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social and Fiscal Policy in eastern and central europe 
– Two sides of one coin

The central and eastern european member states of the european union (eu) predominantly react-
ed to the global financial crisis by implementing austerity policies and structural reforms, which 
have had negative repercussions for social justice. To counter this unfortunate development, this 
paper argues for a more european approach to both social and fiscal policy: in particular, a shift 
from passive social policy measures to a preventive approach based on social investment.  econom-
ic policy tools, such as a european minimum wage or a more universal approach to social benefits 
administration, could help prevent income poverty and social dumping, as well as foster region-
al investment. in order to cushion the regional consequences of asymmetrical monetary shocks, 
greater financial capabilities on the part of the eu are needed. This must be complemented by 
effective measures countering tax evasion practices and corruption. all of this demands a careful 
rethinking of the eu’s social and economic principles.

Thinking ahead.

introduction

The global financial crisis reached Europe in 2009, but did 
not impact the national economies of Europe in the same 
manner. Some countries (like Greece) nearly went bank-
rupt and others (like Estonia) went into a severe slump but 
recovered rather quickly, while some economies (like Ger-
many or the Scandinavian countries) remained relatively 
stable. In general, the reaction to the crisis was stronger 
in the Euro zone than outside of it, and the effects of the 
crisis were more severe in the peripheral countries than 

in the strong European Union (EU) core states. As for the 
»first-aid« measures taken, austerity policy was imple-
mented in almost every country. Macroeconomic tools 
for preventing recession and cyclical shocks were devel-
oped at the EU level for the Euro zone and the whole Eu-
ropean community, in order to help overcome the crisis 
together. The EU moved into a new decade wielding fiscal 
tools on the one hand, and the EUROPE 2020 strategy on 
the other. So far, integration at the macroeconomic level 
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has not meshed well with social cohesion. This is partic-
ularly evident when comparing Eastern and Central Euro-
pean (CEE) countries with the European core1. Unemploy-
ment rates, wages, working conditions, and provision of 
welfare still vary between EU countries, widening the gaps 
between member states. On top of this, the Euro zone has 
attained a higher level of internal integration within the 
EU, due to the achievement of a monetary union and a 
stricter approach to common fiscal policy. However, not 
all CEE countries are members. Moreover, there is a cer-
tain level of distrust regarding the impact of the Euro on 
everyday life. As yet, internal EU discussions have focused 
on the choice between a fiscal union and a stability union 
– discipline or solidarity. The social dimension of cohesion 
and convergence between EU15 and new member states 
(NMS) appears to be of minor concern.

THe PosiTion oF THe cee counTries in THe eu
The impact of the crisis also varied across CEE countries 
in terms of timing and speed. Both imbalances prior to 
the crisis – as well as fiscal responses to it – differed nota-
bly from country to country2. Poland, for example, react-
ed relatively moderately to the crisis, whereas the Baltic 
States experienced sharp economic plunges. It is thus dif-
ficult to analyse Eastern and Central European NMS as a 
homogeneous entity. Nevertheless, some general effects 
of the global economic crisis on these countries can be 
summed up as follows: a decrease in the GDP growth rate 
followed by a drop in its magnitude (except for Poland); 
plummeting exports; a fall in absolute volumes of invest-
ment and investment growth rates; as well as a drop in 
the private investment rate. Declining employment add-
ed to waning domestic demand and final expenditures 
by households on consumption3. This brief comparative 
insight suggests that austerity policies and structural re-
forms aimed at stabilising economies may have also had 
negative repercussions for social justice. The EU Social 
Justice Index shows that the crisis has reinforced pre-ex-
isting inequalities. As a result, Europe faces persistent 
welfare gaps between the below-average cluster of CEE 
countries and the Southern countries on the one hand, 

and Northern Europe and the old member states – such 
as Germany, Austria, and the Netherlands – on the oth-
er hand. In this respect, the Czech Republic, Estonia, and 
Slovenia are the only exceptions in the CEE region dis-
playing positive tendencies on the Social Justice Index.4

In the years preceding the crisis, the NMS grew rapidly 
owing to strong capital inflows and credit growth. The 
transformation of domestic economies in the 1990s fo-
cused on increasing consumption and the liberalisation 
of markets. Yet after the first decade of intensive reforms, 
further sustainable structural reforms were inhibited, 
with issues such as R&D, innovation, and labour market 
policies being assigned to the back seat. Coping with the 
aftermath of the current crisis is only one side of the coin 
– the other is the challenge of convergence: the develop-
ment of plans to design industrial, innovation, and labour 
policies that would expedite the process of catching up5. 
Scepticism over the NMS ever rising to Western standards 
is occasionally voiced, with gloomy predictions that they 
will be permanently confined to the periphery within 
the EU6. Achieving convergence and cohesion within the 
EU thus remains one of its central challenges. European 
policy will have to undergo deeper fundamental reforms 
if EU cohesion and the process of convergence are to be 
strengthened. Otherwise, inequalities between and with-
in the member states will persist, threatening the sustain-
ability of the EU architecture. The main questions in this 
process are as follows: 

•	 How	much	harmonisation	between	heterogeneous		
 national systems is possible?

•	 Is	one	common	currency	able	to	bring	about		 	
 convergence between national economies?

•	 How	can	local	problems	be	solved	with	European		
 solutions?

•	 To	what	extent	can	a	fiscal	and	social	union		 	
 penetrate national systems?

•	 How	can	more	social	sensitivity	be	incorporated	in		
 technocratic management?

1. This applies in particular to most of the Inner Six (i.e., the founding countries 
of the European Community): Germany, France, Belgium, the Netherlands, 
and Luxemburg. However, other EU countries – like Austria, Denmark, and 
Sweden – proved to have resilient economies and were also able to maintain 
stable living standards.

2.  The impact of the financial crisis on the Central and Eastern European 
countries, ECB Monthly Bulletin, July 2010, pp. 85-96.

3.  For more see: W. Dymarski, 2010, Differential impact of global crisis on CEE 
economies, Paper presented at the 16th Workshop on Alternative Economic 
Policy in Europe, University of Crete, Rethymnon 24–26 September 2010.

4. D. Schraad-Tischler, C. Kroll, 2014, Social Justice in the EU – A Cross-national 
Comparison. Social Inclusion Monitor Europe (SIM) – Index Report, 
Bertelmann-Stiftung, pp. 7-9.

5.  For more information, see R. Kattel, 2010, Financial and Economic Crisis in 
Eastern Europe, draft prepared for the conference on finance in Muttukadu, 
India, January 2010, p. 13. 

6.  See the interview with Prof. Leon Podkaminer (WIIW), Forsal.pl, 4 May 2014.

https://www.bertelsmann-stiftung.de/en/publications/publication/did/social-justice-in-the-eu-a-cross-national-comparison/
https://www.bertelsmann-stiftung.de/en/publications/publication/did/social-justice-in-the-eu-a-cross-national-comparison/
https://www.bertelsmann-stiftung.de/en/publications/publication/did/social-justice-in-the-eu-a-cross-national-comparison/
www.networkideas.org/featart/jan2010/eastern_europe.pdf
www.networkideas.org/featart/jan2010/eastern_europe.pdf
www.networkideas.org/featart/jan2010/eastern_europe.pdf
www.forsal.pl/artykuly/793019,porzucmy-nadzieje-na-dogonienie-zachodu-unia-utrwali-nasza-peryferyjnosc.html
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european social Policy
European social policy is shaped more by strategies and 
recommendations than by laws. The European social 
model, to which frequent reference is made, is based on a 
set of values shared by European welfare states. Although 
critics argue that in reality there is no such entity as a 
European social model, there are certain European tradi-
tions that stand in opposition to the »American way of 
life«7, which is based on individualism, the superiority of 
the free market, and a night-watchman state. According 
to the European Commission’s 1994 white paper on social 
policy8, the European social model stands for democracy 
and individual rights, free collective bargaining, market 
economy, equal opportunity for all, social protection, and 
solidarity. The Treaty on the Functioning of the Europe-
an Union (TFEU)9 underscores solidarity in the promotion 
of equality (including between men and women), a high 
level of employment, guarantee of adequate social pro-
tection, high levels of education, and health care. Further-
more, there are a number of directives and regulations 
concerning social policy and labour market issues, such 
as safety and health at work, non-discrimination of work-
ers, parental leave, and rights or coordination of social 
security systems. In practical terms, however, it is largely 
up to the member states themselves to shape their social 
policies and redistribution of wealth, which is why it is 
necessary for the European social model to evolve into an 
actual common framework.

GeneraL sociaL PoLicY recoMMenDaTions
New mechanisms for redistribution at the regional level 
are needed to close the gaps between – and within – the 
EU member states. Economic growth is not enough in the 
absence of social progress. The production of economic 
wealth must serve to promote social inclusion and im-
prove living standards, by ensuring access to high-quality 
social services, expanding educational opportunities, and 
improving work-life balance. The Stability and Growth 

Pact or any other economic agreement within the EU com-
munity needs to be balanced by equivalent social policy 
regulations. In particular, this applies to convergence in 
working conditions and wages, or at least a requirement 
that rising wages should be pegged to increasing labour 
productivity. Disparities in the quality of workplaces 
and labour market policies are the main sources of wel-
fare gaps within the EU, especially in the NMS. Most CEE 
countries are having difficulties reducing long-term un-
employment, which can account for as much as half of all 
registered unemployed10. Poland, Hungary, and Slovakia, 
in particular, are experiencing higher rates of women out 
of work11. CEE citizens work two to three hours longer than 
the average EU citizen each week12, although the earnings 
structure does not reflect this. Per hour wages in CEE are 
approximately 30 per cent of the EU28 average13, while in 
terms of purchasing power parities, CEE hourly wages are 
nearly half of the EU28 average. Labour productivity in the 
CEE countries is relatively low – less than two-thirds of 
the EU15 average14. Investments in education, technologi-
cal development, innovation, and high-quality workplac-
es are necessary to achieve the goal of wage convergence. 
General directives shaping European labour law have 
been introduced, and strategies aimed at developing 
regional labour markets and social infrastructures have 
been developed. National labour markets still differ, how-
ever, because mechanisms within national economies 
and national legal frameworks produce country-specific 
systems. Hence, more detailed solutions need to be elab-
orated and implemented in order to render more uniform 
welfare conditions within the EU.

Recommendations in this field focus on the need for 
stricter legal measures and harmonisation of nation-
al systems through the establishment of supranational 
minimum standards within the EU community. First-
ly, minimum standards would have to address not only 
basic aspects – such as working hours, wages, and un-
employment benefits – but also detail further steps 
concerning, for example, pensions and social assistance. 

7. This phrase was used by Tony Judt to explain the difference between the two 
continents. For more information, see Tony Judt, Europe vs. America, The New 
York Review of Books, February 10, 2005; Postwar: An Interview with Tony 
Judt, Historically Speaking: The Bulletin of the Historical Society, Volume VII, 
Number 3, January/February 2006.

8.  Commission Of The European Communities, European Social Policy – A way 
forward for the Union. A White Paper, COM (94) 333 Final (July 1994).

9.  Consolidated Version of the Treaty on the Functioning of the European 
Union, 2008 O.J. C 115/47.

10.  European Commission, Eurostat Database, Long-term unemployment by 
sex – annual average.

11. European Commission, Eurostat Database, Inactive population as a 
percentage of the total population, by sex and age.

12. European Commission, Eurostat Database, Average number of usual weekly 
hours of work in main job, by sex, professional status, full-time/part-time 
and economic activity (from 2008 onwards, NACE Rev. 2) – hours.

13. European Commission, Eurostat Database, Structure of earnings survey: 
hourly earnings.

14. European Commission, Eurostat Database, Labour productivity – annual data.

www.nybooks.com/articles/archives/2005/feb/10/europe-vs-america/
www.nybooks.com/articles/archives/2005/feb/10/europe-vs-america/
www.bu.edu/historic/hs/judt.html
www.bu.edu/historic/hs/judt.html
www.bu.edu/historic/hs/judt.html
http://europa.eu/documentation/official-docs/white-papers/pdf/social_policy_white_paper_com_94_333_a.pdf
http://europa.eu/documentation/official-docs/white-papers/pdf/social_policy_white_paper_com_94_333_a.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT&from=EN
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=une_ltu_a&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=une_ltu_a&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsa_ipga&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsa_ipga&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsa_ewhun2&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsa_ewhun2&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsa_ewhun2&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_hourly&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_hourly&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nama_aux_lp&lang=en
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Moreover, the policy of social cohesion within the EU re-
quires a common framework for social services (such as 
equal provision of health care) or common family policy 
tools (such as parental leave and child-rearing benefits or 
care for dependent family members). Secondly, minimum 
social policy standards should be higher than the status 
quo in less developed or less generous countries like the 
CEE countries. This would prevent unfair economic com-
petition through the reduction of social standards – the 
so-called race to the bottom. To achieve these long-term 
goals, a shift from passive social policy measures – such 
as financial transfers and ex post support – to a preven-
tive approach based on social investment is essential. 
Equal provision of social services would be one compo-
nent. This could be complemented by widening the scope 
of services available for families and people with special 
needs. Inclusive labour market reintegration through jobs 
– thus preventing social and economic exclusion – would 
serve as a common framework for this strategy.

TowarDs sociaL coHesion – Main conTroversies
A single labour market implies common standards and 
integrated policy. Labour codes should undergo basic 
unification to set a framework for non-discrimination 
and equal treatment of all employees regardless of their 
country of origin. Further integration should also cov-
er issues such as working hours, social protection, and 
minimum wages. It is too often the case that compet-
itiveness is achieved by cutting labour costs – for ex-
ample, by using temporary or private law contracts or 
outsourcing services – instead of providing jobs subject 
to social security requirements. 

With regard to cyclical unemployment, the short-term 
stimulation of consumption is recommended to mini-
mise the risk of social exclusion and prevent a deeper 
recession. This approach stands in opposition to auster-
ity policies, which have proven to be counterproductive. 
Not only have they failed to end the crisis, they have 
also contributed to growing inequalities within the 
EU by shifting the costs of social reproduction to pri-
vate households. Hence, instruments such as flat-rate 
European unemployment benefits, or a European un-
employment insurance scheme deserve closer inspec-
tion. Independent of labour migration, this could help 

cultivate a feeling of common European identity linked 
to an all-European solidarity mechanism. However, one 
fundamental issue has to be tackled first: how should 
unemployment be defined? As an individual risk cov-
ered by insurance, or as a collective risk funded with tax 
revenue? Not all countries are familiar with the concept 
of unemployment insurance. The Ghent system – i.e., 
in which the main responsibility for welfare payments 
in connection with unemployment tends to be in the 
hands of trade unions instead of the government15 – is 
common in the Nordic countries, where trade unions are 
the main agents administrating unemployment insur-
ance funds. In contrast, unemployment benefits in CEE 
countries are only transferred by the state and only un-
der certain conditions, leaving most unemployed people 
without wage-equivalent benefits. A gentle introduction 
of short-term unemployment-related benefits funded 
from the EU budget would only cause limited costs to be 
incurred by countries with higher living standards, but 
it would offer considerable relief to poorer regions like 
CEE. Stimulating capacity for continuous consumption 
and domestic demand by ensuring adequate household 
income levels would not only prevent social exclusion, 
but also help prevent a surge in labour migration or the 
development of »shadow« markets.

In many countries, the crisis led to public sector wages 
being frozen and private sector labour costs being re-
duced. This »internal devaluation« multiplies the num-
ber of so-called working poor and accelerates »brain 
drain« through labour migration. It also causes domes-
tic demand to sag, sustaining and reinforcing the re-
cession. In 2010, it was estimated that 16 per cent of all 
workers in the EU earn less than 60 per cent of national 
median wages, with the Baltic States, Germany, and the 
United Kingdom, for example, exceeding this level16. Eu-
ropean minimum wages could conceivably help prevent 

15. For more information, see K. Vandaele, 2006, A report from the homeland of 
the Ghent system: The relationship between unemployment and trade union 
membership in Belgium, Transfer 13, 4/06.

16. Thorsten Schulten, 2014, Contours of a European Minimum Wage Policy, 
Friedrich-Ebert-Stiftung Study, October 2014, p. 13.

not only have the austerity politics failed 
to end the crisis. By shifting the costs of 
social reproduction to private households 
they have also contributed to growing in-
equalities within the eu.

www.academia.edu/928043/a_report_from_the_homeland_of_the_ghent_system_unemployment_and_union_membership_in_belgium
www.academia.edu/928043/a_report_from_the_homeland_of_the_ghent_system_unemployment_and_union_membership_in_belgium
www.academia.edu/928043/a_report_from_the_homeland_of_the_ghent_system_unemployment_and_union_membership_in_belgium
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income poverty and social dumping. Nevertheless, min-
imum wages are also associated with controversy. In 
particular, some trade unions have misgivings about the 
introduction of a minimum wage, because they have an 
interest in maintaining the existing wage-negotiation 
tradition. Collective bargaining reinforces their impor-
tance in the social dialogue, while strengthening the 
democratisation of industrial relations. Thus, in some 
cases, as in the Nordic model, establishing a gener-
al minimum wage could be interpreted as a drawback. 
From the perspective of the CEE countries, however, a 
minimum wage as a European standard would consti-
tute a social revolution. 

In 2012, average annual net earnings in the EU15 and 
EU27 varied by around 15 per cent17. In the first quarter 
of 2014, minimum monthly wages ranged from €159 in 
Bulgaria to €1,874 in Luxembourg18. The question of ref-
erence arises: how should the average wage level in the 
EU of 28 countries be balanced? Nonetheless, setting a 
common standard in the guise of a minimum wage – a 
possible European minimum wage norm19 – is subject to 
methodological concerns. It was already proposed that 
all countries should gradually raise their minimum wage 
to a level corresponding to 60 per cent of the average 
national wage20. If calculated as a certain percentage 
of an average salary, however, minimum wage would 
depend on imbalances in wage levels in general.

In the event of a crisis, minimum wages would drop 
– as general wages would also drop. Thus, the notion 
of a European minimum wage based on a subsistence 
level – a level of income that allows basic consumption 
needs to be satisfied – could serve as an alternative, 
changing the paradigm of anti-poverty policy. Thus, a 
common minimum wage set at the subsistence level 
independent of the form of employment is meant to 
prevent the status of »working poor« becoming even 
more prevalent in the workforce. 

A minimum wage based on a subsistence level could be 
particularly beneficial in the event of economic imbal-
ances. It could help avoid the rapid growth of social in-
equalities within the European community. Wages that 
do not ensure subsistence diminish consumption and 
welfare, and fail to provide a social basis that would in-
crease people’s competitiveness. Moreover, minimum 
wages can spur innovation, because entrepreneurs are 
forced to improve productivity in other ways than by 
cutting labour costs. A common European minimum 
wage is difficult to imagine without a common curren-
cy and stable exchange rates. Above all, the question of 
minimum wage is first and foremost political in nature, 
and the EU does not yet appear to be ready to deliver 
an answer. At present, the TFEU prohibits the EU from 
intervening in national salaries21; and enabling this 
would involve an expansion of EU powers vis-à-vis the 
member states – a controversial proposition.

 

european Fiscal Policy
When the crisis hit Southern Europe, it triggered a de-
bate over asymmetric shock prevention at the suprana-
tional level. Since 2010, macroeconomic tools have been 
developed to strengthen the fiscal footing of the EU by 
correcting imbalances and excessive deficits. Some of 
these solutions only involve the Euro zone (e.g., Two-
pack, 2011; European Stabilization Mechanism, 2012; 
Fiscal Compact, 2013), while others are obligatory for 
the entire community (e.g., Sixpack, 2011). Meanwhile, 

17. European Commission, Eurostat Database, Population and social conditions, 
Earnings, Annual Net Earnings.

18. European Commission, Eurostat Database, Population and social 
conditions, Earnings, Monthly minimum wages - bi-annual data.

19. For a further elaboration on the question of a universal European norm, 
see Thorsten Schulten, 2014, Contours of a European Minimum Wage Policy, 
Friedrich-Ebert-Stiftung Study, October 2014.

20. For details, see T. Schulten, C. Schäfer, R. Bispinck, A. Rieger, B. Ringger, H. 
Baumann, M. Husson, A. Math, 2005, Theses for a European minimum wage 
policy, Economics and Social Sciences Institute (WSI) of the Hans Böckler 
Foundation, “Denknetz”, Economic and Social Research Institute (IRES), 
Düsseldorf/Zurich/Paris.

21. Consolidated Version of the Treaty on the Functioning of the European Union, 
2008 O.J. C 115/47TFEU, Article 153, Paragraph 5.

The notion of a european minimum wage 
based on a subsistence level could help 
avoid the rapid growth of social inequali-
ties within the european community.

appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_nt_net&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_nt_net&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_mw_cur&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_mw_cur&lang=en
www.boeckler.de/pdf/wsi_2005_thesen_mindlohn_en.pdf
www.boeckler.de/pdf/wsi_2005_thesen_mindlohn_en.pdf
www.boeckler.de/pdf/wsi_2005_thesen_mindlohn_en.pdf
www.boeckler.de/pdf/wsi_2005_thesen_mindlohn_en.pdf
www.boeckler.de/pdf/wsi_2005_thesen_mindlohn_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT&from=EN
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two alternative policy approaches have emerged – one 
backed by Germany and the other by France. The idea 
of a union of stability based on strengthening the cen-
tralised monitoring of budgets and ensuring fiscal dis-
cipline by means of structural reforms contrasts with 
the idea of a fiscal union of mutual liability, financial 
rebalancing, and social cohesion, but with less depen-
dence on the European Commission. The awaited Fran-
co-German roadmap to overcome the crisis despite dis-
agreements failed22. The CEE countries did not produce 
any joint statements. Only a few of the CEE countries 
belong to the Euro zone, which is important in the fis-
cal debate. Fiscal restrictions were mostly questioned 
out of sympathy for the highly indebted countries of 
Southern Europe. In contrast to them, most of the CEE 
countries demonstrated fiscal discipline during the cri-
sis and managed to keep their public deficits at stable 
levels. Eastern European attitudes vary: from Poland’s 
support for Germany, to the Baltic States already joining 
the Euro zone, and Hungary’s general Euroscepticism as 
exhibited by Viktor Orbán. The goal of completing the 
formation of a »genuine EMU« has stumbled over the 
missing elements: effective coordination of debt man-
agement and the development of an architecture for the 
banking union. Responsible public finances are essential 
to answer the core questions surrounding the sources 
of revenue and schemes for its allocation. A clear direc-
tion is needed for further integration. Innovative, smart 
finances require a new approach.

GeneraL FiscaL PoLicY recoMMenDaTions
Dilemmas hampering expansion of the Euro zone have 
emerged from the political risks involved in price-wage 
convergence, which will take time to resolve and tem-
porarily impose costs on societies. Final economic and 
fiscal integration will be difficult if not impossible with-
out a monetary union. This is a must if Europe is to 
boost its competitiveness in global markets. Stable su-
pranational foundations – such as one currency, com-
mon fiscal policy, and a common budget – would also 
aid in foreseeing and avoiding asymmetric shocks. This 
process of harmonisation and final integration has to 
be democratic, however, and proceed through negotia-
tions and not demands. 

It is necessary not only to redefine the economic para-
digm, but also to rethink the entire philosophy under-
lying the EU concept. Investments should not be un-
derstood in terms of monetary rate-of-return or current 
consumption. In addition to »hard« investments in ma-
terial and infrastructure, the focus should be placed 
on initiatives stimulating social reproduction and 
development. The ultimate goal of the cohesion pol-
icy should be to establish the same quality of public 
services for everyone – easy access to social infrastruc-
ture, both in financial and spatial terms. This involves 
abandoning austerity policies and restructuring redis-
tribution schemes. With regard to »soft« investments, 
more public spending is needed on care, research, and 
the development of human capital. Education and 
health care should remain inclusive and free of charge. 
Every European citizen should have a right to decent 
housing. In fact, some of the CEE NMS have already 
been beneficiaries of the European funds for more than 
a decade. In the EU Financial Perspective 2007–2013, all 
NMS from CEE23 had access to nearly €175 billion24. In 
the three Baltic States and four Visegrad countries the 
investments from the European Social Fund amounted 
a total of  €20 billion, boosting the flexibility of work-
ers, improving access to employment, building human 
capital, and enhancing social inclusion by supporting 
disadvantaged groups25. In 2014, the EU marked the 
tenth anniversary of its greatest expansion – the mem-
bership of the CEE countries. Poland, the largest net 
beneficiary, celebrated the anniversary by highlighting 
the achievements of the past decade. EU funds have 
been used to build and modernise 2,000 km of high-
ways, 14,000 km of roads, 2,300 km of railroads, and 
36,000 km of the sewage system. Thanks to structur-
al funds, 55 per cent of Polish schools were equipped 
with computer rooms. Investments in human capital 

23. Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, 
Slovakia, and Slovenia.

24. EU Funds In Central and Easter Europe. Progress report 2007-2013, KPMG 
Central and Easter Europe.

25. European Commission, Employment, Social Affairs & Inclusion, European 
Social Fund, ESF Budget by Country: 2007-2013.

The ultimate goal of the cohesion policy 
should be to establish the same quality of 
public services for everyone – easy access 
to social infrastructure, both in financial 
and spatial terms.

22. For more information, see B. Hacker, 2013, On the Way to a Fiscal or a 
Stability Union? The Plans for a »Genuine« Economic and Monetary Union, 
International Policy Analysis, Friedrich-Ebert-Stiftung, Berlin.

www.kpmg.com/si/en/issuesandinsights/articlespublications/documents/eu-funds-in-central-and-eastern-europe.pdf
www.kpmg.com/si/en/issuesandinsights/articlespublications/documents/eu-funds-in-central-and-eastern-europe.pdf
ec.europa.eu/esf/main.jsp?catid=574&langid=en
ec.europa.eu/esf/main.jsp?catid=574&langid=en
library.fes.de/pdf-files/id/ipa/10400.pdf
library.fes.de/pdf-files/id/ipa/10400.pdf
library.fes.de/pdf-files/id/ipa/10400.pdf
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resulted in an estimated 800,000 people aged 20–64 
finding jobs and more than 243,000 newly established 
companies26. It is important to highlight that »hard« 
investment programmes in infrastructure – such as 
building roads, airports, modernising sewage works, 
and equipping hospitals – also produce added value 
in a social dimension, because they offer the potential 
to improve the living standards of local populations. It 
is crucial, however, to abide by the rules of utility and 
democracy when deciding on investment. Consulting 
local communities to learn about their most urgent 
needs and problems is important for a proper and just 
allocation of funds. Thus, the three pillars of Europe-
an policy should be investment, activation, and inclu-
sion. Structural funds have been and should still be the 
means for improving the redistribution of EU wealth.

econoMic converGence DiLeMMas
Cushioning the regional consequences of asymmetri-
cal monetary shocks requires greater financial capabil-
ities on the part of the EU, by bolstering the European 
budget. To ensure a just contribution scheme, the EU 
budget should be calculated as a certain percentage of 
national budgets in relation to national GDPs. Keep-
ing in mind the dramatic impact of the global finan-
cial crisis on some member states, the development 
of counter-cyclical, anti-recession tools funded from 
the common budget is strongly recommended. Vari-
ous proposals for collective solidarity funds that would 
reinforce financial stability have been discussed at the 
European level. Despite controversies, the general con-
cept of Eurobonds as a way to access cheaper credits, 
guaranteed or subsidized mostly by the strong Euro 
zone economies, is the most credible of these. Article 
125 of the TFEU states, however, that the EU and its 
member states are not liable for the commitments of 
other members. Fiscal transfers are not possible within 
the EU at the moment – thus, the implementation of 
such tools could not happen without an amendment 
to the Treaty.

On the revenue side, augmenting the budget involves 
implementing a coordinated set of activities. First, it 

is recommended that indirect payments from trea-
suries of the member states be increased. Second, it 
is imperative that the haemorrhaging of resources be 
stemmed through consolidated measures. Tax avoid-
ance is under scrutiny. Research shows that due to 
the shadow economy, the biggest tax losses as a pro-
portion of tax incomes (25 per cent<) are incurred in 
Southern Europe (Greece, Italy, Cyprus, and Malta), the 
Balkans, and other CEE economies, such as the Baltic 
States, Poland, and Slovenia27. Sums lost by the EU due 
to tax evasion and avoidance are estimated at up to 
€1 trillion28. The elimination of tax havens should be 
followed by the establishment of progressive income 
taxation. Single market rules should thus prevent tax 
competition in markets. It is along these lines that 
the consolidation of PIT, CIT, and VAT ranges is recom-
mended, by setting a binding minimum tax rate for all 
member states. Third, a strong commitment to fight-
ing corruption followed up by the implementation of 
hard laws at the national level and sanctions at the 
European level are needed. According to the EU An-
ti-corruption Report, 75 per cent of all EU citizens think 
corruption exists in their countries. Especially in CEE 
countries – Hungary, Slovakia, and Poland – corrup-
tion is perceived as common practice. However, direct 
individual experience with bribery is most common-
ly reported in the Balkans, Lithuania, and the Czech 
Republic. In contrast, the Scandinavian countries and 
United Kingdom showed the best results29.

 

recommendations for cee
Social policy and fiscal policy go hand in hand – how-
ever much the unfinished project of complete integra-
tion has entrenched disparities within the EU. Fiscal 
measures are developed independently of social affairs, 
while restrictive economic solutions are not accompa-
nied by analogous social policy standards. Sometimes 
severe austerity measures even destroy social welfare 
institutions. It is crucial that a specific direction is estab-
lished for further development. Generous social policy is 

26. For more detailed information see Ministerstwo Infrastruktury i Rozwoju, 
Wpływ członkostwa Polski w Unii Europejskiej i realizowanej polityki 
spójności na rozwój kraju, Warszawa, kwiecień 2014. 

27. R. Murphy, 2012, Closing the European Tax Gap. A report for Group of the 
Progressive Alliance of Socialists & Democrats in the European Parliament, p. 12.

28. European Commission, Taxation and Customs Union, Taxation, Fight 
against tax fraud and tax evasion.

29. Report from the Commission to the Council and the European Parliament. 
EU Anti-corruption Report, Brussels, 3.2.2014 COM(2014) 38 finals, p. 6.

https://www.mir.gov.pl/media/3244/raport_wplyw_czlonkostwa_polski_w_unii_europejskiej_i_realizowanej_polityki_spojnosci_na_rozwoj_kraju.pdf
https://www.mir.gov.pl/media/3244/raport_wplyw_czlonkostwa_polski_w_unii_europejskiej_i_realizowanej_polityki_spojnosci_na_rozwoj_kraju.pdf
https://www.mir.gov.pl/media/3244/raport_wplyw_czlonkostwa_polski_w_unii_europejskiej_i_realizowanej_polityki_spojnosci_na_rozwoj_kraju.pdf
www.socialistsanddemocrats.eu/sites/default/files/120229_richard_murphy_eu_tax_gap_en.pdf
www.socialistsanddemocrats.eu/sites/default/files/120229_richard_murphy_eu_tax_gap_en.pdf
ec.europa.eu/taxation_customs/taxation/tax_fraud_evasion/a_huge_problem/index_en.htm
ec.europa.eu/taxation_customs/taxation/tax_fraud_evasion/a_huge_problem/index_en.htm
ec.europa.eu/dgs/home-affairs/e-library/documents/policies/organized-crime-and-human-trafficking/corruption/docs/acr_2014_en.pdf
ec.europa.eu/dgs/home-affairs/e-library/documents/policies/organized-crime-and-human-trafficking/corruption/docs/acr_2014_en.pdf
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possible if economic revenues are there to fund it. Loss 
of revenue – through shadow markets, tax havens, or 
corruption – harms societies. More money in the system 
enables investment in social, infrastructural, and human 
capital. Instead of cutting public expenditures on social 
services and shifting the burden of the crisis to citizens, 
states should seek other solutions aimed at preserving 
welfare standards. It should be in the vital interest of the 
NMS and the peripheral states to push for changes in-
side the EU. In particular, countries still struggling with 
structural mismatches – like the CEE countries – should 
forge a political coalition for social cohesion, conver-
gence, and growth.

reGionaL aPProacH
For a heterogeneous entity like the EU, taking regional 
characteristics into account is a must. The just distri-
bution of common revenues is a key for minimising 
the gaps between old member states and the NMS. 
Supporting the weaker economies is in the collective 
interest of the EU community. This goal involves des-
ignating money for the poor areas of CEE. At the same 
time, it is worth highlighting that CEE is strongly di-
versified internally. This means that further use of the 
regional approach in EU cohesion policy is necessary. 
Wage and price convergence, as well as minimal stan-
dards for the labour market and social policy are of 
great importance to the CEE countries. Nevertheless, 
it is also crucial that inequalities within particular 
CEE countries diminish. The allocation of the Europe-
an funds received should not only be country-specif-
ic, but also designed to reduce territorial disparities 
within the country. The risk of limited absorption or 
mismanaged investments could be countered by im-
plementing strict evaluation standards based on the 
criteria of adequacy, efficiency, and sustainability 
of investments. It would motivate the CEE countries 
to continue developing strong public sector institu-
tions and implementing effective methods for public 

governance and EU fund management. Regular, trans-
parent processes for evaluating EU fund absorption 
should remain a tool for improving EU investment 
programmes in general. It is also of great importance 
to identify success stories, and by doing so to extract 
successful development patterns for the region.

susTainaBLe DeveLoPMenT
Given the inequalities existing between EU28 coun-
tries, financial resources should be channelled to 
underdeveloped regions to improve their social in-
frastructure through greater public investment. A 
common EU budget should serve as an engine of Eu-
ropean integration, both economically and socially. 
It is thus in the interest of the CEE countries to lobby 
for the development and implementation of EU-fund-
ed public investment programmes, especially in such 
common goods as housing, modernising infrastruc-
ture, investing to kick-start local economies, and de-
veloping local industrial policies to stimulate demand. 
The concept of smart growth for the CEE region should 
be implemented through ideas and technology, as 
well as the development of regional industrial policy 
that draws from local resources, fosters job creation, 
and supports employment. Sustainable development 
policies should embrace solutions like public support 
for nascent industry branches, new technologies, or 
transferring high-tech to less productive economies. 
This again requires redefining the investment para-
digm and embracing social standards and transfers as 
means to increase competitiveness. Solidarity is not 
only a matter of the stronger economies bailing out 
the weaker ones, but also an effort by weaker regions 
– like the CEE – to improve. Moreover, it is important 
to put concepts such as gender mainstreaming or di-
versity management into real action, to create diverse 
and inclusive workplaces and derive benefits from the 
available labour force potential.

FurTHer inTeGraTion
Regarding the future of the EU, it is crucial to highlight 
that there will be no fiscal union without monetary 
union, no wage and prices convergence without one 
currency. In the CEE context, further integration pos-
es fiscal and social challenges. On the one hand, the 
potential entry of all CEE countries into the Euro zone 

if all member states respect their vows of 
solidarity by maintaining high social stan-
dards and valuing people over money, the 
eu community will gain by maintaining 
convergence and innovation capabilities.
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would be a milestone for a higher level of EU integra-
tion. Yet these plans give rise to fears and foreboding, 
because public opinion indicates serious concerns 
about the costs of such change. Political consensus 
and smooth conversion strategies are thus to be devel-
oped in those CEE countries that have not yet adopted 
the Euro. On the other hand, social progress requires 
the development of social services in the CEE countries 
that would bring them closer to the standards outlined 
in the EU development strategies. In this case, reduc-
tions in social spending cannot come into play, thus 
making rising productivity and competitiveness in 
global markets even more important. 

The problem of a competitive EU economy could be 
illustrated by a reversed version of the »prisoner’s di-
lemma«. If all member states respect their vows of sol-
idarity by maintaining high social standards and valu-
ing people over money, the EU community will gain by 
maintaining convergence and innovation capabilities. 
If social dumping in the name of competitiveness be-
comes the name of the game, all will be lost. Stocking 
up the EU budget and introducing common tax rates 
should be accompanied by a benchmarking of common 
minimum social standards – not only for the Euro zone, 
but for the entire EU28, including the CEE region.

TowarDs coHesion anD converGence 
Ten years after the 2004 enlargement, the problems of 
regional divergence have not been solved. Since 2004, 
gross domestic product at market prices has grown in 
all CEE countries – especially in the Baltic States, Po-
land, and Slovakia. Even if gaps are tending to shrink, 
inequalities within the EU still persist. GDP figures for 
CEE countries are still sub-standard, with the Czech 
Republic registering the highest rate – 79.6 per cent 
of the EU2730 average. Indicators such as domestic de-
mand or final consumption expenditure – whereby 
the Czech Republic exhibits the greatest levels (50 – 55 
per cent of the EU27 average) among all CEE countries 
– clearly underscore the differences between the new 
and the old member states31. Since the outbreak of the 
crisis, emigration rates have risen significantly in Po-
land, Hungary, and Latvia32. Mean earnings in the CEE 

countries still remain lower than the EU average – from 
a factor of approximately 2.5 in the Czech Republic and 
Poland up to nearly 4 times in Latvia and Lithuania33. 
The average at-risk-of-poverty rate in the NMS is higher 
than the EU28 average: in Latvia, Lithuania, and Hun-
gary more than 30 per cent of the population face the 
risk of social exclusion, whereas in the newer member 
states – Romania and Bulgaria – it is even more than 40 
per cent34. This illustrates the range of inequities and 
scope of problems still to be solved. First, for the CEE 
countries, it should be a priority to develop capacities 
and align with the old EU members in terms of econom-
ic performance, innovation, and productivity in such a 
manner that would positively impact living standards. 
Second, if the EU carries on as a multispeed federation 
of states with one single market, today’s inequalities 
will cost CEE countries a further loss of qualified labour 
due to labour migration. In policy planning, it is import-
ant to draw from the experiences of the best developed 
countries, such as the egalitarian and generous Scan-
dinavian welfare models. Without price and wage con-
vergence, Europe will always remain a conglomerate of 
inequalities. From the perspective of the CEE countries, 
this problem needs to be solved as quickly as possible.

 

conclusions
A general retrospective over the last few years shows 
that the EU needs to redesign its structure in order 
to move forward. More integration cannot take place 
without more solidarity among the member states, as 
well as within them. Investment, protection, and redis-
tribution should be the three pillars of EU fiscal and so-
cial policy. Social cohesion policy cannot move forward 
without financial and political support for underdevel-
oped regions, including areas suffering from structur-
al imbalances in the NMS. Moreover, it is crucial that 
sustainable price and wage convergence be attained to 
prevent an economic and social rupture within the EU, 
which together with mounting Euroscepticism could 
eventually threaten its existence. Intergovernmen-
tal acts should aim for the harmonisation of national 

33. European Commission, Eurostat Database, Structure of earnings survey: 
hourly earnings.

34. European Commission, Eurostat Database, People at risk of poverty or social 
exclusion by age and sex.

30. Data collected in 2013.

31. European Commission, Eurostat Database, Economy and finance, GDP, and 
main components – Current prices.

32. European Commission, Eurostat Database, Emigration by sex and age.

appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_hourly&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_hourly&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_peps01&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_peps01&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nama_gdp_c&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nama_gdp_c&lang=en
appsso.eurostat.ec.europa.eu/nui/show.do?dataset=migr_emi2&lang=en


www.progressives-zentrum.org 10

1_2015 Discussion PaPer

systems, with a clear understanding of where national 
interests end and supranational interest begins. Great-
er responsibility would involve increasing the level of 
the EU budget, extending EU powers, and reorganising 
redistribution schemes. The credibility of the EU also 
depends on its transparency and democratic legitimis-
ation. Reclaiming the trust of EU citizens should be the 
core issue in upcoming years. For example, instead of 
numerous antagonising metaphors – like spenders vs. 
sponsors, crime and punishment, sin and repentance – 
the focus should be placed on the fact that the latest 
crisis did not hit everybody equally. In fact, the austerity 
policies implemented only exacerbated general feelings 
of insecurity and the unfair redistribution of the costs 
of the crisis. Solidarity within the EU has to be rebuilt 
based on common responsibility, not on competition. 
Technocratic decisions have to be balanced by improved 
communication taking public opinion into account and 
by pursuing bottom-up approach. Both processes of de-
mocratisation and a new institutional architecture have 
to be firmly rooted in legal terms. This will be difficult to 
achieve without changing the general tenet of the EU’s 
constitutional and political foundations and taking the 
necessary decisions, however controversial they may 
be. Only more Europe can ensure a safe future for all 
and loosen the tight grip of the crisis on CEE countries.
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Thinking ahead.

author

Maria skóra is a project manager in HUMBOLDT-VIADRI-
NA Governance Platform in Berlin, as well as an expert 
contributor to the projects of Das Progressive Zentrum 
and Friedrich-Ebert-Stiftung in Berlin as well as All-Polands 
Trade Union Association in Warsaw.

This paper draws on discussion results from the expert 
group »Social and Fiscal Policy«. The group is composed 
of young leading professionals from several East-Cen-
tral European countries with diverse backgrounds in 
science, politics, economy, and civil society. Members 
of the group were: Aldis Austers (Researcher at Latvi-
an Institute of International Affairs), Rana Deep Islam 
(Project Manager at Stiftung Mercator, Germany), Julia 
Kubisa (Sociologist, University of Warsaw), Taņa Lāce 
(Researcher at Riga Stradinš University, Latvia), József 
Péter Martin (Managing Director of Transparency Inter-
national, Hungary), Max Neufeind (Federal Ministry of 
Labour and Social Affairs / Policy Fellow at Das Progres-
sive Zentrum, Germany), Dominik Owczarek (Analyst and 
Project Manager at the Institute of Public Affairs, War-
saw), Zoltán Pogátsa (Economist, University of Western 
Hungary), Michal Polak (Advisor to Ministry of Finance, 
Slovakia), Michal Polakowski (Social and Economic Poli-
cies Coordinator at the International Centre for Research 
and Analysis, Poland), Helena Rozeik (Analyst at PRAXIS 
Think Tank, Estonia), Ewa Rumińska-Zimny (Lecturer for 
Gender Studies at the Polish Academy of Science and 
President of the International Women’s Forum at the 
Warsaw School of Economics, Poland), Michał Sutows-
ki (Political Scientist, Journalist and Translator, Poland), 
Kaja Toomsalu (Wage Secretary at the Trade Union Con-
federation, Estonia). We would like to thank very warm-
ly all participants for their great collaboration.

imprint
All Rights reserved. Reprint or similar usages of works from Das Pro-
gressive Zentrum including excerpts are not permitted without prior 
written consent. 

©Das Progressive Zentrum e.V., 2015
Issue: September 2015
V.i.S.d.P.: Dominic Schwickert, Das Progressive Zentrum e.V., 
Werftstraße 3, 10577 Berlin, Germany

Chairs: Dr. Tobias Dürr, Michael Miebach
Executive Director: Dominic Schwickert

www.progressives-zentrum.org 
mail@progressives-zentrum.org
www.facebook.com/dasprogressivezentrum
twitter: @DPZ_Berlin

Design: www.4s-design.de and www.collet-cc.de

The expert group is part of the project »A Future Agenda 
for Eastern and Central Europe«, jointly organised by Das 
Progressive Zentrum and Friedrich-Ebert-Stiftung between 
spring 2013 and the beginning of 2015. The project was 
coordinated by Lea Sophie Deworetzki, with support 
from Maia Koytcheva (both researchers at Das Progressive 
Zentrum), Dr. Max Brändle (Central and Eastern Europe 
Department, Friedrich-Ebert-Stiftung), and Dr. Werner Re-
chmann (Head of the Friedrich-Ebert-Stiftung in the Baltic 
States, Riga).

about 
The Friedrich-Ebert-Stiftung is a non-profit German political foundation 
committed to the advancement of public policy issues in the spirit of 
the basic values of social democracy through education, research, and 
international cooperation. The foundation, headquartered in Bonn and 
Berlin, maintains branch offices in over 90 countries and carries out ac-
tivities in more than 100 countries.

Contact: Dr. Reinhard Krumm, 
Head of the Central and Eastern Europe Department: 
Reinhard.Krumm@fes.de 

Das Progressive Zentrum, located in Berlin, is an independent and 
non-profit think tank based on the Anglo-Saxon model. The aim of 
Das Progressive Zentrum is to set the political agenda for progressive 
issues and perspectives. By thinking ahead (“think tank”), networking 
(“interface”), and arguing (“platform”), Das Progressive Zentrum con-
tributes to more innovative politics in Germany and Europe.

Contact: Dominic Schwickert, 
Executive Director: 
Dominic.Schwickert@progressives-zentrum.org


