, the belief that we know what the
market/economy should do and, subsequently, that
we are capable of doing it. No matter how badly plans
and programs perform, they are not judged by their
fruits, results and social prosperity but by their inten -
tions. For, again, there is a grandiosity problem, the
goal of policies being to feed the self-righteousness of
those who promote them.

The socioeconomic implications of the welfare state
versus the free market

NEXT GENERATION EU

As Sowell would say, “the welfare state is the oldest
con game in the world. First you take people’s mo-
ney away quietly and then you give some of it back to
WKHP ADPER\DQWO\u

As compared to the free market, the welfare state’s
ODFN RI HIAFLHQF\ LV JODULQJ-LQ PD
rates endless taxes and regulations, a group of people
ZKR SURAW IURP DOORFDWLQJ VXFK Ul
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people who get trapped in the subsidies and whose

personal independence and responsibility are corre-
spondingly diminished. But the welfare state may well

KDYH D EHQHAFLDO UROH WR SOD\ LG
as its real objective is the implementation of short-

term programs and emergencies used as excuses with

which to erode our liberties and rights.

NextGenerationEU goals

It is foolish to judge policies, programs and packages
by their intentions rather than by their results. But this

chapter will cite the mooted objectives and directions

of NextGenerationEU without no critical assessment.

The largest stimulus package ever

To help repair the economic and social damage caused
by the Coronavirus pandemic, the European Commis-
sion, the European Parliament and EU leaders have
agreed on a recovery plan that will lead the way out
of the crisis and lay the foundations for a modern and
more sustainable Europe. The EU’s long-term budget,
coupled with Next Generation EU, a temporary instru -
ment designed to boost recovery, will be the largest sti-
mulus package ever funded through the EU budget.
A total of 1.8 trillion euros will help rebuild a post-
Covid-19 Europe and make it a greener, more digital
and more resilient place. The new long-term budget
ZLOO LQFUHDVH AH[LELOLW\ PHFKDQLV
the capacity to address unforeseen needs. It is a budget

AW QRW RQO\ IRU WRGD\-V UHDOLWLHYV

NEXT GENERATION EU
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uncertainties.

The last step in the adoption of the next long-term
EU budget

To alleviate the economic effects of the Covid-19 pan

demic, the EU has launched the Next Generation EU

program with the aim of boosting economic growth in

member states. The Spanish government has already
LQFRUSRUDWHG D AUVW SKDVH RI WKH
26.6 billion euros, into its General State Budget (PGE)

for 2021.

Total consolidated expenditure on the 2021 PGE will

reach 550.5 billion euros, an amount that, excluding

WKH AUVW WUDQFKH RI (XURSHDQ IX
growth of 13.6 per cent, as compared to the amount
allocated to the budgets of the previous year. Howe-

ver, if the liquidity generated by the Next Generation

EU recovery mechanism is integrated, the increa

se will rise to 19.4 per cent over 2020. Over the next

three years (2021-2023), Spain may receive transfers

from the Next Generation EU program amounting to

a maximum of 71.6 billion euros, through two major
investment instruments: the Recovery and Resilience
Mechanism (MRR), which, together, will bring in up

to 59.2 billion euros, and React-EU, which will add up

to 12.4 billion euros. In the 2021 PGE, the government

expects to collect 24.2 billion euros from the MRR and

another 2.4 billion euros from the React-EU fund, up to

D WRWDO SURSRVHG AJXUH RI - ELOC
an aid. Thus, 37.1 per cent of the total Next Generation



EU funds set aside for Spain will be invested next year.

The distribution of funds in the national budget

The channelling of the investments making up Next
*HQHUDWLRQ (8 KDV DOUHDG\ EHHQ GF
side (24.2 billion euros), these will be channelled into

an expansion of the PGE spending ceiling for 2021 wi
WKRXW LQFXUULQJ D GHAFLW DQG ZLC
gh the various ministries. Meanwhile, the React-EU

(2.4 billion euros) budgetary funds will be channelled

through the Pluriregional Operational Program of

Spain (POPE) and managed directly by the Ministry of
+HDOWK ,W VKRXOG EH FODULAHG WKI
lion euros of React-EU will be implemented between
2021 and 2022, but will not be included in the national
budget.

Resources from European funds will not all be central-
ly used. Of the 24.2 billion euros of the MRR computed
in the 2021 PGE, 55 per cent will be managed by the
state (13.4 billion), while 45 per cent (10.8 billion) will
go to the Autonomous Communities. Of the 10.8 bil -
lion euros that will be managed by the Autonomous
Communities, some 4.3 billion euros have already
been regionalized including the substantial funds al -
located to the regions of Andalusia (702 million euros),
Catalonia (596 million euros), Madrid (461 million eu -
ros) and Valencia (414 million euros).

For now, of the React-EU funds — which will amount
to 12.4 billion Euros between 2021 and 2023 — 20 per
cent will be managed by the state (the 2.4 billion euw-

NEXT GENERATION EU
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ros which form part of the 2021 national budget). The
remaining 80 per cent (10 billion euros) will be admi -
nistered by the Autonomous Communities, within a
process that will include the regional operational pro -
grams of each one of these.

The distribution of funds by individual ministries

It is worth analysing the weight of the allocation of the

Next Generation EU funds by ministerial area within

the 2021 national budget in detail. The distribution of -

IHUV FOXHV DV WR ZKLFK VHFWRUV ZL
when disbursing resources and where the opportuni -

ties for development lie.

The Ministry of Environmental Transition will be as -
signed 28 per cent of the total resources (6.8 billion
euros), focusing on the deployment of the renewable
generation park, the promotion of electricity networks
and an expansion in storage. Meanwhile, the ministe-
rial area of Transport, Mobility and Urban Agenda will
be assigned 21 per cent (5 billion euros), which will
be allocated to housing renewal, sustainable mobility
plans and associated infrastructure. 15 per cent (3.7
billion euros) of European funds have been allocated
within the national budget for the Ministry of Econo -
mic Affairs and Digital Transformation with the mo -
ney mainly being spent on digitization of the produc -
tive fabric, the promotion of digital connectivity and
the digitization of the public administration. The re -
maining resources will be allocated to Education and
Vocational Training (8 per cent), Industry, Commerce

NEXT GENERATION EU
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and Tourism (7 per cent), Labour and Social Economy
(5 per cent), Science and Innovation (5 per cent) and
Social Rights and the 2030 Agenda (4 per cent).

The distribution of funds by individual area of re -
covery

The government’s plan includes critical investment
areas that are included in the national budget for 2021
and will determine some of the MRR and React-EU
funding items for next year. Access to housing and
encouraging building will account for about 1.7 bil -
lion euros, 6.2 per cent of the total European aid fund
within the 2021 national budget. 2.9 billion Euros will
be set aside for the public health system, 11 per cent
of total European expenditure. Energy and Industry )
ZLOO DOVR EH VXEMHFW WR VLJQL/‘!Q:D
5.6 billion euros (21.1 per cent of the total allocated for
2021). Resilient infrastructure and ecosystems, as well
as digitization, research and development will account
for about 18 per cent of the total resources of these fun
ds - more than 4.6 billion euros, respectively.

NEXT GENERATIO

These funds — an exceptional recovery instrument
approved by the European Council — consist of two
fundamental pillars: the Mechanism for Recovery and

Resilience (MRR), designed to fund projects promo-
ting economic regeneration through sustainability and

digitization, endowed with 672.5 billion euros and RE -
ACT EU, endowed with 47.5 billion euros and desig -
ned to strengthen the welfare state (education, health
and social policies).
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However, European aid money will be late in arriving

and there may be delays. For this reason, in the natio

nal budget for 2021, the government has already in-
FRUSRUDWHG D AUVW LWHP RI WKHVH
26.6 billion euros. The distribution of this sum among

the different ministerial areas offers clues as to which
VHFWRUY ZLOO EH DFFRUGHG WKH PR\
comes to disbursing resources. The Ministry of Envi-
ronmental Transition, which will account for 28 per

FHQW RI WKH WRWDO ELOOLRQ HXL
will focus on the deployment of the renewable gene -

ration park, the promotion of electricity networks and

their storage. In second place, the ministerial area of
Transport, Mobility and Urban Agenda will assign 21

per cent (5 billion euros) to housing renewal, sustaina-

ble mobility plans and associated infrastructures.

In addition, the Ministry of Economic Affairs and Di -
gital Transformation has been allocated 15 per cent of
the budget (3.6 billion euros) to be mainly spent on
the digitization of the productive fabric, the promo -
tion of digital connectivity and the digitization of the
public administration. The remaining resources will
be shared out between the various ministerial areas:
Education and Vocational Training (8 per cent), Indu -
stry, Commerce and Tourism (7 per cent), Labour and
Social Economy (5 per cent), Science and Innovation
(5 per cent) and Social Rights and the 2030 Agenda (4
per cent)



What is special about the NextGenerationEU funds?

The special features of the NextGenerationEU funds

Both in quantity and quality terms, the NextGenera -

tionEU funds are historically unprecedented, with

the EU issuing European sovereign bonds to allocate

grants and loans to its member states and paying the

se off by generating its own resources through direct
WD[DWLRQ FRQVLGHUHG WKH AUVW V
integration. Quantitively, the 1.8 trillion euros sum

speaks for itself.

Unlike the concrete great public works of the New
Deal, in qualitative terms the stimulus revolves around
the sustainable goals of the UN’s 2030 Agenda. These
JRDOV DUH QRW HDV\ WR GHAQH DQ
ating a problem in order to implement a prefabricated
solution to it (i.e., the Covid crisis). Oddly enough,
while the crisis caused by the measures adopted to tae
kle Coronavirus — unsuccessfully in the health catego-
ry — have increased unemployment, destroyed small
businesses and decreased GDP, the NGUE is particu
larly well-suited to the UN'’s goals and leaves real and
necessary economic problems in the background.

-
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Are the NextGenerationEU funds an expression of the
welfare state?

As the NextGenerationEU stimulus is strongly lin -
ked to the UN’s 2030 Agenda for Sustainable Deve
ORSPHQW LW PDNHV VHQVH WR AUVW
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this is an expression of the welfare state. From a tradk

tional welfare program standpoint, it is not. From the
YLHZSRLQW RI WKH DPELJXRXV RUWKR
JURP D FODVVLFDO HFRQRPLF $XVWUL
ning the welfare state as a covert way of implementing
VRFLDOLVP LW LV GHAQLWHO\ DQ H[S
of the welfare state.

Will the stimulus help those who need it the most?

As has been previously seen in Spain with the distribu -

tion of other packages of help, within the framework

of the Covid crisis the correct implementation and al -

location of the NextGenerationEU funds poses seve

ral questions. For example, the collapse of the Public
Employment Service due to an increase in temporary
XQHPSOR\PHQW KDV FDXVHG WKH DOO
aid to be delayed. Since the crisis began, banks have
DGYDQFHG XQHPSOR\PHQW DQG RWKHL
week of each month.

$V RI )HEUXDU\ RIAFLDO XQHPSOF
Spain are extraordinarily unclear, but there are signs

that they may be some of the highest ever recorded

with more than 200,000 businesses having closed and

tourists numbers plummeting by 77 per cent, and the

national institute of statistics has calculated a drop in

GDP of around 11 per cent. In view of this, it is even

more surprising to see relief funds focusing on such an

array of “sustainable” goals.

All in all, the Covid crisis seems to be a never-seen-



before opportunity to implement the welfare state’s
old goals, a method for transforming the market eco-
nomy into a socialist one, step by step, as Ludwig von
Mises would say, or the wolf in sheep’s clothing on
the coats of arms of the Fabian Society tacitly declares.
These steps are clearly set out in the UN Sustainable
Development Goals. Accordingly, the World Economic
Forum has indeed acknowledged that the Covid crisis
is an opportunity for a ‘great reset’ in the economy.

The NextGenerationEU funds cannot be considered in
isolation from other global issues. The possibility (and
perils) of a global standardized system implemented
E\ PHDQV RI LQADWLRQ VRFLDO
gnation, high taxation, enormous bureaucracy, high
unemployment rates, bribery and pro-government
propaganda is quite real. Stimulus packages play a
key role in this process, and this is enhanced by the
fact that the stimulus is experimental in its goals and
unmatched in size.

Particularly when it comes to Spain, experience warns
us that the implementation of new relief programs
conceals ailments that exacerbate the country’s strue
tural problems. NextGenerationEU will likely create a
similar situation to that generated by the aforementio -
ned Plan E a decade ago: more state dependence.

If there is a state raison d’etre, it is to give individuals
the opportunity to set themselves free. An eagerness
to help citizens, beyond the freedom framework, is al -
most always a covert way of ruling over them.

EHQI
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Xl
AGEING, EMPLOYMENT
AND THE GENERATION DIVIDE

Fernando Mendes and Anna Sepulveda

The current pandemic surge will continue through
WKH AUVW WULPHVWHU RI DQG Wk
decided by the Portuguese authorities in mid-January
will linger on, delaying recovery with the economy
expected to return to growth much later this year. Bu -
sinesses providing face-to-face services or relying on
crowded workplaces and customer areas have been
worst affected and businesses in the travel, hospitali-
ty, restaurant, sale of non-essential goods and events
and cultural services sectors will see a further drop in
earnings. New furloughs, reduced worktime and lay-
offs are in place, following the 2020 pattern, as Chart
1 shows'?, although unemployment is expected to be
hit hardest.
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Chart 1 — Employment-income loss (% on 2019) by transition from
employment

2Charts 1-3 and 5 were taken from EU, Employment and Social Developments in Europe, December 20



During the current pandemic wave, lockdown and

paid absence has been renewed but, at some point in

time there will be a reckoning, at which point some

Rl WKH PRUH LQGHEWHG AUPV PD\ QR
ratoriums on bank loans cease, competition becomes
AHUFHU DQG PDUNHWY UHFRYHU DW D

The loss of income will primarily affect low and me -
dium-income households, in line with the effect of the
2020 pandemic waves (Chart 2), but possibly have a
more pronounced effect.
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Chart 3 - Employment-income losses (% over 2019) by age bracket
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If imbalanced long-term impacts of Covid-19 across
generations are to be avoided, short- and long-term
policies to foster employment and promote social in -
clusion must be implemented in conjunction, to tackle
important structural issues, such as population ageing,
the productivity gap and digital and green economy

transitions in addition to the immediate needs of the

more vulnerable to the present health crisis.

Current policies

Since the 1990s, the labour market and social policies
adopted by successive governments have aimed to
counter some of the consequences of the technological
catch-up the Portuguese economy has been subjected
to within the European single market. These policies
have provided effective short-term safety nets for fa-
milies and businesses affected by unemployment.

In the medium- and long-term, competition within the
single market increased the demand for technological-
ly sophisticated labour and the country’s education
and professional training systems proved unable to
meet the challenges involved in mass skill upgrades
and had to undergo thorough and lengthy reform.
Structural long-term unemployment hit the older la -
bour force and early retirement schemes had to be
extended in order to ease the costs borne by the unerm
ployed and their households. As the social security
pensions system was already being hit by fast-ageing
demographies, further concerns over its sustainability
emerged.

In this context, new active policies were designed, tar-



JHWLQJ VSHFLAF JURXSV DW ULVN RI S
OHDQV WHVWHG XQHPSOR\PHQW EHQH
income allowances were provided to at risk indivi -

duals and households, linked to mandatory tailor-ma -

de inclusive programs of professional training, educa -

tion, and rehabilitation.

Table 1 shows the current weight of the various cur-

rent labour market policies (LMP), measured by 2018
expenditure expressed as a percentage of GDP, for a

select group of EU member states. Passive supports

(income maintenance and early retirement) are com-

pared to active measures and to total labour market
spending in Portugal, Italy, Germany, Spain and Swe-

den. There is an evident gap between Northern and

Southern Europe, with the former showing no recent

use of early retirement schemes and lower spending 5
RQ XQHPSOR\PHQW EHQHAWY 3RUWX\
XVHU RI HDUO\ UHWLUHPHQW VWHBP!
achieving mass low skilled human resource upgrades.
Table 1 —Passive and active labour market policies ex
penditure as % GDP (2018)

Regions Out-of-work Early retirement Active LMP Total LMP
income measures*® expenditure

NEXT GENERATITN

Portugal 0.612 0.358 0.303 1.310
Germany 0.697 0.000 0.246 1.040
Ttaly 1.143 0.007 0.360 1.531
Spain 1.425 0.022 0.552 2.150
Sweden 0.465 0.000 0.825 1.540

*Training, employment incentives, supported employment and
rehabilitation, direct job creation, start-up incentives.

Source: EU, Labour market policy Expenditure and participants, Dat
2018
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Educational reform has progressed, albeit at a slow

SDFH DV 2(&' LQGLFDWRUV IRU FRC
T Rl DOO XSSHU VHFRQGDU\ YVWXGH
tional education and training (VET) programmes in

Portugal, below the OECD average of 42%;

T Rl WKH DJH EUDFNHW KDV WH
TXDOLAFDWLRQV LQ 3RUWXJDO -FRPSD
ge across OECD countries;

¥ WRWDO LQYHVWPHQW SHU VWXGHQW
institutions was USD 10 220 as compared to USD 11

231 on average across the OECD countries (in aggre

gate terms, 5.2% of GDP, compared to 4.9% on average

across the OECD countries);

¥ WKH SURSRUWLRQ RI WKH SRSXODWL
cket with a vocational upper secondary or post-secon-

GDU\ TXDOLAFDWLRQ LV RQH RI WKH Ol
%, rank 31/34);

¥ WKH SHUFHQWDJH RI WKH SRSXODWL
cket with a BA or equivalent tertiary education degree

is one of the lowest in the OECD (7 %, rank 38/46);

¥ XSSHU VHFRQGDU\ RU SRVW VHFRQ
education levels in the 55-64 age bracket is one of the

lowest in the OECD (15.4 %, rank 39/44).

Professional training was enhanced within the fra -

mework of renewed state employment services and

QHZ WHFKQRORJLFDO FHQWUHV IRU V
public-private partnerships and EU funding.

Since 2000, the public pensions system has been throu
gh several parametric adjustments designed to help
LW FRSH QRW RQO\ ZLWK WKH AQDQFL



tirement but, more importantly, with the fast pace of

population ageing. Since 2007, the legal age for retire

ment (previously, 65 years) has been linked to changes

in life expectancy at the age of 65 (in 2021, it has been

set at 66 years and 6 months) while early retirement
requirements have become more stringent. Pensions

KDYH EHHQ LQGH[HG WR LQADWLRQ D
SHQVLRQHUV ZLWK WKH ORZHVW EHQF
active and healthy ageing policies have been under
discussion and some have been implemented within

the government’s new Strategy for Active and Healthy

Ageing (2017-25).

Structural issues

As compared to Northern member states, the South of

Europe is ageing faster, a process that has been dri

ven by sudden large drops in birth and death rates (i.e.

child mortality). As important gains in life expectancy

at birth and old age have been achieved, demographic

ageing has accelerated. This has become an important

structural issue for societies across Southern Europe,

as trends are expected to overtake earlier ageing ex

periences in Northern Europe by 2050, with Portugal

featuring as one of the fastest ageing member states:
",WDO\ ZLOO EH WKH AUVW WR UHDFK

2028, followed by Portugal in 2032 and Greece in 2036.

Indeed, in 2050 Portugal is projected to have the oldest

average age in the EU-28, at 52.6 years, with Italy just

behind at 52.2. In 2070, the two countries with the hi-

ghest average ages will be Portugal and Croatia (both

with 53.6)28."

NEXT GENERATION EU

2Fyropean Parliament, Demographic Outlook for the European Union 2020
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As shown in Table 2, by 2070, 35.4 % of the Portuguese
population will be 65 or over, the largest proportion
across the EU, and a large drop in the 15-64 population
bracket will have occurred *°,

Table 2 — Population breakdown by age-group, 2016
and 2070

16 2070

©14) (5-64) (65+] 80+) (©-1a) (15-64) 651) 80+)

BE 17.0% 18.4% 5.5% 15.9¢ 8.0% 26.2° 10.6%
BG 14.0% 65.4% 20.6% 4.7% 14.0% 55.1% 30.9% 14.7%
cz 15.5% 65.9% 18.6% 4.0% 14.7% 57.0% 28.3% 13.3%
DK 16.8% 64.3% 18.9% 4.3% 15.5% 56.3% 28.3% 10.6%
DE 13.2% 65.7% 21.1% 5.9% 13.9% 55.3% 30.9% 13.3%
EE 16.1% 64.7% 19.2% 5.2% 14.7% 55.9% 29.4% 13.9%
I 22.2% 64.4% 13.4% 3.1% 17.0% 58.7% 24.2% 11.2%
EL 14.4% 64.2% 21.4% 6.6% 12.3% 53.8% 33.9% 16.6%
Es 15.1% 66.0% 18.9% 6.1% 16.3% 57.1% 26.6% 12.8%
R 18.4% 62.6% 19.0% 5.9% 17.1% 57.3% 25.6% 10.8%
HR 14.6% 66.0% 19.4% 4.9% 13.2% 55.6% 31.2% 13.0%
I 13.6% 64.3% 22.1% 6.7% 12.6% 54.5% 32.9% 14.6%
(=1 16.1% 68.7% 15.3% 3.4% 11.4% 55.1% 33.6% 14.0%
w 15.4% 64.9% 19.8% 5.1% 15.4% 55.0% 29.6% 15.0%
LT 14.7% 66.1% 19.2% 5.4% 14.7% 55.8% 29.6% 13.9%
w 16.4% 69.3% 14.3% 0% 14.9% 57.2% 27.9% 11.1%
HU 14.5% 67.1% 18.5% 4.3% 14.9% 56.0% 29.1% 12.3%
MT 14.3% 66.4% 19.3% 4.2% 14.5% 54.9% 30.6% 13.3%
NL 16.4% 65.3% 18.3% 4.5% 15.7% 56.8% 27.5% 10.6%
AT 14.3% 67.2% 18.5% 5.0% 13.8% 55.8% 30.4% 12.4%
PL 15.0% 68.7% 16.3% 4.2% 13.1% 53.6% 33.3% 16.2%
PT 14.0% 65.1% 20.9% 6.0% 11.9% 52.7% 35.4% 15.7%
RO 15.3% 67.1% 17.6% 4.3% 15.5% 55.3% 29.2% 13.5%
st 14.9% 66.4% 18.7% 5.0% 14.9% 56.7% 28.5% 13.5%
sk 15.3% 70.0% 14.7% 32% 14.2% 54.7% 31.1% 14.3%
FI 16.3% 63.0% 20.7% 5.2% 14.7% 56.1% 29.2% 12.2%
SE 17.5% 62.7% 19.8% 5.1% 17.2% 57.8% 25.0% 10.1%
UK 17.7% 64.4% 18.0% 4.8% 15.9% 57.6% 26.5% 10.7%
NO 17.8% 65.7% 16.5% 4.2% 15.7% 57.3% 27.0% 10.7%
EA 15.2% 64.8% 20.0% 5.9% 14.9% 56.0% 29.0% 12.7%
EU* 15.5% 65.2% 19.3% 5.4% 15.0% 56.2% 28.8% 12.5%
EU27 15.2% 65.3% 19.5% 5.5% 14.9% 55.9% 29.2% 12.9%

Source: EC-AWG2018 - “The 2018 Ageing Report. Economic and
Budgetary Projections for the EU Member States (2016-2070)”,
European Economy, Institutional Paper 079

The pressure upon the pensions system will be unsu-
stainable under current eligibility rules and pay-as-
you-go funding (Chart 4).

2Revised projections by the EU’'s Ageing Working Group (AWG2021), taking 2019 as the base year, pr
negative view of ageing in Portugal: by 2060 the 65 and over will account for 33.4% of the population. Thi
just as challenging to the sustainability of the pensions system as the previous AWG2018 forecast, howey



RATION EU

Revenue (mostly from social wage contributions) ExpendituréJZJ
De cit (surplus) o
Source: Social security pensions sustainability analysis (staff dcneu-

ment accompanying the 2021 State Budget Law) %

'"HAFLWV ZLOO ULVH DQG SHDN DW R
the current fund — the Social Security Stabilization
Fund - will have been used up by 2045. Discussions
on supplementary tax revenue and additional incenti -
ves to delay the retirement of the older active popula-
tion has been underway for some time. Nevertheless,
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additional incentives to delay the retirement of older
workers must be balanced with the employment pro -
spects of the younger generations, in order to contain
the generational divide.

The pandemic has increased the number of NEETs
across the EU. As compared to Northern Europe, Sou
thern Europe has a higher proportion of NEETSs in the
young cohorts (Chart 5). Whilst Portugal’s position is
intermediate, job creation and more effective labour
market entry incentives for the young should not be
put off. Additional increases in the effective age of reti -
rement for the older generations may further jeopardi -
ze the social and professional integration of the lower

skilled NEETSs.

NEXT GENERATION EU

Chart 5 — Young people aged15-24 neither in employment nor in
education and training (NEET) in the EU
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Chart 6 shows employment rates the over-65s by ger
der across the EU, accounting for 8.1 % of men in this
age group in 2019, more than double the correspon
ding share recorded amongst older women (3.9 %).

ATION EU

Chart 6 - Employment rates for the elderly (65 years and over) ﬁ‘y
gender in the EU (2019)

Source: EU, Ageing Europe - statistics on working and moving fﬁto
retirement, 2020.

NEXT

The highest employment rate for men aged 65 years or
over was recorded in Ireland (17.3 %), followed closely
by Portugal (17.1 %), both with very high male over-65
employment rates and a very large gender gap, as com
pared to other member states. Given this gender gap,
the actual overall impact of the rising legal retirement

age should not be overstated. Chart 6 shows trends in
Portugal, for the long 1998-2019 period, for the over-
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65s employment rate, compared to the 15-64 age bra
cket. The former was quite stable at around 20% in the
2002-2010 period and decreased in 2011-2015, during
the economic adjustment period. From 2015 onwards
it stabilized at a much lower level, slightly over 10%,
whereas the employment rate for the 15-64 age bracket
increased by 10 percentage points.

Chart 6 - Employment rates by large age brackets in Portugal
(1998-2019)
Source: INE, Statistical Yearbook, 2019

B3URJUHVYVY LQ HGXFDWLRQ DQG WUDLQLQ
WR RIIVHW WKH ODUJH ODERXU IRUFH V
OECD Economic Survey for Portugal reiterated: “The

skills of the population aged over 24 are lagging. Parti-

cipation in target lifelong learning opportunities to the

low-skilled, including by collecting lifelong learning acti -

vities are particularly modest for those with initially low

skill levels. (OECD Economic Surveys: Portugal, 2019).”



Longevity gains and active and healthy ageing

Portugal's substantial longevity gains since 2000 have
been driven by falling death rates from strokes and
ischemic heart disease. Life expectancy at birth increa
VHG E\ QHDUO\ AYH \HDUV EHWZHHQ
now slightly above the EU average (Chart 8).

Chart 8 — Life Expectancy at birth in the EU (2000-2017)
Source: EC, State of Health in the EU: Portugal, Country Healt
Prole, 2019

The ageing of the Portuguese population presents a
variety of features. There is a higher than EU avera
ge gender gap. Inequalities by educational level are
VLIQLAFDQW LQ WKH OLIH-H[SHF
se men with the lowest levels of education at age 30

ZDV DSSUR[LPDWHO\ AYH DQG D KDOI
that of those with the highest education levels, with

WKH FRUUHVSRQGLQJ AJXUH IRU 3RUW
less than three years. Levels of physical activity re-

main low compared to the EU average. Alcohol con-
sumption and levels of overweight and obese people

NEXT GENERATION EU
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are high, particularly among children. Around one

in six adults smoke every day, although the rate has
decreased since 2000 (EC, State of Health in the EU:
BRUWXJDO &RXQWU\ +HDOWK 3URAOH
pulation reports being in good health as compared to

most of the EU where two thirds of adults rate their

health positively, as shown in Chart 9.

Chart 9— How EU citizens rate their health
Source: EC, State of Health in the EU: Portugal, Country Health
Pro le, 2019

The Portuguese strategy for active and healthy ageing
2017-25 broadly follows the WHO life course appro-
ach to ageing (Chart 10).



Chart 10 — WHO public health framework for healthy ageing
Source: ENEIAS 2017 (Portuguese Strategy for Active and Heaﬁhy
Ageing, 2017-25)

This strategy comprises two major goals: (1) promo-
ting healthy lifestyles and health prevention; (2) achie -
ving better chronic disease management within the
National Health Service. Accordingly, policies for ac -
tive and healthy ageing target measures designed to
promote age friendly environments, healthcare and
long-term care best suited to maintaining high indivi -
dual capacities, and slowing down decline in the later
stages of the life cycle.

NEXT GENERATION

Besides access to healthcare, this strategy fosters action
engaging individuals in lifelong learning and training

DQG SURPRWLQJ KHDOWK AQDQFLDO |
with ageing also been seen as an important focus for
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urban policies promoting age-friendly contexts.

A number of programs and projects have been imple-

mented via the joint efforts of government and non-
SURAW LQVWLWXWLRQV VXFK DV WKH
and the Bissaya Barreto Foundation, to address ageing

issues in the context of active citizenship and age-

friendly environments.

Most corporate decision-makers remain under-com-
mitted to corporate age diversity management policies
in human resources and to sustaining intergeneratio-
nal fairness in employability and employment recruit -
ment. Part of the success of active and healthy ageing
policies in Portugal, as in other Southern European
countries, depends ultimately on new directions in
human resource management being taken.

Three main directions should be incentivized by cor -
porate leaders, public policy, academia and opinion
makers.

1. Renewed human resource management models for

AUPV

¥ 7TDNLQJ D EURDGHU DSSURDFK WR F
prove corporate performance by balancing the higher
technological skills supplied by younger workers with

the better human relations skills of older workers.

$JH AH[LEOH ODERXU FRQWUDFWYV W|
tional roles for older workers.
tf 1HZ UROHV IRFXVHG RQ HQKDQFLQ
mentor, coach and corporate volunteering enabling.



3. Reform of the social security system in order to pro-

YLGH PRUH HTXLWDEOH DQG VXVWDLQI

nerations and accord a wider role to complementary

pension schemes funded by corporations.

¥ ,Q DFFRUGDQFH Gréew Rapaf Kohl Ag8ing:

Fostering solidarity and responsibility between generations
&20 AQDO “2QH RI WKH ELJ L

debate on how to respond to ageing is intergeneratio-

nal fairness. The challenge is to maintain an adequate

level of social protection without putting an excessi -

ve burden on the shrinking working-age population

ZKRVH FRQWULEXWLRQV UHSUHVHQW

source for social systems.”

NEXT GENERATION EU
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Xl
JOBS. THE ACHILLES’
HEEL OF THE SPANISH ECONOMY

Juan Soto
The Spanish labour market today. Here we go again

The COVID-19 crisis has underlined the weaknesses

of the Spanish labour market once again. And just as

ZLWK WKH AQDQFLDO FULVLV ZKL
economy harder than those of neighbouring countri -

es—with the exception of Greece—it may have a per

manent impact on the labour market. To avert this,
appropriate management of the Next Generation EU

(NGEU) funds will be of the utmost importance for the
6SDQLVK JRYHUQPHQW DV LV H[HPSOL
this is one of the top priorities of the Parliamentary
Commission for Social and Economic Reconstruction.

To mitigate the negative economic effects of the core
navirus pandemic, Spain will receive 140,000 million
euros, of which 72,000 million will be non-refundable
aid covering the 2021-2023 period. Spain will receive
34,000 million euros in 2021 alone, distributed as fot
lows: 27,000 million in the 2021 national budget with
the rest going directly to the Spanish regions (autono-
mous communities). The challenge is enormous for a
number of reasons, however. Firstly, because Spain,
the fourth largest eurozone economy, has always had
an astonishingly high unemployment rate, which is

NEXT GENERATION EU
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not

Figure 1. Unemployment rate (%) in the EU. Dec 20
Source: Own from Eurostat data

fully explained by its considerably large shadow eco -
nomy. During the Great Recession, unemployment—
youth and long-term in particular—skyrocketed to
26.1 percent in June 2013. Although employment has
grown at an average annual rate of 2.4 percent since
2014, in December 2019—that is, just before the pan
demic—it was still very high (13.6 percent). As a re-
sult, Spain had not yet recovered from the previous
economic downturn when the pandemic hit, and
unemployment had increased further to 16.2 percent
by December 2020. According to the Spanish Ministry
of Labour and Social Economy, unemployment rose by
724,500 in 2020; that is, 23 percent as compared to 2019.
This rapid rise in unemployment contrasts greatly
with that of other EU member states as the EU average
unemployment rate in December 2020 was 7.5 percent

—around 16 million people—as Figure 1 indicates.

NEXT GENERATION EU
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Figure 1. Youth unemployment rate (%) in the EU. (the under 25s)
Dec 20
Source: Own from Eurostat data

And the alarming situation in the Spanish labour
market is particularly so when youth unemployment
(the under 25s) is considered. According to Eurostat,
in December 2020, the youth unemployment rate was
17.8 percent in the EU and 18.5 per cent in the euroze
ne. However, Spain had a youth unemployment rate
of 40.1 percent (see Figure 2). That is, an increase of
23.7 percent over 2019. In short, roughly one in eve
ry two Spaniards under 25 years of age is currently
unemployed. This is especially dramatic as it prevents
them from pursuing their life ambitions, having a fa -
mily, buying a house, saving, etc. Not to mention the
cost of their economic dependency on their parents or
the burden they constitute to the overall welfare state,
greatly hindering its sustainability in the medium and
long term.



Next Generation EU funds to the rescue. Free handout

or reforms needed?

It is precisely the sustainability of the “European mo -
del” and our welfare society that the NGEU funds aim
to protect. On October 7 2020, Spain’s Prime Minister,
Pedro Sanchez, presented the country’s Recovery, Tran
sformation and Resilience Plan (“Spain Can”) desig-
ned to access—or unlock—the resources of the NGEU
programme. He announced that this injection of funds
into the Spanish economy would create 800,000 jobs.
This has been corroborated to some extent by various
other organisations, such as the Madrid World Con -
struction Capital Association (MWCC). Promoted by
the Madrid City Council and with members including
more than 80 public and private entities, this organi -
zation has estimated that, if Spain manages to invest
these 27,000 million euros, over 300,000 full-time jobs
will be created in 2021 alone. In addition, the indirect
impact caused would amount to an additional 15,000
million euros of production and 147,000 extra jobs. Fi-
nally, the economic impact generated by the increase
in spending derived from the newly created salaries
would generate some 30,000 million euros more, resut
ting in a total of 730,000 jobs.

However, these European funds pose a considerable
challenge for Spain and elsewhere, as they are no free
lunch. On the contrary, the EU will get out of this eco -
nomic emergency via profound transformation or not
at all. This transformation will trigger substantial re -
form if the projects being put forward are to be imple -
mented and the funds made full use of.

NEXT GENERATION EU
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The Spanish economy is capable of creating 800,000
jobs within three years as more than 400,000 jobs were
created in Spain annually in the 2014-19 period. Ho-
wever, in contrast with past recovery, EU funds cannot
be spent on any type of investment but must be alig-
ned to the priorities set by the European Commission
which are, fundamentally, environmental transition,
the digitization of the economy and a more inclusive
and cohesive society. As a result, structural reforms
will be needed, and these will necessarily have more
medium and long-term effects than immediate ones.

The situation is therefore complex and thus far un-
resolved for Spain, as the reform package proposed
to Brussels by the Spanish Government—promoting
energy transition and investment in R&D, digital

transition and climate change, improving the manage -

PHQW RI SXEOLF AQDQFHV DQG WDFNC

challenges—was much criticised by the EU Commis-
sion, which stressed the urgency of substantial reform
LQ WZR VSHFLAF DUHDV ODERXU
However, the current government, a coalition go -
vernment, lacks consensus on these two. Furthermore,
the reforms attempted—following those that this go -
vernment has already passed—are contrary to what
seems to be needed today.

In March 2019 the Government passed an extension
in the length of paternity leave to 8 weeks from April

1, 2019, 12 weeks from January 1, 2020, and 16 weeks
IURP WKH AUVW GD\ RI PDNLQJ
ty leave today. Similarly, in 2020 the minimum wage

PD!

LW



increased by 5.5 percent over 2019, to 950 euros. A fur
ther increase to 1,000 euros a month in 2021 was plan
ned, but this has been put on hold as the government
seems to have understood that further increases
would only contribute to more jobs being lost. Never -
theless, despite this small—yet important—break, the
government is committed to repealing the labour law
reforms that the previous government (People’'s Par-
ty) approved in 2012 and whose outstanding results
should be evident to all by now. However, as we have
seen, it will be repealed® RU VXEVWDQWLDOO\ P
PDNH LW PRUH GLIAFXOW WR KLUH DQG
ber of social rights which constrain the employment
SRVVLELOLWLHV Ragé&ht yeémler@atégdH FLAF
ries, etc. It would therefore seem that short-term politi -
cal gain is taking precedence over long-term economic
stability and prosperity. The exact opposite of what
Spain needs today.

This approach also harms other much needed reforms
in Spain, such as striving to accomplish a greater de
gree of political stability and improving institutional
quality. The former consists of Spain’s need for a sta
ble and business-friendly foreign investment envi -
ronment, something that is hard to imagine today in
the light of some of the measures and statements ce
ming from a number of ministers, who have recently
argued for nationalising private companies in strate -
gic sectors (e.g. energy). A further element in this po-
litical instability is the never-ending Catalan question,
with civil unrest in Catalonia ongoing in its quest for
independence—and whose toll in terms of companies

NEXT GENERATION EU

13The reform plan that the Spanish Government sent to the European Commission in January does not
sage repealing the 2012 Labor Law reform but merely includes a number of minor amendments to it, agr
the two parties to the coalition government.
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AHHLQJ &DWDORQLD IRUHLJQ LQYHVW
UH HWF LV DO U HDAS favdsligeLsedondQ W
element is concerned, improving institutional quality,

this is not only an incentive for economic activity to
ARXULVK EXW DOVR DQ DEVROXWHO\
dition for the effective management of NGEU funds if

their impact is to be truly maximised.

A good performance by Spanish institutions and the

public administration as a whole is therefore absolu -
tely crucial, especially in light of Spain’s track record

on this front. This is underlined by the country’s ma -
nagement of the European funds covered by the last
Multiannual Financial Framework in 2014-20. By 2019
only a third—34 percent to be exact—of the 56,000 mit
lion available had been implemented. However, as the
IMF Fiscal Monitor indicates, countries with a more

effective public sector are capable of implementing a
larger proportion of the European funds allocated to -
them.

13The cost of Catalonia’s hypothetical independence was recently studied in a paper by EPICENTER
Fundacién Civismo. Available at: http://www.epicenternetwork.eu/publications/the-ecoromic-cost-of-cate
thetical-independence/ (last accessed February 10, 2021). However, there substantial economic damage
been done over the past few years by the independence movement.



Figure 3. Spain public sector effectiveness and degree of project
implementation in Europe

Source: CaixaBank Research, based on data from the IMF's Fiscal
Monitor in October 2020.

(2014-2020 expenditure relative to the European structure fundEéJ
assigned)

$V )LIXUH VKRZV 6SDQLVK SXEOL
middling and there is a great deal of room for improve -
ment. That said, it should be noted that the NGEU fun -

ds are substantially different from structural funds, as
WKH ODWWHU WHQG WR EH IRU YHUY V
PDNHV LW GLIAFXOW WR AQG HQRXJk
NGEU funds, by contrast, give national governments

a greater degree of choice over what to invest in, pro-

vided that the policies align with the objectives set out

by the European Commission — green transition, di-

gital transition, etc. In any case, an in-depth reform is

needed to enable Spain to demonstrate the agility re-

quired if it is to be able to present projects in the short

—NEXT GENERATION
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time frame set out and implement them once they are
granted.

The (good) way forward from here

6SDLQ ZLOO KDYH WKUHH EDWWOHV WI
most of the NGEU funds and not waste this important
opportunity for economic recovery and job creation.
First, short-run electoral gains must be put to one side
and replaced by long-term courageous decisions., In
WKH AHOG Rl WKH 6SDQLVK ODERXU PI
LPSOLHV QRW VHHNLQJ IXUWKHU KLUL
and postponing employment rights progress—e.g.,
maternity or paternity leave, minimum wages, etc.—
ZLWK WKHLU VLIQLAFDQW QHJDWLYH F

At the same time, as public mechanisms providing
subsidies come to an end, there is a serious danger that
the long drawn out Covid-19 crisis will trigger a wave

of corporate bankruptcies across the EU. And this is
particularly the case of the Spanish business landsca
pe, as 98 percent of it is made up of small and medium
size companies, accounting for 66 percent of all jobs.
These are the true employment creators but they are
FXUUHQWO\ LQ VHULRXV GLIAFXOW\ 7K
must thus not push through any measure that would
harm this weakened environment.

Secondly, the government must take action to rever-
se Spain’s past track record of being prevented from
PDNLQJ WKH PRVW RI (8 IXQGV E\ DQ 1
sector and sloppy management and supervision of



projects. A further challenge is coordinating the diffe -

rent levels of public administration—national, regional

DQG ORFDO3:DV WKLV LV RIWHQ KLJKO)
be improved, in the light of the fact that it is currently

estimated that around 50 percent of the funds could

be implemented by the autonomous communities. We

simply cannot afford to waste this opportunity.

This brings in a further element namely that, at such
an unprecedented moment, joint working between the
public and private sectors is more necessary than ever
before. For the NGEU funds to be a success and have
the greatest impact possible on the Spanish labour
market, private initiative must work in conjunction
with the public administration’s planning and imple -
mentation capacity.

This private-public joint working will also be of great
value when it comes to distinguishing between healthy
and so-called zombie companies. The latter refers to
FRPSDQLHV ZKRVH SURAWY FDQQR
costs, that is, what they earn does not even pay back
the interests on their debts. The fact is that the Spa
nish government is having real trouble distinguishing
between these and healthy companies and, to that end,
Brussels has recommended turning to the private sec
tor—the banking sector, in particular—as the key fac-
tor is whether or not a private investor would be wil -
ling to invest in these companies. EU funds should go
to those private investors would be willing to invest in
and not to zombie companies.

NEXT Gg\l ERATION EU
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Finally, the right allocation of NGEU funds will, to a
great extent, depend on the sector in which their im-
pact is potentially greatest. It would seem that the
government is not taking this issue seriously enough.
The 2021 national budget includes 1,350 million euros,
83 percent of which—i.e. 1,057—comes from NGEU
funds. However, as the tourism industry points out,
this will hardly help as an economic stimulus to one
of the sectors that have suffered most during this pan-
demic, and which is of vital importance to Spain, as
it accounts for over 12 percent of its GDP and creates
around 14 percent of all jobs'®2 As a matter of fact, a
recent manifesto from over 70 companies in the tourist
sector has been submitted to the Ministry of Indust -
ry, Trade and Tourism arguing that a thorough-going
sustainability and digitalization based project would
require funding amounting to 5,800 million euros.

The government has responded to such criticism from
the tourist sector with various mechanisms, totalling
over 25,000 million euros, but these are mostly furlou-
JK DQG ORDQ JXDUDQWHHYV IURP-WKH 2
te (ICO in Spanish) which are not non-refundable aid.
Furthermore, once again, mere “rescue” is not enough.
On the contrary, reform is needed to modernise the-
se and other sectors of the economy. For instance, in
the case of tourism, these reforms should aim to make
Spain a more competitive tourist destination of greater
added value enabling it to compete in the medium-
term with other regions.

NEXT GENERATION EU

132This project was published as a signed manifesto entitled Towards a Sustainable and Smart Tourism 2(
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Conclusion

For Spain NGEU funds are an extraordinary opportu -
nity not only to recover from this crisis and create em -
ployment, but also to give a new modernising boost
to the Spanish economy. However, if this is to happen,
Spain must prioritise pragmatism over ideology and
long-term societal improvement over short-term elec -
toral gain—at both national and regional levels. This is
perhaps too much to ask of any government but none-
theless, it is what is needed in the light of the pressing
FLUFXPVWDQFHVY H[HPSOLAHG E\ WKH
of the Spanish labour market, in particular.

At the same time, for the impact of these funds to be
maximised, effective institutional mechanisms are
essential, and therefore a reform of the public admi-
QLVWUDWLRQ ZLWK D SDUWLFXODU
dures and public-private partnership, must be under -
taken.

)

Finally, making the most of this opportunity also im -
plies the right allocation of resources between the
various sectors of the economy—i.e., speaking of em
ployment in Spain is to speak of the service sector and,
in particular, of tourism. However, this allocation must
strictly follow the EU Commission’s hard lines, which
means not only rescuing industry and job creation, but
also modernisation, which would create more stable
and better quality long term jobs, in a more sustaina-
ble labour market. Will the NGEU funds manage to
heal Spain’s Achilles’ heel? Only time will tell.
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Xl
UPSKILLING AND RESKILLING
CAN THEY MAKE A DIFFERENCE IN
POLAND?

Barbara Wieliczko

Upskilling and reskilling — can they make a difference in
Poland?

Introduction

In the years prior to the onset of the COVID-19 pande-

mic the Polish labour market was described as an em

ployee market featuring continuous growth in salaries

and a decreasing unemployment rate. In numerous

branches of the economy there were labour shorta

JHVY PLWLIJDWHG LQ PDQ\ VHFWRUV E\ \
labour force, mainly from the Ukraine and Belarus.

The outbreak of the COVID-19 pandemic suddenly

changed the Polish labour market situation but even
ZLWKRXW WKLV LW KDV ORQJ EHHQ SO
and varied structural problems. The COVID-19 pande -

mic has exacerbated these problems. If it is well used,

the Next Generation EU programme will help Poland

effectively target labour market problems that may
RWKHUZLVH VLIQLAFDQWO\ REVWUXFW
mic development, in both the short- and long-term.

The Polish experience of EU funds can be summarized

DV "'DEVRUSWLRQ AUVWp 7KLV PHDQV
on the lowest fruits on the tree to ensure that the funds

allocated are fully spent. The need to support human

capital growth in Poland was appreciated right from



the beginning of Polish EU membership, as the count-
ry’s unemployment rate was then much higher than in
the Western part of the EU.

Thus far, the COVID-19 pandemic has most affected
young people entering the labour market as well tho -
se working in most service sectors and on temporary
contracts. The shrinking of the economy may usher in
more serious problems to a larger proportion of the
labour force. Undoubtedly, already existing uncertain -
ties characteristic of many economic sectors have in
creased and will remain a marked feature of the Polish
economy long after the pandemic has ended.

Any long-term analysis of the Polish labour market
shows that lack of supply is a more important issue
than lack of demand, together with a skill mismatch
between the two.

EU funds in support of the Polish labour market to date

Currently a third operational programme devoted to
supporting human capital is being implemented. The
scale of funds allocated to these programmes is as fol
lows:

¥ 6HFWRUDO 2SHUDWLRQDO 3URJU
Human Resources 2004-2006 — EUR 2.0 billion;

f 2SHUDWLRQDO 3URJUDPPH +XPDQ &L
— EUR 11.4 billion;

f 2SHUDWLRQDO 3URJUDPPH .QRZOHGJ
Development 2014-2020 — EUR 5.5 billion.

,Q DGGLWLRQ WR WKHVH SURJUBPPHYV
nanced programmes have also encompassed measures

related to the labour market including regional ope -

SNEXT GENERATION EU
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rational programmes, rural development programmes

DQG WKRVH WDUJHWLQJ AVKHULHYV

A comparison between the unemployment rate at the
DGYHQW RI WKH AUVW (8 FR AQDQFHG
ting the labour force in Poland with the pre-Covid-19

pandemic rate shows that great progress Poland has

been made in improving the labour market situa -

tion. At the end of 2003 (the year before Poland jor

ned the EU) the unemployment rate was 20%, while

at the end of 2019 it had dropped to 5.2% (at the end

of 2020 — 6.296%% Yet, numerous structural problems

have remained and with the fast progress of modern
technologies and an aging society the labour market in

Poland is currently facing new challenges.

A comparison of the priorities and challenges faced

DW WKH RQVHW RI HDFK RI WKH (6) FF
mes shows that key challenges and priorities have not

changed in almost two decades. This may be both a

sign of the extent of these challenges and a result of the
LQHIAFDF\ Rl WKH SROLF\ PHDVXUHV Dt
se challenges. Without commenting on which of the

two is responsible, it is clear that the challenges faced

are so generalised as to be applicable to most EU mem

ber states. Thus, actual impact and future needs can

RQO\ EH LGHQWLAHG DIWHU PRUH GHYV
UHVXOWY DQG PHDVXUHV W ZRXOG \
progress has been made in numerous areas, but that

some problems have not received enough institutional

support for tangible progress to have taken place. EU

funds do not alter the institutional or legal framework

DQG FDQQRW LQAXHQFH RWKHU-UHOH)
ket structures. Therefore, their effectiveness is limited

13%tatistics Poland, Unemployment rate 1990-2020. Access: https://stat.gov.pl/obszary-tematyczne/ryi
bezrobocie-rejestrowane/stopa-bezrobocia-rejestrowanego-w-latach-1990-2020,4,1.html



and can be enhanced only by accompanying state act
vity — changes in the law and other state policies.

Polish labour market problems in need of tackling

/RZ ODERXU HIAFLHQF\ FDQ EH FRQVLC
lish labour market’'s key problem and perhaps that of

WKH HFRQRP\ DV D ZKROH 7KLV-KDV V
ved in recent years. In the 2010-2019 period it rose from

EUR 19,555 to 26,672 PP%. Yet, it is still below the EU

average. The factors potentially responsible for this are
PDQLIROG DQG LQFOXGH VLIJQLAFDQW!
the EU average and low innovation and capital input.

As has been set out in the European Commission’s
FRXQWU\ VSHFLAF UHFRPPHQGDWLRQV
in the 2013-2019 period®, one of the country’s labour
market and adaptability problems is excessive em-
ployment instability. This relates to both temporary
contracts and a higher than the EU average share of
self-employed people. Yet, in the 2020 recommenda
tions, in the midst of the COVID-19 pandemic, an in -
FUHDVH LQ ODERXU PDUNHW *RH[LEL
Another key Polish labour market issue is the aging of

the population. This problem is exacerbated by a low
retirement age and low labour market presence of the

over 65s. This is the result of a range of factors, among
which the most important are: poor health, limited
employer willingness to hire the elderly, low labour
VXSSO\ AH[LELOLW\ OLPLWHG QXPEHL
AH[LEOH WLPH MREV JHQHUDOO\ EDC
the workplace and family obligations — taking care of
grandchildren or elderly parents. Therefore, in 2019

L
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13Ewalu (2020), Analiza spo eczno-gospodarcza \etazardisgntezwencji EFS. Raport przygotowany na
Zlecenie Ministerstwa Funduszy i Polityki Regionalnej, Warszawa, p. 27.

13Example: European Commission, Recommendation for a Council recommendation onthe 2019 Nationa
gramme of Poland and delivering a Council opinion on the 2019 Convergence Programme of Poland, CON
3%European Commission, Recommendation for a Council recommendation on the 2020 Nationalli&Brm F
Poland and delivering a Council opinion on the 2020 Convergence Programme of Poland, COM(2020)52
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only 8.6% of men and 3.4% of women aged 65+ were
active on the labour market**.

The gender gap is also a serious problem. Contrary to
the majority of EU member states this is more visible
in terms of the share of women active on the labour
market than in pay differentiation terms, however
this gap has been increasing in recent years due to the
growing popularity of part-time employment.

The Polish labour market situation is highly sector spe -

FLAF ,W LV LQ WKH PRVW VRFLDOO\ YI
and education — that the situation is the most proble-
PDWLF GXH WR D ODFN RI KLJKO\ TXDO
shortages are the result of poor labour conditions, low
remuneration and the low status of these professions
(excluding specialised medical doctors). Thus, the ave

rage age of teachers (especially in vocational speciali

sations) as well as nurses and doctors in many institu-

tions and specialisations is higher than the retirement

age in Poland. This calls for immediate action as these
professionals cannot be replaced by migrants.

What do we know so far about EU fund based plans to
support the Polish labour market in the years to come?

The Polish government has not yet presented its Na

tional Recovery Plan, so the approach to be used and

their extent is still unknown. The plan is expected to be

ready for public consultation by the end of February
ZKLFK GRHV QRW OHDYH 3RODQG PXF
cations before the European Commission submission

13Ewalu (2020), Analiza spo eczno-gospodarcza \etazardisgntezwencji EFS. Raport przygotowany na
Zlecenie Ministerstwa Funduszy i Polityki Regionalnej, Warszawa, p. 27



deadline. The drawing up of the plan is coordinated
by the Ministry of Funds and Regional Policy which
called on all ministries to submit over 1,200 projects
related to different areas of economic activity and pu -
blic services.

The government's assessment of its human capital
support needs is best presented via its Strategy for
Development of Social Capital (cooperation, culture
and creativity) 2030'%, This is also the basis for the go-
vernment’s draft partnership agreement for the imple -
mentation of a 2021-2027 cohesion policy in Poland®.

The planned human capital support plans put forward

in this draft document include, among others:

¥+ JUHDWHU DFFHVV WR HPSOR\PHQW IF
t SURPRWLRQ RI VHOI HPSOR\PHQW 4

1 LQFUHDVLQJ WKH ZRUNLQJ FDSDFLw!
¥ SURPRWLQJ HTXDO RSSRUWXQLWL \Y
on the labour market;

¥ VXSSRUWLQJ WKH LPSOHPHQWDWLEERC
strategy for the management of migration processes; &

¥ VWUHQIJWKHQLQJ WKH SRWHQWLD& R
Ff DGMXVWLQJ MRE VHHNLQJ VHUYLFEV
market;

¥ LPSURYLQJ WKH PHFKDQLVPV RU WK
recasting of demand for skills.

7KLV OLVW VKRZV WKDW LGHQWLAFDW
labour market is correct. The actual impact of this in-
tervention will depend on the amount of funds alloca -

WHG IRU VSHFLAF SROLF\ LQVWUXPHQ)
res and eligibility criteria.

B3Ychwa a nr 155 Rady Ministrow z diiize@ikpa2020 r. w sprawieigp&lyptegii Rozwoju Kapita u
Spo ecznego (wsp6 dzia anie, kultura) R@%a@ywno
BMinisterstwo Funduszy i Polityki Regionalnej, Projekt umowy partnerstwa dta2e2iliz2@f polityki spjno
w Polsce, Warszawa 2021.
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Policy recommendations

The extent of the COVID-19 pandemic’s impact on the

Polish labour market remains to be seen. Yet, one thing

can be said with a great deal of certainty — tackling the
VWUXFWXUDO SUREOHPVY LGHQWLAHG
can no longer to be put off as these are dragging the

Polish economy down. The parts of the Polish labour
PDUNHW PRVW LQ QHHG RI VLIJQLAFD
structural changes are manifold. The key recommen-

dations relating to areas requiring public intervention

as well as the instruments and legal changes needed

include:

f UHPRGHOOLQJ WKH IXQFWLRQLQJ RI
services at all levels. These need to be made more pro
DFWLYH DQG AH[LEOH 7KLV UHTXLUH)
to policy instruments and implementation rules as

well as the reskilling and upskilling of the employees

of these institutions to empower them with the skills

required for this task. Special attention must be paid

to the less employable long term unemployed, those

ZLWK VSHFLDO QHHGY DQG WKRVH ZKF
not match current market requirements;

f LQ WKH DUHD RI SXEOLF HPSOR\PHQ
focus must be put on developing job advisory services

for all adults — those seeking employment as well as

those already in work so that their skills can be used

most effectively to prevent future labour market dif -
AFXOWLHV GXH WR RXWGDWHG VNLOC
structural labour market changes;

¥ WKH GLJLWDOLVDWLRQ RI SXEOLF |
This would make it quicker and easier for potential



HPSOR\HUV DQG HPSOR\HHV WR AQG H
also enable speedier cooperation between the separate

units of these services potentially resulting in a higher

rate of supply-demand matching and thus lessening

the problem of a mismatch between the two;

+f D GHPDQG ERWWRP XS DSSURDFK W
struments. Both policy measures and legal regulations

related to the labour market need to be shaped by the

actual needs of the labour market. As employer and
employee needs tend to be, or at least to be seen as,
contradictory, it is the state’s role to act as a mediator,

ensuring that neither is excessively exploited,;

F IXUWKHU DGMXVWPHQW RI YRFEDWLRC
ning to the needs of the labour market must be ensu-

red. The socio-economic needs have been changing

UDSLGO\ DQG WKLV PXVW EH UHAHFREW!
system at all levels and dimensions. The labour mar- g
ket institutions must work in tandem with the institu - )
tions responsible for the functioning of the educational g
system as a whole to ensure educational supply cor &
responds with labour market requirements. This also &
relates to the reskilling and upskilling of teachers at ,(;r)
all levels of education to enable them to make full use E

of the Internet and other technologies to facilitate tea-
ching and learning processes as well as the skills to be
acquired by students;

T D VSHFLDO IRFXV RQ DGXOW HGXFDV
long learning is still not popular in Poland. People
overburdened with work and family related respon -
VLELOLWLHY FDQ KDUGO\ AQG WLPH V
FDWLRQ ORUHRYHU HPSOR\HUV GR QI
incentives to offer their employees reskilling or upskil -
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ling vocational training in a belief that this would be a

waste of time and money given the high labour market

turnover;

¥ VXSSRUW IRU PLJUDQW HPSOR\HHV P
V\VWHP UHFRJQLVLQJ WKH TXDOLAFDW
employment in Poland. The lack of a migrancy policy

limits their employability in Poland and thus under -
PLQHV WKH SRWHQWLDO EHQHAWV WI
constituted by these workers;

¥ JLYHQ WKH ZLGH UHJLRQDO GLYHUYV
bour market the measures implemented must be tai-
ORUHG WR WKH VSHFLAF QHHGV RI W
inner diversities. This recommendation is in line with

the demand-based and bottom-up model of designing

and implementing labour market policy.

This whole analysis of the needs of the Polish labour
PDUNHW FDQ EH VXPPHG XS LQ MXVW F
Stock must urgently be taken of the rapidly changing

economic situation and demands by all stakeholders

and all policy instrument and legal regulation levels.

In response to the question posed in the title, the

Next Generation funds allocated to the reskilling and
XSVNLOOLQJ RI 3ROLVK HPSOR\HHV |
contribute to adjusting their skills to the demands of

the modern labour market and to supporting Polish

economic recovery.
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XV
DIGITAL TRANSFORMATION,
EMPLOYMENT AND SKILLS

Joao Cerejeira

Introduction

Digital transformation is the process of creating or mo -
difying processes, products and services with digital
technologies such as computers, the Internet, digital
platforms, robots, machine learning and other forms
RI DUWLAFLDO LQWHOOLJHQFH PQG EL
nerates opportunities and drives long-term value and
SURGXFWLYLW\ +RZHYHU LW DOVRgP
nomic and social challenges, primarily in labour mar -
ket and social protection and welfare policy terms.

ON

The digital transformation opportunities arise from
new jobs generated not only directly in the ICT sectors,
but also indirectly through improvements in produc -
tivity led by production cost and real price reductions,
resulting in higher incomes and demand in other, non-
ICT, sectors.

Nevertheless, rapid technological progress and inno-
vation can constitute a threat to employment. This
LV QRW D QHZ FRQFHUQ .H\QHV GHA:
unemployment as the “...unemployment due to our

discovery of means of economising the use of labour
RXWUXQQLQJ WKH SDFH DW ZKLFK ZH F
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labour.” 1% However, he saw this as a temporary imba-
lance and believed that technological progress would
lead the world to a brighter future in the long run.

While the future is virtually impossible to foresee, the
speed of technological progress and automation may
result in labour being substituted in routine tasks,
beyond the automation which is the norm in stan -
dardised manufacturing production lines . Routine
service or administration tasks, such as accounting or
logistics requiring cognitive skills may be substituted
by digital technologies. This poses the question as to
whether workers will be able to adapt to these new
tasks, namely whether the labour force possesses the
skills demanded by digital transformation.

Technological change, employment and skills for the di
gital economy

The impact of the technological changes associated

with the increasingly frequent use of information and
communication technologies over the last thirty years

is a much-studied and well-documented phenomenon

in the economic literature, particularly as regards their

impact on the labour market. The Skill-Biased Techni-

cal Change (hereafter SBTC) hypothesis®? referred to

by its authors as the “canonical model”, can be sum-

PHG XS DV IROORZV MREV FDQ EH FOI
workers’ skills, typically by selecting two distinct cate -

gories: skilled (highly-educated) and unskilled (under-
HGXFDWHG +LJKO\ VNLOOHG ZRUNHU
technologies, because their skills and ICT are comple

14Keynes, J. M (1932). ‘Economic Possibilities for our Grandchildren (1930)'. In Essays in Persuasion (pp. 358-373)
“Morandini, M. C., Thum-Thysen, A., and Vandeplas, A. (2020). ‘Facing the Digital Transformation: Are
Enough?’ (No. 054). Directorate General Economic and Financial Affairs (DG ECFIN), European Commis
14Acemoglu, D., and Autor, D. (2011). ‘Skills, tasks and technologies: Implications for employment anc
In Handbook of Labor Economics (Vol. 4, pp. 1043-1171). Elsevier.



mentary, while the lower-skilled tend to be substituted
by them, which would seem to be a “skill-bias” in the
evolution of labour demand *“% Therefore, technologi-
cal improvement has a monotonically upgrading ef -
fect on occupational structure in skill terms: the higher
the level of skill, the greater the increase in demand
for labour.

But SBTC cannot alone explain the decline in the share
of middle wage occupations relative to high and low
wage occupations documented in several advanced
economies at the turn of the century. This phenome-
non has been called “job polarisation” 4 Autor, Levy
and Murnane (2003)** proposed a different appro -
ach, the Routine Biased Technological Change hype
thesis (hereafter RBTC), in which tasks are allocated
to labour or capital depending on their comparative
advantages. Technological developments, including

DUWLAFLDO LQWHOOLJHQFH URER

advances in ICT, have made replacing workers per-
forming the routine tasks historically the preserve of

low and middle skilled workers by machines possi -
ble. This process is also driven by a falling computer
capital price. The most tangible result of this process
is a decline in employment, and subsequently in wa-
ges, in routine-task-intensive occupations. These are

NEXT GENERATION EU
-

RFFXSDWLRQV LQYROYLQJ IROORZLQJ
RU FRGLAHG SURFHGXUHV ZKLFK FDQ \

computers or relocated to countries with comparative
labour cost advantages.

The innovative aspect of this model is that it predicts

14Katz, L. F, & Murphy, K. M. (1992). ‘Changes in relative wages, 1963-1987: supply and demand factors’. The Q

of Economics, 107(1), 35-78.

14Goos, M., and Manning, A. (2007). ‘Lousy and lovely jobs: The rising polarization of work in Britain’. The Review ¢

Statistics, 89(1), 118-133.

“sAutor, D., Levy, F,, and Murnane, R. J. (2003). ‘The skill content of recent technological change: An ififrical ¢

Quarterly Journal of Economics, 118(4), 1279-1333.



that computerization’s effect on labour demand will
be non-linear. Empirical evidence supports the RBTC
hypothesis, showing that workers involved in these
routine tasks tend to be centrally located in wage di-
stribution terms, mostly working in occupations asso -
ciated with industrial operations or intermediate-level
administrative functions. On the other hand, workers
in less specialized professions which are less likely to
be automated, such as some service sector occupa
tions (catering and personal and domestic services,
IRU H[DPSOH DUH IRXQG LQ WKH AUV
percentiles. Finally, the most complex and primarily
knowledge-intensive task-based occupations, such
as management, or information and communication
technology specialists, tend to fall under the highest
wage distribution percentiles. The upshot of this is la -
bour market polarisation characterised by a progres-
sive concentration of employment in high-wage or
low-wage occupations, while employment in interme -
diate-wage professions tends to decrease. For exam
ple, in the 16 countries studied by Goos et al. (2014),
from 1993 to 2006, employment in intermediate wage
occupations decreased across all 16 countries, with an
average decrease of 8 percentage points, while em
ployment in high or low wage occupations increased
in most countries.

NEXT GENERATION EU

Empirical applications of the RBTC hypothesis re-

quire micro-level data with information on workers’

WDVNV DQG D WDVN DJJUHJIJDWLRQ D
mework. Biagi and Sebastian (2020) use four different

data sources, three based on self-reported information
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from worker skills and working conditions surveys
(EWCS, PIAAC, PDII) and a direct measure, drawing
on occupational databases based on expert assessment
(O*NET), to generate different and comparable relati-
ve routine intensity (RTI) index measures across the
European Union 46,

The authors have constructed a unique country-speci-
AF URXWLQH WDVN LQWHQVLW\ LQGH]
and Dorn, 2013). The RTI index value increases when
routine tasks are more widespread and decreases when
non-routine manual and abstract tasks are prevalent.
7DEOH VXPPDUL]HV WKH PDLQ AQGLC
European countries, Luxembourg, and the Netherlan -
ds, showing the lowest relative routine intensity va -
lues, while eastern Europe and some Mediterranean

countries, namely Greece, Cyprus, Spain and Portu E
gal, show the highest routine intensity values. |c:>

<
7KHVH UHVXOWV FRQAUP SUHYLRXV%(X
%DQN UHVHDUFK AQGLQJV (,% - % K
nal divergence will intensify, as routine jobs tend to be ,(;r)
more concentrated in regions already lagging behind. E

If digital technologies substitute routine tasks, countri -
es with higher routine task intensity will face a drama -
WLF VKLIW LQ WKH VNLOOV UHTXLUHG
digital transition.

Figure 1 is a cross-EU country comparison routine task
intensity index (computed as a simple average of the
four RTIs indexes presented in Table 1) with the digital
skills of each country’s active population.

1“48The Princeton Data Improvement Initiative (PDII) is a US survey. The Programme for the International
Adult Competencies (PIAAC) and the European Working Condition Survey (EWCS) are both European st
a database of occupational requirements and worker attributes developed under the sponsorship of the L
of Labor/Employment and Training Administration (USDOL/ETA). 177
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Table 1: The ve countries with the highest and lowest RTI indexes
Source: Biagi and Sebastian (2020)

Countries in the fourth quadrant, located in Eastern

Europe or the Mediterranean, face not only high rou -

tine task intensity indexes, but also a lack of workfor -

ce digital skills. These countries’ abilities to reap the
EHQHAWY Rl RQJRLQJ GLJLWDO WUDQV
not only because of the additional effort required for

WKHP WR XSJUDGH WKHLU AUPV EXW
skilling their workforces. In addition, low digital skill

levels, as compared to the European average, can de

lay the dissemination and adoption of new technolo -

gies, limiting investment in high-value added sectors

and thereby compromising productivity growth.



Figure 1: Routine Task Intensity vs Digital Skills in Active Population
(2019)

Sources: RTI - own computations, based on Biagi and Sebastiar
(2020). The percentage of individuals with basic or above hasic
overall digital skills in the active labour force — EUROSTAT Eabh
isoc_sk_dskl_i).

Education and training for a digital society

New technologies and digital transformation may wi -
den inequality if high-skilled workers and capital ow -
ners capture the greatest shares in income generated
by innovation and in the presence of a lower marginal
propensity to consume. In this event, the effects of posi
tive demand on non-automated sectors, such as labour
intensive ones, cannot compensate for employment
losses caused by technological displacement.

The degree to which digitalization can cause unem-
ployment may be a matter of debate, but there is no
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doubt that a break-up at the individual job level will

take place. The change will need to be managed: some
occupations will disappear, others will be created, and

yet others will undergo profound task transformations.

The impact will be felt to the greatest extent by workers

assigned to routine tasks, whose jobs may be replaced

in the medium term by advanced digital technologies

VXFK DV DUWLAFLDO LQWHOOLJHQFH D

The transformation currently underway requires
changes to existing social protection systems. These
should focus not only on supporting more traditional -
ly vulnerable groups, such as children, the elderly and
the unemployed, but also target those working in oc -
cupations which will become obsolete in the medium
term. A shift from traditional forms of education and
training to lifelong education will be critical. To this
end, the institutional rigidity of many of the current
education and training systems will need to be overco-
me, adapting contents not only to the development of
cognitive skills, but also to non-cognitive skills, as has
been evidenced in recent literature and policy recom-
mendations.
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XV
ECONOMIC STRATEGIES
AND INNOVATION: A COLLECTIVE
EFFORT FOR CLIMATE POLICY

Ruben Oude Engberink

Introduction

Climate change and the policies related to it are hot

topics nowadays. The COVID-19 pandemic is widely

seen as a wake-up call for effective large-scale clima

WH SROLFLHVY WR EH AQDOO\ LPSOHPF
global-scale danger to the health of many. It has incre
DVLQJO\ OHG WR D FDOO IRU DFWL
dormant problem whose severity has increased over
recent decades. As far back as 1988, the International
Panel for Climate Change was set up with the goal

of coordinating and integrating research on climate
change and providing input for policy making. A gre -

at deal is now known about the vast effects of climate
change and global warming. Limiting global warming
would reduce risks (e.g., risks related to ecosystems,
biodiversity, health, economic growth, etc.) exponen-
tially *4”. Now that we are aware of the risks, we might
expect that everything possible would have been done

to avert the negative consequences of climate change.
So why has this not been the case?

NEXT GENERATION

The problem with implementing effective climate po -

“PCCD. (2018). Summary for Policy Makers of IPCC Special Report on Global Warming of 1.5°C appr
vernments. The Intergovernmental Panel on Climate Change.
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licy is that it requires collective effort and this comes

at a great cost. Whose responsibility is it? And who

ZLOO EHDU WKH VLJQLAFDQW FRVWV |
menting such policies? The leaders of the world’s most

powerful nations are currently stepping up to do so.

Joe Biden rejoined the Paris Climate Agreement just

hours after being sworn in as president of the United

States*. The Chinese president Xi Jinping has issued

an explicit promise that China will be carbon-neutral

by 2060, with China currently being the biggest CO2-

emitter, accounting for approximately 28% of global

carbon emissions*®. The European Union (EU) has

sought to take a leading role in this over recent years.

The time is now ripe for the EU to translate this inten -

tion into concrete and effective action. This is crucial if

climate change is to be combatted, but also in political

and economic terms if the EU is to retain its prominent
geopolitical role. The EU has already made a start with

the Green New Deal (GND) which addresses clima-

te policy issues whilst improving the socio-economic

status quo for member states. The GND promises a
fPRGHUQ UHVRXUFH HIAFLHQW DQG FI
with zero net greenhouse gas emissions by 2050 and

a decoupling of economic growth and resource use*®.

7KH *1' LV DQ LPSRUWDQW AUVW VWH S
effective climate policy at EU level. However, effecti -

ve collective action must be taken sooner rather than

later. Climate change is an urgent matter. At the same

time, the EU needs to be at the forefront of climate po-

licy if it is to retain its geopolitical importance.

The EU has made huge sums available for appropria-

1480liver Milman. (20 Jan. 2021). Biden returns US to Paris climate accord hours after becoming president. -
Retrieved from: https://www.theguardian.com/environment/2021/jan/20/paris-climate-accord-joe-biden-rett
14Matt McGrath. (22 Sep. 2020). Climate change: China aims for ‘carbon neutrality by 2060’. BBC. Retri
https://www.bbc.com/news/science-environment-54256826

15European Commission. (n.d.). A European Green Deal: Striving to be the rst climate-neutral contine
Commission. Retrieved from: https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-dea



te socio-economic recovery from the COVID-19 crisis,
with sustainability and improved adaptation to digita -
lization goals in mind. It is to cover these that the Next
Generation EU fund was put forward. ‘NextGenera -
tionEU is a €750 billion temporary recovery mechani-
sm designed to help repair the immediate economic
and social damage wrought by the coronavirus pan-
demic. Post-COVID-19 Europe will be greener, more
digital, more resilient and in a better position to take

on current and impending challenges’. 1

This article will argue that collective effort by the EU
is required, although this is not in itself a ground brea -
king statement. Firstly, the EU’s fundamentally impor -
tant role in setting the climate policy agenda will be
discussed. Subsequently, | will explain why individual
action (i.e., at the nation state level) is ineffective before
putting forward certain policy making trajectories and
the member state participation this requires. A collec-
tive EU carbon tax will be proposed, the role of the
public and private sectors discussed and, in contrast
to the lion’s share of modern criticism, | will argue that
limiting market mechanisms will not generate the de -
sired outcomes. Lastly, | will discuss the consequences
for member states and what is required of them.

NEXT GENERATION EU

A fundamental basis for EU climate policy

Over recent decades, we have withessed multiple

(global) efforts to tackle the climate change quandary.

7KH &RSHQKDJHQ DJUHHPHQW ZDV UD!
the Paris agreement followed in 2015. Additionally, in

*European Commission states this on its website in the section elaborating on the EU recovery plan. R
https://ec.europa.eu/info/strategy/recovery-plan-europe_en#nextgenerationeu

183



NEXT GENERATION EU

184

FRXQWULHYV UDWLAHG WKH 81V
lopment Goals to be achieved by 2030. Problems have
arisen from free-riding issues, an unwillingness to act,
and a lack of coherence between member state’s? At
the same time, the problem with these agreements is
that they are either non-binding or unenforceable. It
has thus become clear that effective policy outcomes
have so far escaped policymakers. The issue is not that
there is individual state opposition to climate policy
but that collective action and transformation are nee-
ded if effective climate policy is to be implemented.
7KH GLIAFXOW\ OLHV LQ DFKBHYLQJ FR

We know that collective action is required and it makes

pragmatic sense for this to be organized at EU level.

There are, however, more fundamental reasons why

WKH (8 VSHFLAFDOO\ QHHGV WR RUJD
tive action. First of all, the Treaty on the Functioning

of the European Union explicitly states that European

Union policy must preserve, protect and improve the
environment %4 Moreover, the principle of subsidiari -

ty is anchored in the European Union treaty. ‘Under

the principle of subsidiarity, in areas which do not fall

within its exclusive competence, the Union shall act

only if and in so far as the objectives of the proposed
DFWLRQ FDQQRW EH VXIAFLHQWO\ DFK
States, either at central level or at regional and local

level, but can rather, by reason of the scale or effects

of the proposed action, be better achieved at Union le-

vel' 1%,

15See, for example, Battig, M. B., & Bernauer, T. (2009). National institutions and global public goods: are
more cooperative in climate change policy?. International organization, 281-308. Another example: See,
Groen, L., & Niemann, A. (2013). The European Union at the Copenhagen climate negotiations: A case of
actorness and effectiveness. International Relations, 27(3), 308-324.

153See, for example, Bamberg, S., Rees, J., & Seebauer, S. (2015). Collective climate action: Determinants o
intention in community-based pro-environmental initiatives. Journal of Environmental Psychology, 43, 155-
15Consolidated version of the Treaty on the Functioning of the European Union. Part Three — Union Polici
Actions. Title XX — Environment. Article 191 (ex Article 174 TEC).

*Consolidated version of the Treaty on European Union. Title | — Common provisions. Article 5 (ex Article



All'in all, the principle that action is to be taken at EU

level is a cornerstone of the European Union. Since it

is an established fact that climate policy has to be a
collective effort if it is to be successful, the EU has an
obligation to tackle it. We will now look at why im -
SOHPHQWLQJ HIIHFWLYH FOLPDWH SRC
why a purely market-based approach fails to account

for the negative byproducts of production.

Externalities

Externalities are the main hurdles in the way of effec-
tive climate policy and have to be overcome via collec-
tive action. Under normal circumstances, the costs ar
sing from production are an integral part of the price
paid for output (i.e., the product). Externalities, on the
other hand, are not an integral part of product prices.
Negative byproducts (e.g., greenhouse gas emissions,
using depletable resources, etc.) are not inputs incur
red by producers, but they do arise during the produc -
tion process. It is desirable that these externalities do
not take place or otherwise that someone is held re
sponsible for them.

NEXT GENERATION EU

Harmful environmental externalities are often barely
YLVLEOH DQG GLIAFXOW WR PHDVXUH
WR KROG AUPV DFFRXQWDEOH IRU WKFH
WKH\ FDXVH 7KLV HVVHQWLDOO\ ERLO
which does not encompass the costs of these externa

lities.

KR VKRXOG WKXV NHHS AUPV DFFRXQW
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sure these costs are incorporated? The obvious answer
is the state. It should be up to governments to ensu
re that externalities are paid for by those who cause
them, via taxes. The issue with externalities related to
climate change, global warming and depleting limited
natural resources, however, is that they do not respect
national borders (i.e., they are geopolitical problems
requiring a supranational solution) and the informa -
WLRQ UHTXLUHG IRU HIWHUQDOLWLHV
obtain and make use of. If a single government, say the
Dutch government, taxed producer emissions in the
Netherlands, its producers would simply move onto
other countries where such taxes do not exist. Collectk
ve effort is therefore needed. It is only collective policy
which can have the desired externality pricing effect.

The Climate Club

The EU has already sought to price negative envi
ronmental externalities with a European plastics tax
and the so-called carbon border adjustment mechani$f.
This is a good start and should be one of the main
pillars of future policy making. The carbon border
adjustment mechanism is part of the Green New Deal
and has been described by the European Commission
as follows: ‘Europe’s efforts to go climate-neutral by
2050 could be undermined by lack of ambition by
our international partners. This would mean a risk
of carbon leakage. This occurs when companies tran
sfer production to countries that are less strict about
emissions. In such case global emissions would not be
reduced. This new mechanism would counteract this

NEXT GENERATION EU

1%Sam Fleming & Jim Brunsden. (25 May 2020). Brussels looks to new taxes to pay off pandemic recc
Financial Times. Retrieved from: https://www.ft.com/content/e4ca5b01-9b26-413a-bbh9-960db6b5914a
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risk by putting a carbon price on imports of certain
goods from outside the EU’,

This is compatible with the Climate Club proposed by

Nobel Prize winner William Nordhaus, involving col -
lective greenhouse gas emission taxation. Nordhaus
KDV QRW VSHFLAFDOO\ FDOOHG-
tion, but what has been described in this article thus
far means that it makes perfect sense for this to be ap
plied at EU level*® Extending this collective carbon
tax to natural resource depletion could also be pro-
posed. Implementing such a policy would obviously

cause problems, such as data collection and the use

of information to establish appropriate taxation but
this should not justify inaction. The barriers would be
removed with a transparent decision-making scheme
established upfront to clarify how decisions are made
and when legislation can be toned-down when this is
deemed necessary.

It is important that a policy with such wide-ranging

implications should be implemented at EU level and
it should not tax EU producers only, but also apply to
imports. Firms would then have no incentive to move
production to places where production is cheaper and

legislation less stringent. The essence of such taxation

is that those causing externalities must pay for them,

RQ
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w

HLWKHU WKURXJK KLIJIKHU WD[DWLRQ F

to produce. Because one of the desirable consequen

ces of aClimate Club LV WKDW AUPV KDYH DQ |

innovate. Taxing emissions and the use of natural re-

VRXUFHV LPSOLHV KLJKHU FRVWYV ZKL

15European Commission. (2020). EU Green Deal (carbon border adjustment mechanism). European Cor
trieved from: https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12228-Carbon-Border-

Mechanism

159\illiam Nordhaus. (May/June 2020). The Climate Club: How to Fix a Failing Global Effort. Foreign Al

ved from: https://www.foreignaffairs.com/articles/united-states/2020-04-10/climate-club



DUH LQFHQWLYL]JHG WR AQG QHZ ZD\V |
tion costs with fewer effects on the environment. This
will be discussed further below.

The role of the public and private sectors

It has frequently been argued that curtailing capitali -
sm (i.e., what critics call the “unregulated market me -
chanism”) is the way to solve environmental problems
and that consumption and production should be limi -
ted. It has also been suggested that economic growth
and climate policy are incompatible **° and that we
should move to a system where it is the environment
which is the priority rather than economic growth 1.

Such critics tend to forget that the market is a place
WKDW HQVXUHV HIAFLHQW RXWFRPHV
cess in which suppliers adjust to demand. The market
mechanism brings supply and demand together in a

way that is impossible with central planning. Indivi -

duals (or entities) enter into transactions voluntarily.

Producers must satisfy consumer demand, or their

raison d’étre ceases to exist. In so doing they generate

WKH SURAWY UHTXLUHG IRU AUPV WR
multaneously, consumer demand embodies consumer

values. Continuous adaptation to changing demand

requires producers to innovate if they are to compete

with their rivals (assuming competition is regulated

DQG DUWLAFLDO PRQRSROLHV DYHUWE
portance of values related to sustainability and envi -
ronmentally friendly production requires producers

to keep searching for methods that accord with these

NEXT GENERATION EU

1This is what Naomi Klein. (2014) suggests in her book This Changes Everything: Capitalism vs. the Clim
18This is what Kate Raworth. (2017) suggests in her book Doughnut Economics: Seven Ways to Think
Century Economist.
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values. Not only must producers adjust to these va-
lues, they must also account for input scarcities (e.g.,
commodities, land, etc.). Scarcity should mean higher
prices because limited input availability means scarcer
and thus more expensive inputs. Producers have to in-
novate to keep end-products affordable. In this way, a
natural process should result in more sustainable and
cheaper production methods.

As we have seen, demand embodies consumer values,
i.e. what they want from products/services. Since con -
sumers increasingly require suppliers to deliver in su -
stainable ways, green labels have gained in popularity
over the years. However, green labels are often simply
a matter of greenwashing. Firms not engaging in envi-
ronmentally friendly behavior get green labels all the
same. It is up to the EU to create clear, fair guidelines
for green label use to help consumers to make the choi
ces they want to make.

Over recent decades we have witnessed attempts to
limit production and consumption failing to achieve
the desired results. And partial reliance on the market
has already been shown to work, as Andrew McAfee,
professor at the Massachusetts Institute of Technology,
has described in his book More from L&sslcAfee has
shown that progressively fewer inputs are being used
whilst economic growth is still increasing exponen -
tially. This is what he calls the dematerialization sur -
prise. Production and consumption are not limited,
but production inputs decrease. This is the outcome
of technological progress at least partially enabled by

NEXT GENERATION EU

15Andrew McAfee. (2019). More From Less: The Surprising Story of How We Learned-to Prosper Using
sources — and What Happens Next.
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market mechanisms. Rather than focusing on limiting
consumption and regulating the market, he argues, a
focus on dematerialization is more fruitful.

This dematerialization process can be stimulated by

joint public-private action. Private sector entities inno -

YDWH DQG FRQWLQXH GRLQJ VR WR IX
Simultaneously, governments can invest in essential

research which is too risky for the private sector. This

provides new input for technological progress on be -

half of the private sector, and leads to more sustainable
production technologies. Not only are public-private
SDUWQHUVKLSY DQ HIAFLHQW DQG HII
this but joint working between European research in -

stitutes and the private sector can lead to epistemic
synergies, speeding up technological development

and innovation progress.

The argument is to enable the private sector to play

DQ LPSRUWDQW UROH E\ UHDSLQJ WK
funded research, giving it access to developed techne

logies that are the result of publicly funded research.

Certain investments in fundamental research are just

too risky for the private sector because of the high

costs and uncertain outcomes involved. As Mazzacut-

to has argued in her book The Entrepreneurial Statg,

WKH SULYDWH VHFWRU SURAWY VRPH\
exploiting the technologies resulting from publicly

funded research. One of Mazzacutto’s main conclu-
VLRQV LV WKDW AUPV WKXV EHQHAWYV
WD[HV 7KHVH AQGLQJVY FDQ DOVR EH
WKHU SHUVSHFWLYH KRZHYHU -,I VXF

$Marina Mazzacuto. (2013). The Entrepreneurial State.



QHAW IURP H[SORLWLQJ WKHVH WHFK!
not establish more such partnerships in a coordinated

way, ensuring that fundamental research is carried

out, and publicly funded if it is too risky for the priva -

te sector, with the latter being allowed to exploit the -

se new technologies on the market and pay taxes to

fund public expenditure such as research. Tax incomes

such as these can then, in turn, be used to invest in

new research. Coordinated effort of this sort results in

a self-reinforcing cycle in which the public and private

sectors complement one another. The institutional be-
QHAWV WR ERWK JRYHUQPHQWYV DQG W
are thus channeled into the desired outcome of counte-

racting climate change, global warming and natural

resource depletion.

&ROOHFWLYH FOLPDWH SROLF\ ¢ S

@)

This article has set out several effective climate pe
licy approaches. A clear case for joint European ae
tion has been made with the Climate Club proposal

and knowledge sharing, based on the fact that envi-
ronmental damage and dangers do not respect na
tional borders. Only a collective approach can be ef
fective. However, this does not mean that we should

move in the direction of a United States of Europe in

other respects. Climate change, global warming, and
natural resource depletion require collective action.

Either we act together or we will not make the neces-
sary progress. This does not mean that the European
8QLRQ QHHGV WR SURFHHG WR SROLWIL
respects, too. Climate policy — and climate policy alone

—should be tackled by the European Union as a whole.

NEXT GENERATION5U
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Conclusion

This article has argued that the EU has a fundamental
role to play in establishing effective climate policy. Cli -
mate change, global warming and natural resource de-
pletion are incontrovertible problems requiring urgent
action. It has been shown that responsibility for initia -
ting action is a cornerstone of the EU and also sustains
and improves the European Union’s position on the
geopolitical stage. The externality issue requires a cot
lective supranational approach. The Climate Clubhas
thus proposed extending the carbon border adjustment
mechanismLQ RUGHU WR HQVXUH AUPV SD\
externalities they cause. The roles of the private and
public sectors have also been discussed. A focus on in
novation and development generated by the two sec-
tors complementing one another can go hand in hand
with economic growth and thus speed up the process
of technological progress and dematerialization. La-
stly, we have examined the shared burden of the costs
incurred, making the case for a collective approach to
climate policy not entailing broader European Union
SROLWLFDO XQLAFDWLRQ &OLPDWH SI
if it is to be effective, but should not imply wider poli -
WLFDO XQLAFDWLRQ
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XVI
‘NEXTGENERATION EU,
PORTUGAL AND THE FUTURE
OF EUROPEAN UNION ENERGY
TRANSITION AND INDEPENDENCE”
Ricardo Silvestre

7KH (XURSHDQ 8QLRQ AQGV LWVHOI DV
gy availability and independence are crucial for econo -

mic growth, but also to resolve the security dilemma

of being energy dependent of countries with illibe -

ral and authoritarian tendencies. The recovery fund
NextGenerationEU points the path forward, particu -

larly by proposing an energy transition from carbon-

based fuels to green hydrogen. While the conditions

DUH EXLOG IRU WKLV WR EH D UHD@L\;
(NLG) will continue to be a good solution to diversify
the energy mix, and have as energy suppliers’ countri-
es that are allies of the European Union. As Portugal
continues to be an important entry point for NLG in
Europe, the government is preparing the way to be a
hydrogen producer and exporter to other Member Sta -
tes. With direct access to the Atlantic via a deep-water
port in the region of Sines, Portugal has the capability
to receive LNG, to serve as a hub for further transit
to European ports, and to export hydrogen by mariti -
me routs. This way, Portugal can have a pivotal role in
helping the European Union move towards protecting
the environment, while assuring competitiveness and
sustainability.
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At the end of 2021, the European Parliament and
Council, with the support of the European Commis -
sion, agreed to a budget of 1.8 trillion Euros for a gre-
ener, more digital, and resilient Europe. Of this bud -
get, 30% will be spent on combating climate change,
via comprehensive packages like NextGenerationEU
(NextGenEU) and the Multiannual Financial Fra -
mework (MFF). For the 2021-2027 period, the MFF
has set aside 750 billion (bln) for NextGenEU, inclu-
ding 10.6 bin for Single Market, Innovation and Digital,
721.9 bin for Cohesion, Resilience and Valuesd 17.5
bin for Natural Resources and Environme(European
Commission, 2020). The President of the European
Commission, Ursula von der Leyen, presented this
as a way of further decreasing greenhouse gas emis
sions by at least 55% by 2030, while at the same time
serving to “kickstart a European renovation wave and
make our Union a leader in the circular economy” €,
To achieve this, 37% of the NextGenEU budget will be
spent directly on programs and projects within the Eu-
ropean Green Deaincluding renovating and building
new infrastructure, developing cleaner transport and
logistics, strengthening the Just Transition Fundo help
business seeking new economic opportunities, inve-
sting in renewable energy projects including solar and
wind, and “kick-starting a clean hydrogen economy in
Europe” 164,

With all this potential in mind, the European Commis -
sion launched the European Clean Hydrogen Alliance,
whose purpose is to generate investments in increased
use of hydrogen in Europe, and invest around 430 bin

183/on der Leyen, U. (2020, September 16). State of the Union Address by President von der Leyen at tr
Parliament Plenary. European Commission. https://ec.europa.eu/commission/presscorner/detail/en/SPEE
18European Commission (2020a, May 27). Europe’s moment: Repair and prepare for the next generatio
Union. https://ec.europa.eu/commission/presscorner/detail/en/ip_20_940



Euros by 2030 in this source of energy®. Green hydro-
gen is the producing of hydrogen atoms by electrolysis
of water with clean electricity from renewable sources
of energy. This is a valid way of incorporating renew -
able sources into energy needs, and for the decarboni
zation of industry and mobility, and is already used in
several European Union countries, such as the Nether
lands, Poland, and France, where hydrogen produc-
tion is already a focus in strategies tackling climate,
energy, and economic growth €,

Due to its geographic localization and potential for na -
tural resource use — solar, wind, water, and biomass —
Portugal is in a privileged position to invest in hydro -
gen production. Regarding solar energy, the country
is in a region of intense solar radiation (between 1500
and 1900 kwWh /m2), considerably higher than other
European Union countries, in both central and nor -
thern Europe.

Regarding wind, Portugal potentially has both inland
and offshore sources to explore. There have been sub
stantial investments in inland wind, with more than
261 wind farms (data from 2019), and the development
RI D SLORW JRQH LQ ZKLFK ARDWL
are being developed'®”. In 2018, renewable sources ac
counted for 30% of total energy consumption in Por-
tugal, placing the country in the top six in the Europe -
an Union for use of this kind of energy. In fact, in the
electricity sector, increases in incorporation have also
been remarkable, reaching 52% in the same year, a 25%
LQFUHDVH RYHU SODFLQJ 3RUWXJ
the Union in this category. 168
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18European Commission (2020c). European Clean Hydrogen Alliance. European Union. https://ec.euror
industry/policy/european-clean-hydrogen-alliance_en

8%5imon, F. (2020, December 18). EU countries agree to ‘rapidly upscale’ hydrogen market. Euroactiv. |
euractiv.com/section/energy-environment/news/eu-countries-agree-to-rapidly-upscale-hydrogen-market
1sPresidéncia do Conselho de Ministros (2020, August 14). Resolug&o do Conselho de Ministrosh®53/20:
Plano Nacional do Hidrogénio. XXII Governo Constitucional. https://dre.pt/application/conteudo/14034628
183bid



The progressive use of energy from renewable sources
has enabled the country to decrease fossil fuel imports,
and, with them, its dependency on external sources
potentially affected by political and/or security con -
cerns.

The Portuguese government has even more ambitious
hydrogen related goals. For 2030, the objectives are a
10-15% green hydrogen injection into the natural gas
network, 2-5% consumption in the industrial sector,

1-5% in land transportation, 3-5% in maritime tran -
VSRUWDWLRQ DQG LQ AQDO HQF
Portugal has been preparing for hydrogen produc -

tion to move to the forefront of energy investments,

via internal policies and European Union incentives.

A number of comprehensive documents have been
produced on the potential role of this source of energy

in the Portuguese economy and industry, preparing

the way forward %, In August 2020, in preparation for

the availability of funds such as NextGenEU, a Natio-

nal Strategy for Hydroger(EN-H2) was presented in

which green hydrogen is to be produced exclusively

via renewable energy sources. This national strategy
SUHVHQWYV WKH EHQHAWYV RI H[SORULG
as a way of decreasing decarbonization costs, guaran

teeing market demand supplies via storage capacity,
decreasing greenhouse gas emission by industries that

DUH KHDY\ SURGXFHUV RI FDUERQ GLR
mical, metallurgy, ceramics, glass) fostering economic

growth, job creation, and an increase in research and
development projects (Presidéncia do Conselho de Mi-

nistros, 2020).
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5Diregdo-Geral de Energia e Geologia (2019, February). Integragdo do H2 nas cadeias de valor. Por
vernment. https:/Mmww.dgeg.gov.pt/media/lsnnvdag/p2-integra%C3%A7%C3%A30-do-hidrog%C3%A
cadeias-de-valor-sistemas-energ%C3%A9ticos-integrados-mais-limpos-e-inteligentes.pdf
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As we have seen, Portugal's geographical location
means that 943 km of oceanic coast can be added to
the country’s solar, inland and offshore wind capabi -
lity. And there is also potential for using sea water for
hydrogen production. However, this entails a need to
develop saltwater use capability for the electrolysis
process, or, alternatively, investing in desalinization
techniques, a further potential development. Another
renewable source is residue water, both domestic and
LQGXVWULDO 7KH EHQHAWV RI-WKLV
ter treatment facilities have been a source of concerted
investment and reside water reuse could constitute a
sustainable and environmentally friendly source of
hydrogen production. There are 2759 residue water
treatment stations and 1611 septic tanks in continental
Portugal, meaning, in 2018, 602 million of cubic meters
of water treatment (Presidéncia do Conselho de Mini-
stros, 2020).

Green hydrogen looks to be a good sustainable energy,
environmentally friendly market economy solution. It
can be produced locally, is easy to distribute and can
be used as transport, industry, and domestic fuel. By
contrast, natural gas seems to be on a downward trend
as regards investments and large-scale policies. In fact,
the European Investment Bank recently stated that
there is “limited support” for gas investments on the
bank’s climate roadmap. Also, funding for large-scale
heat production based on natural gas, and investment
in traditional infrastructures for gas production, came
to an end on 1st January of 2021. These measures also
relate to power plants. Only those emitting less than

NEXT GENERATION EU
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J&2 N:K ZLOO EH HOLJLEOH YRU AQD
However, in the European Union, natural gas still ac -
counts for about a quarter of energy needs. 26% of this
is used for energy creation, 23% in industry, and the
rest in services and domestic use. The EU’s natural gas
demand is close to 480 billion cubic meters, and this
is expected to remain stable over the coming years™.
The European Commission estimates that natural gas
imports will grow by around 20% by 2040, as com-
pared to 201672 Dependence on natural gas reached
77.9% in 2018, compared to the 74.4% observed in the
SUHYLRXV \HDU DQG LQ AIWHHQ OHPE}
exceeds 90%>.

Apart from energy use considerations, there are also
security concerns to consider. One of the main sup
pliers of natural gas for the European Union is the
Russian Federation, which has shown that it is not a
reliable commercial and political partner. This is a cru -
cial factor, with eleven Member States in the European
Union having natural gas supply connections with the
EU’s east — Bulgaria, Czech Republic, Estonia, Lithua
nia, Hungary, Austria, Poland, Romania, Slovenia,
Slovakia and Finland — importing more than 75% of
the gas Russia sends to the EU (Ellyatt, 2019). To diver
sify natural gas sources and the energy mix, and safe
guard the EU’s energy independence, a natural option
LV OLTXHAHG QDWXUDO JDV /1* ZKL(
period to other energy sources. In 2019, the European
Union imported a total of 108 billion cubic meters of
LNG, an increase of 75% over the previous year.

"Taylor, K. (2021, January 21). ‘Gas is over’, EU bank chief says. Euroactiv. https://www.euractiv.com/sec
environment/news/gas-is-over-eu-bank-chief-says

"European Commission (2020d, June 5). European. lique ed natural gas. European Union. https://ec.eur
gy/topics/oil-gas-and-coal/lique ed-natural-gas-Ing_en?redir=1

"ZEuropean Commission (2019, March 8). Lique ed natural gas (LNG) has the potential to help match EL
European Union. https://ec.europa.eu/energy/sites/ener/ les/eu-us_Ing_trade_folder.pdf

"Eurostat  (2019). Natural gas supply statistics. https:/ec.europa.eu/eurostat/statistics-explain
php?titte=Natural_gas_supply_statistics&oldid=447636#Consumption_trends



7KH (XURSHDQ &RPPLVVLRQ EHOLHYH
JDV FDQ VLIJQLAFDQWO\ FRQWULEXWH
of gas supply” and aims “to ensure that all Member

States have access to liquid gas markets” (European
Commission, 2020d). In the European Commission’s
DVVHVVPHQW WKHUH LV "VLIQLAFDQW
WDQW FDSDFLW\ VXIAFLHQW WR JXDU
consumption needs (European Commission, 2020d).

Projects of Common Interest the European Union in -
clude investments in new LGN port terminals and

gas pipelines to ensure transit between Member Sta
tes. This is of particular importance in the light of the

fact that most LNG transport in eastern and central
Europe is dependent on Russia’s Gazprom. Indicators
show that trade relations will increase between the
two blocks in the coming years’ On the other hand,

for the European Union, because of historical, social,
political, geostrategic and military reasons, the United
6WDWHYV LV D QDWXUDO HQHUJ\ GL
partner. In January 2019, LNG imports from the Uni -

ted States to the Union were 1.3 billion cubic meters,

an increase of 181% over the 120 million cubic meters
acquired in January 2018. More joint work is schedu-

led to take place to complete key infrastructure and
improve LNG access and distribution . Here, Por-
tugal can play a fundamentally important role, once
again based on its geographical advantages in helping
WR HQVXUH HQHUJ\ GLYHUVLAFDWLRC
thereby mitigating the European Union’s security di -
OHPPD YLV j YLV WKH 5XVVLDQ )HGHUL
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—

K orteweg, R. (2018, April). Energy as a tool of foreign policy of authoritarian states, in particular Russ
Parliament. https://www.europarl.europa.eu/RegData/etudes/STUD/2018/603868/EXPO_STU(2018)6038
"Source: see note 172
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Its direct Atlantic access makes Portugal one of the

main European entry points for LNG arriving from the

United States, but also from Qatar and Australia. In

addition to its geographical advantage, Portugal is at

the heart of inter and intra-ocean LNG routes connec-

ting Europe, Asia, Africa, and the Americas. However,

to make full use of LNG entry, in both Portuguese and

Spanish ports, the Iberian Peninsula must stop being

DQ HQHUJ\ LVODQGU ZLWK DQ LQVXIA
pipelines to the rest of Europe. In 2018, LNG termi-

QDO XVDJH UDWHV UHJDUGLQJ UHJDVI
24%, in Spain and 48% in Portugal*’®

One way to solve this problem is increasing natural gas
transport capability from Portugal to Spain, and then
to France. Several projects supported by the Europe
an Union aim to increase natural gas transit, such as a
compressor station in Cantanhede, a gas pipeline from
Cantanhede to Mangualde (TRA-N-285), from there to
Celorico da Beira (in Portugal) and then across the bor
der to Zamora in Spain!”’. Another important project
is the construction of a gas pipeline from Guitiriz to
Zamora (TRA-N-950), and then linking up to the An -
dradas gas pipeline (in Spanish territory), which will
allow gas to be transported from the Iberian Peninsula
to France. Another ambitious Project of Common Inte-
rest is the MidCat (Midi-Catalonia) gas pipeline 78 one
of whose sections crosses the Pyrenees: South Transit
Eastern Pyrenees. If this project materializes, then the
south of the peninsula will also be connected to the
center of Europe, with a network that would link up
Barcelona to Huelva, Cordoba and Badajoz, in Spain,

"4nternational Gas Union (2018). 2018 world LNG report. https:/www.igu.org/app/uploads-wp/2018/
LNG_2018.pdf

"Redes Energéticas Nacionais (2018). 3rd Interconnection between Portugal and Spain. https://w
les/2018-08/2018-08-09095141_4c65f7f1-2e56-4968-alaf-585420fa64e0$$1a023d9d-e762-427c-8e7c-
d5c21194812c$$a801cd83-c051-4001-8c35-99dde04eadh7$$ le$$pt$$1.pdf Accessed 2021-01-28.
17%See note 166



and then cross the border into Portugal and the Port of
Sines, the main entry point for LNG in Portugal '’°. The
importance of this port in Sines will be the focus of the
next section.

Regarding NextGenEU and future gas pipelines or
infrastructure investments in LNG and natural gas,
a point of order is needed. These initiatives can be
included in the Projects of Common Interest, which
are supported by funds deriving from budgets such
as the Connecting Europe Facility’s Fund (EU bud-
get) and the European Bank for Reconstruction and
Development*®, Moreover, in late 2020, the European
Parliament decided to include this kind of investment
within the scope of the Just Transition Fungand this
ZDV UDWLAHG RQ WK RI -DQXDU\
Parliament, as a way of assisting European regions still
dependent on this kind of energy % The Just Transition
Fundis part of NextGenEU, and includes 10 bin Euros,
17.5 bin with the MFF. Valid criticisms have been le-
velled at using Just Transition Funddor infrastructure
investment when the system'’s objective is to support
the training of the industry’s labor force for conversion
to new markets or jobs. A further important question,
is the extent to which the present natural gas distri-
bution network can be adapted to transporting hydro -
gen, without new pipelines needing to be built: up to
20% of hydrogen can be safely injected into existing
QHWZRUNV ZLWKRXW WKH QFHG WR UH
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Silvestre, R. (2020, June 23). How can Portugal’'s Port of Sines play a bigger role in assuring energy st
European Union? Atlantic Council. https://www.atlanticcouncil.org/blogs/energysource/how-can-portugals:
play-a-bigger-role-in-assuring-energy-security-in-the-european-union

8Maggiore, M. (2020, October 23). The (in)visible hand of the gas lobby in Brussels. Investigate Europe.
investigate-europe.eu/en/2020/the-hand-of-the-gas-lobby

#BEuropean Parliament (2020a, October 17). Parliament requests more support for regions to make ene
a success. European Union. https://ww.europarl.europa.eu/news/en/press-room/20200910IPR86816/y
requests-more-support-for-regions-to-make-energy-transition-a-success

#Taylor, K. (2021a, January 27). MEPs back natural gas as a ‘bridge’ to 100% renewable hydr Euro
www.euractiv.com/section/energy-environment/news/meps-back-natural-gas-as-a-bridge-to-100-renewab
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Where energy production, distribution, and con -
sumption by end customers is concerned, whether
LNG and/or hydrogen, and Portugal’s potential im -
portance in transatlantic relations, European energy
market and security, attention has focused on one re-
gion in the country. Located on the south-central coast,
58 nautical miles from Lisbon, there is a deep-water
port in the region of Sines. This port provides good
maritime access, can accommodate any type of vessel
and is prepared to handle different types of cargos in
modern, specialized terminals! The Portuguese state
has, historically, viewed Sines as a key strategic asset,
but further investment is now planned to increase its
LNG management and large-scale hydrogen produc-
tion capacity. An industrial unit with an electrolysis ca -
pacity of LGW is set to be developed, and investment in
expanding the port to receive larger ships with bigger
LNG loads, which could then be sent to the rest of the
European continent is underway. ¥*Plans for Sines will
focus on hydrogen production via solar and wind po -
wer, while at the same time investing in local industry
and export capability transformation. The main goal
is implementing solutions using renewable electricity
generation sources in a way that optimizes hydrogen
production costs. Regarding transport, hydrogen pro -
duced in Sines can be distributed via direct injection
into the natural gas network, distributed by land to
consumption points (hydrogen stations and end point
consumers), and exported via maritime routes with
dedicated terminals. As far as LNG is concerned Sk
nes includes a dock with unloading, recirculation and
return lines for LNG carriers, capable of discharging

18%Administracdo dos Portos de Sines e do Algarve (2020). Port of Sines. http://www.apsinesalgarve.pt/el
of-sines

18Gongalves, S. (2020, February 12). U.S. rms keen to expand Portugal’s Sines port for LNG trade: enel
ry. Reuters. https://www.reuters.com/article/us-portugal-usa-energy-idUSKBN2062LS



10,000 m3/h for LNG carriers with volumes between

40,000 and 216,000 m3, and seven atmospheric vapori

zers with a unit capacity of 64 GWh/day. The nominal

emission capacity is 321 GWh/day. As far as loading

LNG carriers is concerned, the gas-in and cooling ca

pacity is 1500 m3/h. The LNG terminals are also ready

WR ORDG WDQN WUXFNV FDSDEOH RI
JDV IRU UHJDVLAFDWLRQ XQLWVW- ORFD
sewhere.

The scope of this article is to explore opportunities to
develop a South-North “dialogue” based on the op -
portunities that NextGenEU can provide, and within it

on the Portuguese contribution to the European Union
energy sector. The potential to act as a green hydrogen
producer, and major continental entry point for LNG

is potentially an important factor when accounting
for energy needs from southern, central and eastern
Europe. This could have a multiple effect inside the
European Union, increasing the competitivity of the
8QLRQ:V HFRQRP\ YLV j YLV RWKHU
United States, China, and Mercosur, decreasing enefr
gy dependence on authoritarian regimes with illibe -
ral tendencies, and protecting the environment via a
decrease in greenhouse gas emissions. Centering on
Sines, natural gas resulting from LNG can be transi-
ted to Europe via a network of gas pipelines and over
land, and the port can be a hub for green hydrogen
to be exported to EU Member States. In fact, the Por
tuguese Government already has protocols with the
Netherlands but this could easily be extended to other
FRXQWULHV ZKLFK GR QRW EHQHAW IU
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advantages regarding the use of renewable sources for
green hydrogen production.

The next step for the Portuguese State is legislating
for normative and regulatory frameworks, while con -
tinuing to implement integrated policy measures to
move away from the energy status-quo to a competi-
tive (new) market, with good governance and strate -
gic vision. Liberalizing this emerging energy market
needs to be prioritized, something that has historically
EHHQ GLIAFXOW LQ 3RUWXJDO ZKLV KI
ged, primarily due to internal and European Union
measures designed to make the Portuguese economy
more competitive and transnational. Positive signals
abound, with private initiative expected as regards
competition for funds to develop such technology on
national soil. This also links up with the need to deve -
lop the labor sector, creating jobs relating to equipment
and infrastructure construction and operation, and a
secondary supply chain of associated industries. Re
purposing infrastructure should also be a policy pri -
ority since investments in new gas pipelines may be
on their way out. Regarding hydrogen transit, stora -
ge facilities and fueling stations need to be built and
Sines port's maritime hydrogen transport capability
built up.

NEXT GENERATION EU

In the tax policy sphere, the Portuguese government
can reduce the taxes and fees associated with green
hydrogen production by electrolysis to improve re -
turns on initial investments in the private sector. Fossil
fuel subsidies should also be phased out, something
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that Portugal has been historically bad at, as was re
AHFWHG E\ LWV EHLQJ QRPLQDWHG W
Europe regarding using taxpayer’s money for “dirty

energy”in 2018 6RPH SROLFLHV KDYH VSHF
ported renewable energy production and CO2 redu -

cing techniques. One is the Sustainable Energy Transi

tion (SDE++) from the Netherlands, as a blueprint to

stimulate sectors such as industry, mobility, electricity,
agriculture, and the built environment in the shift to

hydrogen %, There should also be a strong internatio-

nal component in the creation of a global hydrogen
PDUNHW SDUWQHUVKLSYVY LQ UHVHDUF
best solutions for infrastructure needs and researching
how to make them to scale, seek out the best techni
cal developments, and evaluate the policies and in-
vestments best suited to future needs.

Like the European Union, Portugal is at a crossroads.
As we have seen, natural gas is apparently being pro
gressively abandoned and substituted by the more
environmentally friendly hydrogen. So, while LNG
will remain a market and security need solution, this
will be short term, as the European Union transitions
to carbon-free energy. The Portuguese state thus needs
WR GHAQH WKH EHVW VWUXFWXUDO LC
ring that, whatever funds are used, NextGenEU and

others, Portugal’s will be a pivotal role in the Euro -

pean Union’s environmental protection drive, while

assuring competitiveness and sustainability.

NEXT GENERATION EU

#Climate Action Network (2018, April 15). Winners revealed at the Fossil Fuel Subsidies Awards 2018. httj
pe.org/winners-revealed-at-the-fossil-fuel-subsidies-awards-2018/

#Netherlands Enterprise Agency (2020). Stimulation of sustainable energy production and climat
(SDE++). https://english.rvo.nl/subsidies-programmes/sde 205
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XVII
POLAND: ECOLOGICAL
AND ENERGY TRANSITION
AT THE TIME OF ‘CHOLERA’

Marek Szolc

Introduction

As the saying goes: ‘every cloud has a silver lining’ -
or nie ma tego Bgq co by na dobre nie wysz as every
Polish person would say. The impact of the Covid-19
pandemic has shaken Poland no less than other EU sta
tes and continues to be felt throughout many aspects
of the country’s social, political and economic life. As
the vaccination campaign slowly moves forward, brin -
ging hope that some restrictions may be lifted, many
of us are still licking our wounds and getting ready for
a new, post-Covid world, a world which may well be
shaped by the profound changes promised under the
Next Generation EU plan.

Although the Polish economy seems to have taken a
far weaker hit than many others in the EU (data avai-

lable so far suggests a relatively mild recession of 2.6-
2.8% in GDP decrease and stable unemployment of
3.3-3.49%4%"), the overall picture is far less rosy: certain
branches of the economy have been decimated, go
vernmental aid packages have largely now come to an
end and the epidemic itself has been horribly misma-

naged. The collapse of the chronically underfunded

public healthcare system resulted in surging excess

18Central Statistical Of ce, Socio-economic situation of the country in 2020, Warsaw, January 2021



mortality 8 translating into approximately 80,000 ad-

ditional deaths between October 2020 and January

2021 (with barely half of them attributed to Covid-19)

- and the death toll is still on the rise. Regardless of
economic results, recovery will take time, and so will
VHWWOLQJ XS WKH SDQGHPLF GHEWYV
in excess of 90 bin PLN is the largest in the country’s
post-1989 history.

The coronavirus crisis has exacerbated other, equally
pressing, problems that Poland has so far failed to ad-

dress. The country is in dire need of speeding up its
environmental transition. Its energy, heating and tran -
VSRUW VHFWRUV DUH SDUWLFXODUO\ |
detrimental to the climate, due to their heavy depen -
dence on fossil fuels, both coal or gas. Unless the Po
lish state and Polish businesses take advantage of the
Next Generation EU package to undertake profound
transformation, our high-carbon economy is will soon
rapidly lose competitiveness. It is certainly going to
have an impact on the rate of recovery, harm resilience
to future global crisis (suddenly a much more tangi -
ble perspective) and, mid- to long-term, jeopardise the
living standards and opportunities of ordinary Poles.

NEXT GENERATION EU

3RODQG 1H[W *HQHUDWLRQ (8 EHQH

Next Generation EU is an instrument put forward
by the European Commission to create a sustainable,
even-handed, inclusive and fair recovery for member
states, facing up to the challenges deriving from the
Covid-19 pandemic. The money raised is designed to

18Eurostat, Excess mortality in 2020: especially high in spring and autumn, https://ec.europa.eu/eurostat/w
eurostat-news/-/DDN-20210120-1, access on 15 February 2021
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be invested in three mainstays: (i) support to member

states with investments and reforms; (i) kick-starting

the EU economy by incentivising private investments;

(iii) addressing the lessons of the crisis. The 750 bin

EUR made available to member states is designed to

build a green, digital and resilient EU. Combating the

climate crisis and its impact, as well as protecting bio-
GLYHUVLW\ LV GHVLJQHG WR DFFRXQYV
of this package.

Poland is set to become one of the package’s biggest
EHQHAFLDULHYVY LW PD\ UHFHLYH XS \
grants and up to 34.2 bin EUR in loans, a total of 57.3

bin EUR. The amount is all the more staggering given

WKH FXUUHQW AVFDO VLWXDWLRQ RI W
mated that, counting some other minor instruments,

Poland can hope to receive between 230 and 260 bin

PLN - a whopping 65% of the state’s budget income

in 2020! — solely for energy transition purposes. Such a

massive aid package presents enormous opportunities,
especially since it targets areas of economy in which

Poland is especially lacking and where there is plenty

of room for progress and lasting positive change.

Climate, air and waste: key challenges and key opportu
nities

As far as environmental and energy transition is con-
cerned, Poland has been failing for a long time. Cli-
mate-detrimental energy generation, a heating sector
dependent on polluting coal, massive problems with

waste management and a non-existent environmental



protection system are but a few areas where imme

diate action is necessary. For years the Polish energy

mix has been shaped mainly by the desire to protect
entrenched interests, state-owned energy giants and

the privileges of mining pressure groups and urgently
QHHGV WR FKDQJH :KLOH IRU WKH AU
newables overtook fossil fuels in electricity generation

in the EU in 2020, Poland failed to meet its fairly mo -

dest target of 15% clean energy.

The situation is equally bad with regard to a problem
which is quickly becoming a Polish peculiarity in the
EU - disastrous air quality. As the last member state
LQ ZKLFK FRDO AUHG VWRYHV DUH VW|
ating, Poland suffers temperature drops when its to -

xic air becomes so dense with particulate matter that
many cities compete with Asian metropolises for the
most-polluted-city-on-the-globe top rank. The situa -
WLRQ KDV QRW LPSURYHG VLJQLAF
ment proceedings and lost EU Court of Justice cases

- air quality norms are enshrined in EU law, after all.

o]

Furthermore, while the circular economy is gaining
traction in many countries, Poland is still struggling
with the basics when it comes to waste management.
Its recycling rates are very low and miss their rapidly
increasing targets by a large margin.

NEXT GENERRTION EU

Although the current political situation in Poland and

the Polish government’s erratic approach to clima-
te policies is hindering progress, the trends shaping
energy and environmental transition will only increa -

18Ember and Agora Energiewende, EU Power Sector 2020 Report, January 2021

209



NEXT GENERATION EU

210

se. The Next Generation EU package has the potential
to drive change. The government and businesses can
either use the newly available funds now, and invest
and modernize - or pay a massive bill in a few years’
time, when energy prices escalate, waste processing
fees become untenable and perilous air quality conti-
nues to weigh on the public healthcare system.

How to approach these issues - or whether to appro-
ach them at all, in less progressive circles - is an enti
rely different story.

Exploring opportunities

Poland’s implementation of the Next Generation EU

programme will be set out in its National Recovery

and Resilience Plan. The plan is due to be delivered
by 30th April 2021, when the deadline set out by the
European Commission expires. Although this date is

fast approaching, there are three alarming signs that
its contents will be anything but optimal. The Plan is

being prepared with little to no stakeholder engage -
ment (and environmental NGOs and organizations

in particular), seems to ignore the need for regional
cooperation on the local government level and does
not seem to have had the required knock-on effect on
other strategies which directly interact with its goals

and mechanisms. These shortcomings are, neverthe
less, areas for improvement which could generate im-
PHGLDWH EHQHAWYV

a) Area 1: more transparency - no stakeholder engage
ment means no recovery




What is most striking about the current strategy of the

Polish government with regard to the National Reco -
very and Resilience Plan is that its contents are shrou
ded in secrecy. Despite the plan being due on 30th
April 2021, the open consultation process has not yet
begun, as of 15th February 2021.

On 9th February a large group of more than 20 non-
JRYHUQPHQWDO DQG EXVLQHVYV
open letter to the Polish prime minister criticising the
fact that the National Recovery and Resilience Plan is
being hidden from the public. Since Net Generation
EU is not a regular set of EU funds similar like tho -
se Poland has received in the past and is designed to

RUJD

DFKLHYH D UDWKHU ZHOO GHAQHG VH!

ple entities involved in particular in energy transfor -

PDWLRQ KDYH YRLFHG WKHLU FRQEHl

transparency and called for closer cooperation.

Such statements are entirely understandable. As time
iS running out, it leaves expert stakeholders with lit -
tle opportunity to contribute to the Plan - and even
less for the government to review their input. Given
the Polish government’s extremely bad record on sta-
keholder engagement, many see this as a way of ensu
ULQJ WKDW WKH 30DQ UHAHFWV
biggest risk in this case is that the Plan submitted to
the Commission will be vastly inadequate and set Po-
land up for failure.

How the government wishes the National Recove-

NEXT GENERATIO
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ry and Resilience Plan to bear fruit with little to no
feedback from the stakeholders who are supposed to
EH LWV PDLQ EHQHAFLDULHVY UHPDLQV

b) Area 2: less silo mentality - more alignment with the
overall purpose of the plan

As well as being mismanaged and needing urgent im-
provement in its consultation process, the government
needs to adapt its priorities and other strategic docu-
ments to better accommodate the changes heralded by
Next Generation EU. What is particularly worrisome
is that the project submitted for the National Recove-
ry and Resilience Plan and the key document, Energy
Strategy of Poland 2040, being prepared at the same
time as the Plan hardly seems coherent with the un-
derling purpose of Next Generation EU.

The very same organizations which are denouncing
the government for hindering the consultation pro -
cess, have pointed out that certain of the items which
may make it into the draft Plan are largely inadmis -
VLEOH VLQFH WKH\ LQIULQJH WKH TG
rule’. Some regions and ministries have published
proposals for the Plan including roads and motorways
(often across environmentally valuable areas) or waste
incineration plants, which are most likely not going
to be accepted. At the same time, little information is
available on projects that will realistically contribute to
climate action and meeting the thresholds required by
Next Generation EU.

NEXT GENERATION EU

A patrticularly dire example of lack of cooperation and
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ambition is the Energy Strategy of Poland 2040 - a key
document prepared by the government to set a fra-
PHZRUN IRU QDWLRQDO HQHUJ\ WUDQV
elaborate on the document in detail, since at the time
of writing this article the full version of the document
has not yet been disclosed (sic!) despite having been
approved by the government. However, the pictu -
re emerging from the published summary is a rather
gloomy one: the goals outlined in it are anything but
ambitious. According to the plan, the share of renew-
able energy in the mix is planned to increase to 23%
by 2023, while coal is planned to drop to no more than
56%'*°. The government is planning to build a nuclear
power plant and start generating nuclear energy by
2033 and eliminate coal-fuelled heating stoves from
households by... 2040. In 2030, GHGs emissions are
targeted to drop 30% on 1990 levels. Presenting such
lacklustre plan and one which sets no Polish econo
mic climate neutrality whatsoever, is bordering on
the absurd in the light of gravity of the climate crisis.
Funnily enough, the Recovery and Resilience Facility
is cited as one possible funding source for the Strategy;,
which means that the government took it into account.
,W ZRXOG KRZHYHU VHHP WKDW ZKLO
are going to be made available, the key strategic do

cument designed to guide energy transition remains

heavily focused on postponing change and protecting

the entrenched interests of the coal industry, which is

obviously at odds with Next Generation EU goals.

NEXT GENERATION EU
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A persistent lack of alignment between national poli -

cies and Next Generation EU, as well as poor leader

ship, are jeopardizing other aspects of transition too.

7KH HQHUJ\ JHQHUDWLRQ AHOG LV SD!
EXW VXFK D ADZHG DSSURDFK PD\ DIIt
to a climate-neutral transport system, building circu -

lar economy or investing in water retention and drou -

ght prevention - a particularly important issue for a

country like Poland, where water resources are scar

FH 7KH QDUURZ SHUVSHFWLYHV RI VS
their silo thinking are an obstacle to convergence and

may ultimately derail the environmental effectiveness

of the National Recovery and Resilience Plan, leaving

Poland even further behind member states investing

in clean energy, a healthy environment and the resi-

lience of their natural ecosystems.

¢) More regional cooperation - potential real-life suc-

cess stories are everywhere

It is very likely that groundbreaking results could be
achieved if more focus was put on regional, cross-
border and cross-regional cooperation. An excellent
example where this trend converges with environmen -
tal and economic challenges is the Black Triangle - the
tri-border region where Polish, German and Czech
borders meet.

Poland, Germany and the Czech Republic, all heavily
dependent on coal in their electricity generation sec-
tors, are facing the challenge of energy - and more ge



nerally environmental - transition. A heavily polluted
industrial hub and a still important energy generation
center, the area Germans, Czechs and Poles share,
could seize the opportunities created by climate poli -
cies - and Next Generation EU in particular.

The decarbonization of the economy and the energy
sector in particular is the most pressing, and probably
the greatest development challenge, Poland will have
to face for the next 20 or 30 years. Increasingly ambi
tious EU level commitments are putting a great deal of
pressure on member states to deliver tangible results.
While Germany is consequently following its Ener -
giewende strategy and Czech climate and energy po
licies are increasingly aligning with wider EU trends,
Poland is lagging behind, as we have seen, and failing
to produce a coherent national energy transition stra-
tegy - let alone a strategy with ambitious climate goals.
The above-mentioned international and national fac -
tors are having a direct impact at the regional and lo-
cal levels, especially in the tri-border area. Although
decades of successful cross-border cooperation (for
example, within the Euroregion Niesse-Nisa-Nysa
framework) have laid strong foundations for joint
projects, further enhanced by Poland and the Czech
Republic joining the EU in 2004, energy transition alo-
ne is an entirely new and complex task. It is likely that
its goals will be untenable without effective support
from EU funds.

The tri-border region, labeled the Black Triangle in the
past due to extremely high levels of pollution genera -
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ted by heavy industry in all three countries, has been
recovering since the fall of communism in 1989. Al-
WKRXJK HQRUPRXV SURJUHVV PDBDGH LC
strial technologies and the development of new bran-

ches of the economy (e.g. tourism) has alleviated the

damage to a certain extent, certain major challenges

still need to be overcome.

On the Polish side of the border the energy transition
debate is dominated by the Turéw lignite mine and the
power plant it feeds. The mine and the power plant
directly employ around 4000 people. Tax proceeds ge
nerated by its activities make Bogatynia, the town the
mine is located in, one of the wealthiest in the entire
country. The plant provides electricity to two million
households - and will supply a further 1 million upon
completion of its expansion (which is likely to happen
in 2020).

Unfortunately, the sheer scale of its operations impacts
the region as a whole and environmental consequen-
ces know no borders. The eerie, desolate landscape
left by strip-mining, massive land degradation and a
bad reputation for environmental damage and pollu -
tion are hampering the development of other branches
of the economy, such as tourism or environmentally
friendly agriculture. Open-pit mining disrupts local
water sources and endangers the livelihoods of thou-
sands of people in Poland, Germany and the Czech
5HSXEOLF PHDQLQJ WKDW FRQWURYHU
inevitable.
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To date, the discussion regarding the Turéw mine re-
mains heated and confrontational. PGE, the state-ow
ned company which operates the facility, has recently
extended the mining license and this will remain valid
XQWLO +RZHYHU WKH RIAFLDO SO
keep the mine and the power plant open until 2044
- a date which seems inconceivable. On one hand, ke
eping high-emission lignite-fueled power plants ope -
rational for so long is at odds with achieving clima -
te neutrality by 2050. On the other, the rising cost of
coal-generated power will most likely make the elec -
tricity produced by the plant prohibitively expensive
by then. Unfortunately, the state-owned energy giant
backed-up by the government which is determined to
slow Polish energy transition down as much as possi-
ble refuses to accept this.

In the meantime, the regional debate regarding the fu-
ture of the plant is becoming increasingly heated. In
June 2020, the Czech Committee on Environmental
Protection recommended a lawsuit against Poland for
irregularities related to Turéw mine operations. In July
2020, the Committee on Petitions (PETI), a permanent
European Parliament body, held a hearing regarding a
petition signed by more than 13,000 people who spoke
against extending the mining license. In August 2020,
large-scale demonstrations by Polish, Czech and Ger
man activists against expanding the mine took place.
"LVFXVVLRQV SURWHVWY DQG FRQALF
extension and the operations of the power plant will

certainly continue, since trade unions and many local
inhabitants are strongly in favor of keeping both open:
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in the absence of a viable transition plan on the part of
the Polish government their livelihoods depend enti -
rely on producing energy from lignite.

Regardless of the reluctance of the Polish government
to admit it openly, coal’s demise in the European and
Polish energy mix is inevitable. It is highly unlikely
the Turéw power plant and mine will remain opera -
tional until 2044. Now heavily dependent on proceeds
from mining, the area will need to undergo a process
of transition if it to avoid economic collapse. Stron -
ger cross-border cooperation may be the key to sue
cess. Often perceived as European integration testing
grounds, cross-border territories can play a key role in
energy transition and have already taken advantage of
the opportunities for development offered. The Czech-
German-Polish tri-border area is no exception.

Local authorities should undoubtedly reach out to
other post-coal, cross-border regions in Europe in
which successful transition has occurred and learn
from their experiences. The time to prepare transition
plans is now: drawing these up at the last minute is
not feasible, since it takes years, even decades, to de
ploy adequate policies. Taking advantage of local ex-
perts and academics from all three countries would
enable the economic impact of the transition to be
DVVHVVHG RSSRUWXQLWLHV WR EH El
region’s sudden decline to be averted - especially if the
Turéw power plant and mine was shut down abruptly.
Few places in Europe have more to gain from putting
the funds from the Just Transition Fund to good use.
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Cross-border cooperation in applying could poten -
tially reshape the local economy, create new jobs and
bring the dirty, lignite chapter in the region’s history
to an end.

6\VWHPLF GHAFLHQFLHV LQ LWV HQHU
VLIQLAFDQWO\ LQFUHDVHV LQ 3RODC
from Germany and the Czech Republic, a trend that is

likely to continue in the future. The region is witnes -

sing an increase in its renewable energy capacity (still

dwarfed by the enormous Turéw coal power plant, but

gaining momentum). The local and regional authori -

WLHV ZRXOG EHQHAW LI WKH\ OREELH
ger grid integration, making their voice much louder

to higher-level decision makers. Using cross-border

smart grids could facilitate the provision of safe, cheap >
energy to the entire region and lead to effective allo-
FDWLRQ Rl AQDQFLDO UHVRXUFHYV V%K[
EH VSHQW RQ RYHUVL]HG RU OHVV |-E|A
again, EU funds will be crucial and in this case - play
into the general strategy of more closely integrating lo -
cal energy markets and national grids to facilitate the
balancing of the system. Local governments and enti
ties are also fully capable of formulating cross-border,
joint carbon-free strategies and investing in renewable
energy generation. A decentralized energy generation
system based on wind and solar power encourages
thinking revolving around close bonds, neighborho -
ods and natural connections undivided by national
ERUGHUV :KDW PDWWHUV LV WKH ORF
stem and exchanges within it. Creating a framework

which takes the entire region into account may bolster
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investment in cheaper, more viable energy projects
that would not be possible without available resources
being mapped in this way.

Conclusions

It is no exaggeration to say that few countries in the
world with structural challenges as severe as Poland’s
have been offered such great opportunities to solve
them. However, to date, even fewer have managed
to squander them, as Poland did after joining the EU.
There is no more time for procrastination. Transfor -
mation must no longer be put off. Energy and envi -
ronmental transition is an urgent need - not a luxury
or a policy option.

We cannot eat our cake and have it, too. The Next Ge
neration EU and the National Recovery and Resilience
Plan are much more than simply a list of projects to
carry out - their aim should be a complex reform of sy -
stems and institutions. Without it, achieving resilience
and sustainability across economies and ecosystems is
impossible.

Net Generation EU funding may be the last aid packa-

ge of this scale and accessibility available to the Polish
HFRQRP\ DQG LWV SRWHQWLDO EHQHA
suse or misapplication of the funds from the Covid-19

recovery package may severely hamper Poland’s ca
SDFLW\ WR AQDOO\ HVFDSH WKH PLGC
build an advanced, clean and knowledge-based eco

nomy with stable foundations. We can only hope that



our notoriously incompetent right-wing government
rises to the challenge - at least this time - and provi
des a comprehensive framework for all stakeholders
to take advantage of the unique opportunity being of -
fered us.
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CONCLUDING REMARKS AND
POLICY RECOMMENDATIONS

“The necessity to unify Europe is evident. The existing states
are powder without substance [...] Only the union may make
them last. The problemi is not either independence or union; it
LV HLWKHU EH XQLAHG RU GLVDSSHDU >«@

(Luigi Einaudi, Lo scrittorio del Presiden{@948-1955), Ei
naudi, Torino, 1956, p. 89, my translation)

The Europe we have in front of us is a reality, stronger
than ever. The Next Generation EU program is born after

the Covid-19 as a temporary initiative of the EU Com -
PLVVLRQ WR AQDQFH WKH (XURSHDQ
covery through a mix of loans and grants. The substantial
amount of resources (€750 billion) requires that the EU
will issue bonds to fund these transfers and design some
common sources of taxation to repay its debt.

Py

NGEU takes into account the asymmetric shock of the
SDQGHPLF ,WDO\ LV WKH PDMRU QH
Spain, Poland and France) and creates new “departure
conditions” for the European countries to invest, accor -
GLQJ WR WKHLU VSHFLAF QHHGV LQ
competitiveness and culture; green revolution and envi -
ronmental transition; infrastructure for sustainable mo -
bility; education and research; inclusion and cohesion;
health. The strategy that drives the projects is transversal
and synergistic and is expected to have an impact in se
veral sectors. The interdependence among countries and
the simultaneity of the recovery is fundamental for the
strengthening of the EU model.
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7KH VSLULW RI 1*(8 LV GHAQLWLYHO\ LQ
European project based on two pillars: economic compe-

tition in the single market and solidarity. The EU budget

itself has both an allocative and redistributive function

aimed at strengthening an integrated European market

and stimulating less developed regions, especially in Sou-

thern and Eastern countries.

The relevance of the territories within the EU clearly

emerges from the growing importance in the last decades

of the policy of cohesion not only in terms of resources

but also in terms of recognisability of the EU action. This

policy has always been the major investments’ chan

nel through which the EU has supported the economic
JURZWK RI UHJLRQV DQG FLWLHV -MRE FI
tivity, sustainable development in order to reduce regio -

nal disparities in terms of employment, productivity and

growth.

Regional distances across and within countries in the EU

indeed are not an anomaly and supposedly, as a result

of the pandemic, they are going to worsen. Therefore,

solidariety between North and South, West and East is

certainly not a new issue, to the point that in addition to

WKH UHVRXUFHV RI WKH (8 PXOWLDQQXD
LW LV HVYWDEOLVKHG D VSHFLAF IX

ry Assistance for Cohesion and the Territories of Europe,

€475 billion) aimed at supporting the recovery of territo -

ries, regions and cities (employment, especially of young

DQG ZRPHQ LQYHVWPHQWY WR WKH VPD

in all the sectors, included tourism and culture) to make

their economic growth more homogeneous.
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IRWZLWKVWDQGLQJ WKH AQDQFLDO
facilities increasingly devoted to territorial cohesion, the
regional disparities in Europe, reduced between 2000 and
2008, have recently grown again. Ten years after the crisis
the North-West, South-East divide across the EU is still
clear and visible, as shown by two different indicators,
the Regional Competitiveness Index (RCI) built by the
European Commission and the Quality of Government
Index (QOG), built by the European Commission and the
University of Goteborg.

The RCI measures the major institutional, economic and
social factors of competitiveness over the past ten years
for all the NUTS-2 level regions across the European

HIIF

8QLRQ GHAQHG DV "WKH DELOLW\ RI D |
WUDFWLYH DQG VXVWDLQDEOH HQYLURQ

dents to live and work” 1.

The 2019 index (see the map below) show wide-ranging
variations across and within countries: the Northern are -
as appear more performing (coloured in green) than the
Southern (coloured in violet), especially because of the
negative weight of Southern Italy and Greek, Portuguese
and Spanish regions. A polycentric pattern characterized
by with a strong performance of most capitals and regions
ZLWK ODUJH FLWLHV WKDW EHQHAW
mies, better connectivity and high levels of human capital,
with the exception of the Netherlands, Italy and Germany.
In France, Portugal and most of the Eastern and Nordic
countries the regions neighbouring the capital are far less
competitive. The spillover effects from centre and pe-
riphery are mostly occurring in the Northern and Western
regions, less in the Southern and Eastern. Moreover, the

C NEXT GENERATION EU

The indicators are grouped into 11 dimensions of competitiveness capturing aspects that are relevant to p
long-term development and are groped into three sub-indexes: basic (institutions, macroeconomic stability
health, basic education); ef ciency (higher education and life long learning, labour market ef ciency, mar

innovation (technological readiness, business sophistication, innovation
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UHJLRQDO FRPSHWLWLYHQHVV LQGH[ LV
and negatively with inequality in income distribution.

There is also evidence that the quality of institutions in
Europe is heterogeneous across and within countries
(Charron, Dijkstra, Lapuente, 2014; Charron, Lapuente
Annoni, 2017). The economic literature has widely reco-
gnized the impact of the institutions, together with physi -
cal capital, human capital and innovation, on the econo-
mic growth in countries and regions (see, among others,
Rodrik, Subramanian, and Trebbi 2004). Some studies ba
sed on cross-section EU regional data have recently esta
blished that regional quality of government appears to be
one of the most robust drivers of resilience (see, among
others, Rios and Gianmoena, 2020). The QOG indicators
(2017 — see the map below) measure the degree of impar
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tiality, lack of corruption and quality of public services.
The Northern regions, in France and Germany and in the
Scandinavian countries, for example (coloured in light
and dark blue), are the best in terms of quality of insti -
tutions while some Southern regions in Greece, ltaly and
Spain and some Eastern regions show low quality (colou-
red in light and dark red).

ORQH\ LV QRW HYHU\WKLQJ 3XEOLF

ciency is indeed one of the major factors that have limited
the effectiveness of the cohesion policies across Europe.
In areas where both social capital and quality of institu -
tions are low, the availability of substantial resources ge-
nerate rents and corruption rather than innovation and
opportunities (Accetturro and De Blasio 2019).

In the last twenty years a wide literature on the impact of
the cohesion policies in terms of convergence and econe
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mic growth in several countries has developed. Overall,
the impact has resulted positive but modest, especially if
compared with the huge amount of resources employed?2.
A limited absorption capacity of the public administra -
tion and/or a low level of human capital in some regions
where the intensity of the treatment was high may ex-
plain this evidence.

Today policy makers and public administrations should

take into consideration their empirical results provided

by these studies to avoid the mistakes of the past. NGEU
SURYLGHV WKH UHVRXUFHV WR AQDQFH ¢
private investments and its temporary feature requires
responsibility of both national and local governments

and entrepreneurship, removing the risk of a continuous

ARZ RI DVVLVWDQFH WKDW LV WKH IHDU
therlands, Denmark, Sweden and Austria). The EU does

not have to be interpreted as a fund provider but as an in-

tegrated economy where the North-West and the South-

East have to develop and strengthen their proposals of
specialization and attractiveness in the spirit of a fair and

healthy competition.

Emma Galli

NEXT GENERATION EU

?See on this point the meta-analysis of DallErba e Fang 2017.
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Next Generation E&Jan instrument proposed by the European
Commission to create a sustainable, inclusive and fair recovery
for Member States, in order to face the challenges deriving from
the Covid-19 pandemic.

In this context,'Next Generation EU: A Southern-Northern Dia
logue”is a comparative study aimed at ensuring a dialogue
between the two “Southern-Northern” European macro-re
gions, here represented by lItaly, the Netherlands, Poland, Por
tugal and Spain, for an inclusive, resilient and dynamic reprise
of the EU. Overall, the volume intends to offer a liberal-per
spective on the national policies pursued within the NGEU
framework and grounded on the respect of the rule of law
and of a sustainable development.

Some remarks on the status quo of the Southern-Northern
dialogue and policy recommendations will conclude.
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