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INEQUALITIES AND THE FUTURE OF THE EUROPEAN UNION 

Dencho Georgiev 
*
 

 

 

Abstract:  

This paper argues that overcoming the imbalances and inequalities between Member 

States is a public good for the European Union as a whole. The overcoming of inequalities 

between Member States will result in reducing the economic and social inequalities within 

Member States (not vice versa) and will lead to sustained economic growth through the increase 

of demand and consumption and thus boost the wellbeing of the citizens of the Union as a whole. 

It is also argued that the overcoming of the inequalities between Member States is only 

possible through a targeted reform of EU’s economic policies. In this perspective, some of the 

proposals on the future of the EU are analysed in terms of their impact on existing inequalities in 

the EU. The role of the policy of economic, social and territorial cohesion is highlighted as the 

main, and so far the most effective, instrument for overcoming economic imbalances and 

inequalities in the EU. 

The paper proposes a reform of secondary legislation on cohesion and other EU internal 

policies with redistributive effects which involves a change of paradigm so as to achieve 

solidarity through automatically applicable legal mechanisms rather than through bargaining 

between Member States or discretionary decisions by executive or expert bodies – as an 

expression of the rule of law and not as governance through conditionalities and sanctions. 

More specifically, the paper proposes a reform of the system of EU's own resources by 

introducing progressivity, with Member States’ GNI contributions increasing or falling 

according to a coefficient reflecting the deviations from EU average values for GNI per capita, 

employment and trade balance for each Member State.  

Similarly, changes are proposed for the principles of financing and co-financing of 

cohesion and other policies with redistributive effects, with deviations from EU average values as 

basis for progressivity in the co-funding of programmes by the Member States concerned. It is 

suggested that the basic principles and formulas for such reforms should be agreed before work 

on the preparation of the next Multiannual Financial Framework begins. 
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Introduction 

The increase in inequality has been described as ‘one of the central problems, facing the 

advanced world today’,
1
 and has been recognized as the major negative consequence of 

globalization
2
 and also of the economic crisis which recently hit the EU. One of the views on the 

future of Europe and the European project is that the way out of the economic crisis goes through 

abandoning the policies of austerity and through introducing distributive policies of solidarity, in 

the interests of the many, and that ‘the only sustainable prosperity is shared prosperity’
3
. From 

this point of view overcoming the imbalances and inequalities between Member States of the EU 

is a public good for the Union as a whole. The overcoming of inequalities between Member 

States will result in reducing the economic and social inequalities within Member States (not vice 

versa), and will lead to sustained economic growth through the increase of demand and 

consumption and thus boost the wellbeing of the citizens of the Union as a whole. 

Solidarity is invoked in the EU on different occasions – often in contradictory terms – 

including in proposals for the future of the European Union. It is important, therefore, to examine 

what is now the status of (in)equality and solidarity in the EU, what the distributive effects of EU 

policies are and how some proposals for the future of the Union can contribute (or not contribute) 

to reducing economic and social inequalities in Europe. 

  

The European Union: An Instrument of Convergence or of Divergence?  

Although solidarity was at the heart of Schuman’s vision for the future of Europe
4
, the 

accent in the initial set-up of European integration in the Common Market of the European 

Economic Community was not on redistribution but on liberalization by means of the ‘four 

freedoms’ of movement: those of goods, labour, services and capital. Nevertheless, the first major 

common policy, the Common Agricultural Policy, for which a considerable part of the EEC’s 

budget was spent, had significant distributive effects. It was thought at the time that there was a 

balance between the interests of the two major economies in the EEC, Germany and France, one 

of them benefitting more from the Common Market with its free movement of goods and the 

other benefitting more from the Common Agricultural Policy. 

However, at a later stage – during the 1980’s – it became clear that some regions were 

benefitting more from the Common Market than the regions which had a lower level of 

development and that it was, therefore, necessary to promote an overall harmonious development 
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and to reduce economic disparities and the backwardness of the least favoured regions. 

Moreover, this policy has become the main – and so far the most effective – instrument for 

overcoming economic imbalances and inequalities in the EU.
5
  

The Lisbon Treaty proclaimed that equality and solidarity are among the values
6
 on which 

the Union is founded and that the EU shall observe the equality of its citizens as a fundamental 

principle of democracy
7
. With respect to the establishment of an internal market with a ‘highly 

competitive social market economy’, aiming at full employment and social progress the Treaty 

on the EU stipulates that the Union ‘shall promote economic, social and territorial cohesion, and 

solidarity among Member States’
8
. 

Although the Treaty on the Functioning of the European Union (TFEU) stipulates that all 

EU policies shall contribute to the achievement of the objectives of strengthening the economic, 

social and territorial cohesion and reducing the disparities between the levels of development of 

the various regions and the backwardness of the least favoured regions
9
, the other policies of the 

EU have not, in practice, always contributed to real convergence, i.e. to the reduction of 

economic and social inequalities and imbalances, but, on the contrary, have often helped to 

preserve and enhance them. 

Therefore, what is necessary in order to reduce and eliminate economic and social 

inequalities and disparities in the EU and to comply with the values and fulfil the aims set out in 

the Lisbon Treaty is a radical reform of all EU policies with distributive effects so as to ensure 

real convergence, genuine solidarity and effective cohesion among Member States. 

 

The Future and the Prospects for Convergence and Cohesion. 

What are the proposals for the future of the European Union and can they ensure real 

convergence and effective cohesion among Member States? 

Although the Commission’s White Paper on the Future of Europe
10

 has as its motto the 

sentence on solidarity from the Schuman Declaration, neither the White Paper nor the reflection 

papers which followed propose concrete ideas on setting up effective mechanisms for real 

economic and social convergence and genuine solidarity among all Member States. 

The scenarios proposed envisage instead the possibility of a multispeed Europe of 

‘coalitions of the willing’ consisting of certain Member States only – those that ‘want more and 

do more’. At present, such groups of states involve the members of the euro area and of the 
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Schengen area; in future, possibly also groups that would use the instrument of ‘enhanced 

cooperation’
11

 in specific policy areas involving each a few
12

 interested Member States only. 

Even at first glance it is quite obvious that such a scenario cannot guarantee the reduction and 

elimination of economic and social imbalances and inequalities between Member States and 

serve as a starting point of a targeted reform of EU’s economic policies so as to bring these 

policies in compliance with the fundamental values of equality and solidarity and fulfill the 

Union’s objectives of convergence and of economic, social and territorial cohesion.  

What is proposed for the euro area specifically is, inter alia, tax harmonization and new 

agreed social standards. But harmonization of corporate taxation cannot lead to reducing the 

economic inequalities between Member States because it will deprive the less advanced ones of 

the possibility to attract investment by offering tax incentives whereas imposing high social 

standards could lead for them to rising costs of production and a decrease in their 

competitiveness. The result would be lower growth in the Member States with a lower level of 

development and less real convergence and cohesion in the euro area and in the EU as a whole. 

One could strongly doubt that aligning Member States’ business taxation frameworks with the 

proposed Common Consolidated Corporate Tax Base, as envisaged by the reflection paper on the 

EMU
13

, would ‘help to drive convergence by facilitating cross-border trade and investment’.  

The proposal for a separate euro area budget with a stabilization function but without 

permanent transfers
14

 could have an even stronger negative effect on real economic convergence 

in the EU as a whole. Even its effect on convergence between euro area members only is 

doubtful, given the experience so far, with the euro serving as a factor of divergence rather than 

of convergence.
15

 Divergence and inequalities are generated, as a result of the EU’s economic 

and monetary policies and the internal market, not only within the euro area but also between 

Member States in the whole of the EU. Therefore, measures of solidarity to reduce and eliminate 

economic and social disparities and inequalities should be taken in the whole of the EU. This is 

true not only of economic or monetary policies but also of all other internal and external 

policies
16

 of the Union, especially the ones with significant distributive effects, including those 

funded entirely or partially from the EU budget. And, as the TFEU stipulates that enhanced 

cooperation ‘shall not undermine the internal market or economic, social and territorial 

cohesion’
17

, the ‘coalitions of the willing’, as envisaged in the White Paper, may be in breach of 

EU primary law and the fundamental values of equality and solidarity. 
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The main flaw of the scenarios of the White Paper and the reflection papers of the 

Commission is that they ignore the centrality of inequality and divergence as fundamental 

problems of the EU and that, by diverting attention to the external challenges facing the Union, 

they disregard the potential role that strategies for the effective reduction and elimination of 

internal economic and social disparities and inequalities can play for the solution of these same 

problems and challenges. 

 

Progressivity in the own resources system and shared financing of common policies 

Redistribution on the level of the EU and through the EU budget is the key to tackling 

economic inequality between Member States and achieving genuine equality between all EU 

citizens and a level playing field for all. If the EU is to start achieving its goals of growth, 

prosperity and equality for all its citizens and all Member States, it should undertake a reform of 

its secondary law, i.e. of the acts of its institutions, with which to bring more justice and genuine 

solidarity to the foundations of all its policies with redistributive effects, especially in its system 

of own revenues, by providing more resources and by legally ensuring their fair distribution and 

their effective use for accelerated economic growth of the economically less advanced Member 

States and regions. 

The key to reducing inequalities in the EU would be a reform of the EU's own budgetary 

system by introducing progressivity. For a good society a more equitable distribution of income 

must be a fundamental tenet of modern public policy and to this end progressive taxation is 

central.
18

 Introducing progressive taxation in the EU by obliging Member States’ to harmonize 

their national tax laws is, however, not desirable at this stage as it would be counter-productive. 

As has been pointed out above, it would have negative consequences for the competitiveness of 

the economically less advanced Member States and would not lead to more investment, economic 

growth and accelerated economic, territorial and social cohesion but, on the contrary, to further 

legal consolidation of economic inequalities between and within them. 

As long as the EU is composed of separate economies that are in competition with each 

other and there is no common EU social system based on genuine solidarity, and as long as each 

Member State is responsible for its own taxation and budget, the introduction or not of 

progressive national taxation, as well as national internal distribution and redistribution, should 

remain the competence of each Member State. Unless the EU builds a genuinely common social 
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system based on solidarity and funded at the EU level through transfers from the economically 

more advanced to the economically less advanced states, it will not have sufficient democratic 

legitimacy to impose social standards on Member States and to intervene on redistribution 

matters, including on taxation and the social legislation. 

What the EU can do is bring more justice into its own redistributive system, its own 

policies and its own budget. To this end, progressive taxation in the EU can be introduced not by 

harmonizing Member States' tax laws but by reforming the Union's own revenue system and by 

carrying out a thorough reform of its redistributive policies. 

For a reform of the EU’s own revenues and of the EU distributive policies to be effective 

and to create surplus recycling mechanisms in the EU, such a reform should be comprehensive. 

Certain policies, of course, have stronger redistributive effects than others, and they should, 

therefore, have priority in a reform. But in order not to reduce the effect of what has been 

achieved in one area by the lack of reform in other areas and in order to achieve an overall effect 

of synergy in the reform, all policies should be reconsidered with a view to providing 

mechanisms of solidarity by the stronger economies to benefit the weaker ones. 

Such a comprehensive reform of the system of the EU’s own revenues and policies with 

redistributive effects is legally possible within the framework of secondary law, by acts of the EU 

institutions, and without changes in the primary law, i.e. without changes to the EU treaties. The 

reform is not just a possibility, it is necessary in order to effectively achieve the EU's aims, 

including, in particular, the aims of cohesion, of democratization, and all the related objectives 

set out in the Lisbon Treaty. With respect to the system of own resources, Article 315 TFEU 

provides for a special legislative procedure – unanimous adoption by the Council and approval by 

the Member States in accordance with their constitutional procedures. With respect to the sectoral 

policies, in most cases the TFEU provides for legislative acts, to be adopted under the ordinary 

legislative procedure, requiring a Commission proposal, qualified majority in the Council and the 

consent of the European Parliament. If, in some cases, in order to achieve the aim of the Treaties, 

it is necessary to adopt acts for which primary law does not provide for Union powers, it is 

possible to resort to Article 352 TFEU which requires a Commission proposal, unanimity in the 

Council and approval by the European Parliament. 

A reform of the Union's own revenue system and of its redistributive policies should 

eliminate the unfair distribution of benefits and burdens arising from the functioning of the 
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liberalized EU internal market. If the reform is carried out properly and is effective, it will be of 

economic interest to all countries as it will lead to an increase of purchasing power and of 

demand and consumption in the economically less advanced Member States, and hence to an 

increase in imports from other Member States leading to the growth of their own economies. 

Therefore, the overcoming of inequalities and economic, social and territorial cohesion should be 

seen to be of general interest – a genuinely European public good. 

From the point of view of fairness and equity the best way to introduce progressivity into 

the EU’s revenues is by reforming its system of so called ‘own resources’.
19

 The ‘own resource’ 

of Member States’ contributions to the EU budget made on the basis of their Gross National 

Income (GNI) is seen as ‘a benchmark for fair burden sharing’
20

 and can be most suitably used to 

introduce progressivity. This could be done, for example, with a coefficient reflecting the 

deviations for the respective Member State from the EU average of the values of GNI per capita, 

maybe also from the EU averages
21

 of other indicators, such as employment and trade balance. 

An additional way to reduce the regressivity of the current system of revenues could be 

the abolition of the own resource based on value added tax (VAT), as proposed on previous 

occasions by the Commission. 

On the expenditure side, progressivity can be introduced in various internal and external 

policies of the EU through new or modified formulas of distribution among beneficiaries and by 

calibrating national co-financing. 

Through the policy of economic, territorial and social cohesion, for example, regional aid 

should be provided by the Union only to projects in Member States with a per capita GNP of less 

than 90 % of the Union average, as agreed in Protocol 28 for the Cohesion Fund. Other Member 

States, those with a higher GNP per capita, could be allowed to finance their less developed 

regions from their national budgets if these regions fall under the respective EU benchmark. 

Similarly, in the Common Agricultural Policy, which still accounts for a large part of EU 

expenditure, EU subsidies could be reserved for farmers in Member States with a GNP per capita 

below the EU average or below some threshold, while Member States with a higher GNP per 

capita could be allowed to give subsidies from their national budgets up to levels which would 

not undermine the competitivity
22

 of farmers receiving EU aid. 

EU cohesion funding should be available not only for infrastructure and environmental 

projects, but also – and above all – for the investment in, and development of, production 



77 

 

capacities for goods and services with high added value, and for creating local jobs in the most 

underdeveloped regions. Regional aid for creating and developing the production of goods and 

services of high added value is particularly effective as it ultimately ends up by making itself 

unnecessary. The financial contribution of the Member States concerned to such projects should 

be subject to a progressive reduction for the economically less advanced Member States, 

depending on the degree of deviation from the EU average, and they should be allowed to grant 

state aid for investment in own projects, irrespective of whether the EU is involved or not. 

The investment policy of the European Investment Bank (EIB) and other EU financial 

facilities should focus on financing projects in the economically less advanced Member States. At 

present, this is envisaged as the EIB's first task under Article 309 (a) TFEU, but there are no legal 

guarantees for a fair distribution of funds between the Member States. Such fair distribution 

could be ensured, for example, by using clear, fair and transparent formulas analogous to the ones 

mentioned already for a reformed system of own budgetary resources and in reformed policies 

with redistributive effects and should be applied automatically, as ‘progressive automatic 

stabilizers’
23

, rather than based on case-by-case decisions reached through bargaining between 

Member States or on discretionary decisions by ‘experts’ or bureaucratic structures. 

Generally, the reform of EU distributive policies should ensure that progressive automatic 

stabilizers and solidarity in the EU become a matter of the rule of law and not of governance 

through conditionalities and sanctions. 

Such a reform of the EU's own resources and the increase in the contributions to the 

Union budget by some of the Member States would not necessarily lead to higher taxes or 

reductions in the social expenditure for the populations of these Member States. At present, in 

Member States with a higher GNI per capita than the EU average, about half of their total GNI is 

subject to redistribution by means of taxation, whereas the contributions to the EU budget 

account for only around 1% of their GNI. A small increase in this percentage could have a 

significant positive effect on all economies in the Union, including on their own. 

If the EU does not undertake an effective reform of its redistributive policies through its 

secondary law with a view to achieving genuine solidarity and effective economic, social and 

territorial cohesion and if it leaves the inequalities between Member States to be resolved by the 

market alone, the Union will bear less and less resemblance to a democracy and will increasingly 

look like an apartheid regime or an empire with an economically stronger and more rapidly 
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developing ‘core’ and an economically weaker ‘periphery’ lagging behind the ‘core’. The 

challenge for the development of democracy in the EU and for overcoming its democratic deficits 

is to succeed in reforming its system of solidarity and its redistributive policies in the interest of 

all peoples in order to reduce the economic disparities between the regions and between the 

Member States
24

. 

 

Conclusion: the politics of distributive policy reforms 

There is a window of opportunity to introduce progressivity in the EU’s own resources 

system and to initiate a reform of its internal policies with redistributive effects now, given that 

the EU will have to adapt its own resources system in view of the forthcoming departure of the 

UK and given the need to adopt the next Multiannual Financial Framework. The basic principles 

and formulas for such reforms should be agreed before work on the preparation of the next 

Multiannual Financial Framework begins. It is unlikely, however, that such a reform would be 

initiated from the institutions of the EU – the Commission or the European Council. The 

scenarios proposed so far do not envisage effective mechanisms of convergence and cohesion. 

The initiative could come from the Member States which are aware of the central role 

that such a reform can play for the solution of the problems and challenges facing the EU and, 

moreover, that such a reform is in their own immediate interest. The Member States whose GNI 

per capita and other economic and social indicators are below the EU averages are now the new 

Member States from Central and Eastern Europe and those in the EU’s South. Together they 

constitute a majority of the EU’s members. Action would depend on their ability to overcome 

conflicting approaches to solidarity and work together to initiate progressivity in the EU’s own 

resources system and to pursue reform of its policies with distributive effects. 
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