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Introduction

In this letter the Advisory Council on International Affairs (AIV) responds to the Minister of 
Foreign Affairs’ request of 26 April 2013 to promptly issue an advisory letter on further 
developing the social dimension of the EU and EMU. The request focused mainly on 
whether this dimension, as laid down in the Treaty on the Functioning of the European 
Union (TFEU) and the Europe 2020 Strategy, offers ‘enough instruments for tackling the 
social repercussions of the crisis, safeguarding social cohesion in the EU and regaining 
the trust of the people of the EU’. The Minister also asked for proposals on how to tackle 
these harmful social consequences creatively, if the current set of instruments prove 
inadequate. According to the request, any proposals should explicitly remain within 
the framework of the existing treaties (see the annexe for the full text of the request 
for advice). This advisory letter also takes account of the letter of 24 May 2013 from 
the Minister of Social Affairs and Employment to the House of Representatives on the 
government’s stance on the social dimension of the EU and EMU. The present letter, 
whose main purpose is to contribute to the Netherlands’ input at the European Council 
meeting on 27 and 28 June 2013, was prepared by the AIV’s European Integration 
Committee, chaired by Professor A. van Staden. During its work, the Committee 
consulted M. Bos (Director of Economic Affairs at the Social and Economic Council (SER)) 
as an external expert. We thank him for his suggestions. The AIV adopted the advisory 
letter on 19 June 2013.

In view of the very limited time available to prepare this advisory letter,1 the AIV had to 
impose considerable restrictions on itself. Consequently, this brief advisory letter cannot 
do justice to all the important social facets of the EU and EMU. After all, the issue under 
consideration is very broad and variegated. It ranges from the harmonisation of social 
legislation between member states and respect for fundamental social rights (the right 
to strike and the right to conclude collective agreements on employment conditions on 
the basis of free negotiations) to establishing employment programmes with EU funds. 
It also covers the social consequences of certain tax regulations, such as the adverse 
impact of high taxes (and social insurance contributions) on employment and forms of 
tax competition between member states (especially as regards company profit). The AIV 
will set out its thoughts on the following four topics: (1) the administrative instruments of 
EU social policy; (2) certain financial aspects; (3) social supervision of labour migration 
in the EU; and (4) the minimum wage in EU countries. We begin, however, with several 
general considerations. 

General considerations 

The AIV fully agrees with the view expressed in the request for advice that the EU will 
jeopardise its own future if it is unable to prevent polarisation between member states 
and fails to at least create the conditions for offering future generations the prospect of 
meaningful jobs. High unemployment and the attendant social exclusion of large groups 
of people in several EU member states are not only socially unacceptable but also pose 
a threat to stable democratic relations in certain member states, as illustrated by the 
rise of extremist and anti-European parties. 

1 The AIV received the request for advice on 15 May 2013.
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Even if we assume that the present level of unemployment is largely the result of the 
sharp fall in demand (domestic consumption and investments) linked to the current 
economic crisis, its structural causes are also important and cannot be ignored. These 
causes include growing foreign competition, the outsourcing of economic activities 
to low-wage countries, progressive automation and computerisation (especially in the 
service sector), and the education system’s poor alignment with labour market demand. 
The official figures, especially on youth unemployment in the southern member states, 
may be slightly less dramatic than they initially appear, because no account is generally 
taken of the fact that a large percentage of young people are students. But even if 
the figures are adjusted accordingly, the number of unemployed young people remains 
worryingly high.

It is understandable that many people see the EU as chiefly an economic project that 
offers people little or no protection against the adverse effects of open borders and 
economic restructuring resulting from shifts in the global division of labour. But this is 
lamentable, because nowadays European integration largely derives its justification from 
striking a sound balance between the economic and social consequences of globalisation. 
The AIV therefore believes that the social dimension needs to be strengthened to 
complement the EU’s economic objectives. The internal market forms the cornerstone 
of European integration, but it cannot function properly unless embedded in a system 
of harmonised rules, social as well as economic. Abstract arguments about the positive 
effects on prosperity of further liberalisation of the internal market and a more stable 
single currency will fail to convince people of the need to continue along the path of 
economic and financial integration, if the EU and its member states fail to contribute 
more visibly to bolstering people’s basis economic security. We hardly need add that the 
Netherlands, as a major export country and an equally important foreign investor, has 
much to gain from strengthening social cohesion and stability in the Union. 

Administrative instruments 

The AIV would point out that EU social policy is a shared competence, with the focus 
on European coordination of and assistance to policies at national level. The principle 
of non-discrimination, especially the equal treatment of men and women in the labour 
process, is one of the few social and political issues arising from binding EU legislation. 
Harmonisation of legislation between member states is confined to a limited domain, i.e. 
the regulation of working conditions (safety, health and working hours). Member states’ 
reluctance to give up control of elements of social policy is mainly due to the distributive 
character of this policy. This particularly applies to social security. For example, the 
introduction of a European unemployment insurance act, as called for by some European 
federalists, would bring about large-scale income transfers from relatively affluent to 
relatively poor member states. The governments of the wealthier countries, backed by 
the vast majority of their voters, are clearly unwilling to do this. Social security is and 
remains a major factor in the public’s identification with their own member state. The 
expansion of the welfare state after the Second World War has increased many people’s 
dependence on national governments and thereby inhibited the development of social 
policy at EU level. 

According to the letter from the Minister of Social Affairs and Employment, the 
government has confidence in the ‘open method of coordination’ (OMC) as an alternative 
to central EU legislation. The AIV understands the government’s evident wish to prevent 
social policy from developing into a field on which the Brussels legislative machine will 
leave its mark, in the absence of any direct evidence that this will help create badly 
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needed jobs, especially for young people. It is indeed necessary to ensure that a 
possible increase in the volume of EU regulation does not produce the opposite of what 
is needed. At the same time, the AIV is sceptical about the OMC’s steering capacity, 
mainly due to the meagre results achieved in implementing the Lisbon Strategy 2000, 
in which this mechanism played a central role. The OMC appears to be too permissive 
and too bureaucratic to lead to significant structural reforms. This does not mean that 
this method is of no use at all. But positive effects are generally limited to stimulating 
mutual learning processes arising from peer reviews, sharing best practices and setting 
benchmarks. 

In the AIV’s opinion, other programmes launched by the EU are also nowhere near binding 
enough: the Growth and Jobs Pact, the Europe 2020 Strategy and Youth Guarantee (the 
programme for combating youth unemployment). While these programmes have high 
ambitions for economic growth, job creation and poverty reduction, their main focus is 
national policy objectives and targets, which are already taken into account in the country-
specific recommendations in the framework of the European Semester. Member state 
governments are free to decide whether or not to follow these recommendations. The 
AIV concludes that in giving further shape to European social policy, binding agreements 
between member states should not be ruled out. However, EU legislation arising from 
such agreements must meet strict requirements for political necessity and of course 
subsidiarity and proportionality.

Incidentally, it is already possible to compel programme countries (Greece, Portugal, 
Ireland and Cyprus) to make structural reforms in the framework of the conditioned 
loans. Under the new macroeconomic imbalances procedure, supported by the two-pack 
regulations adopted at the initiative of the European Parliament, it is also possible to 
carry out such reforms in the corrective phase of the procedure. To preclude populist 
reactions, responsible ministers and state secretaries will have to devote a great deal of 
energy to convincing the public that reforms are needed to ensure a relatively high level 
of prosperity in the future. The democratic legitimacy of the policies to be pursued must 
not be sacrificed to supposed economic effectiveness. The focus should be on reforming 
the labour market and opening up access to certain professions, which constitutes a 
major problem in Italy, for example. But in the programme countries in particular (including 
Spain), spending cuts are accompanied by unprecedented levels of unemployment 
(especially among young people) and social unrest. The AIV therefore believes that there 
are compelling reasons to look for unorthodox solutions in order to eliminate the harshest 
effects of painful adjustment programmes and for EU countries as a whole to offer fresh 
prospects of restoring growth and jobs in the countries concerned. 

To combat youth unemployment in the long term, the AIV attaches great value to reform 
of the training system. The countries with the lowest youth unemployment have a 
system of dual courses combining learning and working, so that the knowledge acquired 
is aligned with the practical skills that employers require. Such an approach requires 
not only a new direction in education policy in certain EU member states (including the 
Netherlands), but also gaining sufficient support among social partners. The AIV would 
also note that it is particularly important for young people to acquire labour discipline as 
soon as they finish school or a course of further study. Where standard job markets still 
offer too few new jobs for young people, this could be achieved through work experience 
placements or programmes combining working and learning. The AIV believes that these 
alternatives should be the chief focus in the short term and therefore calls for the creation 
of a fast track in this area, noting that coordinating and facilitating at European level the 
recognition of diplomas and the issue of the necessary permits would help young people 
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acquire work experience in other EU member states (see also the section on labour 
migration below). In this regard, the AIV would also point to the opportunities offered by 
the Erasmus for All programme for work experience in EU member states.

Certain financial aspects 

It goes without saying that the EU Structural Funds should be used as the primary 
instrument for translating the above prospects into reality. However, payments from 
these funds should satisfy the cofinancing requirement – meaning that projects may only 
be financed with EU funds if the beneficiary country also provides funds. The AIV would 
note that public spending cuts are making it difficult for member states to meet the 
cofinancing requirement for the Structural Funds. In conjunction with deficient absorption 
capacity, which is partly responsible for administrative disorganisation and inefficiency, 
this has led to significantly underutilisation of these funds by certain countries. This 
has prompted the Commission to reduce the cofinancing percentages. The AIV believes 
that this approach should be supported. However, we would go a step further. We 
recommend that cofinancing of EU support programmes directly connected with tackling 
youth unemployment should not be included in recipient countries’ budget deficit. Given 
the rising unemployment among young people in the Netherlands and other EU member 
states that until recently were not regarded as problem countries in this regard, the AIV 
wonders whether certain expenditure incurred by member states in tackling the growing 
threat of youth unemployment should not also be disregarded in calculating the budget 
deficit. In making these suggestions, the AIV recognises the importance of the 3% norm 
for restoring budget discipline. However, the benefits of strictly enforcing this norm 
should be weighed against the risk of permanently alienating large sections of the public 
from the EU. 

The foregoing has already shown that the EU budget is one of the main instruments for 
the development of European social policy, even though the size of this budget is relatively 
modest. Like many others, the AIV regrets that the recently concluded negotiations on the 
multi-annual financial framework (MFF) 2014-2020 missed the opportunity to bring about 
a significant shift in expenditure in favour of growth and employment. However, even the 
new MFF should allow a certain reallocation of funds between spending categories. Within 
the current MFF, 11% of the total available funds had been ‘reprogrammed’ to intervention 
priority areas by the end of 2012. The AIV recommends that in the coming years this 
percentage should be at least maintained, and if possible increased, with a view to financing 
special employment programmes. Possibilities include investments in European transport 
and communication networks. Such infrastructure projects can have a perceptible impact 
on spending and employment in the near future, provided planning is energetically 
pursued and placed in competent hands. 

The AIV also believes that the Netherlands should not automatically reject a separate 
euro budget or a separate fund for supporting structural reforms. Solidarity mechanisms 
can take various forms and may or may not be confined to the euro countries. Financial 
incentives can be linked to contractual obligations for member states. Such a link has 
already been suggested by the President of the European Council, and the idea has now 
been taken up by the leaders of Germany and France. Leaving the specific modalities 
aside, everyone understands that it is a matter of self-interest for social cohesion within 
the EU to be restored and for consumer demand in the southern member states to be 
revived, which will in turn benefit exporting countries like the Netherlands. 
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In view of the need to promote employment, the AIV would stress the importance of 
small and medium-sized enterprises (SMEs) – the real engine of job creation in many 
EU member states. What is the problem here? First, even profitable SMEs are no longer 
certain of obtaining sufficient loans on reasonable conditions, with the result that they 
may find themselves in the danger zone unnecessarily. Second, new companies with 
good business plans often have great difficulty securing finance, with the result that 
far too few new companies manage to get off the ground. This undesirable situation is 
caused by banks’ weak capital position, their need to increase capital ratios and the fact 
that they want to achieve this increase by exercising restraint in granting loans instead of 
by issuing shares, for example. On top of that, even when loans are granted, SMEs are 
charged much higher interest rates in the southern countries than in northern countries. 
For example, it makes a big difference for a hotel in the Dolomites whether it is situated 
on the Italian or the Austrian side of the border. This shows that the internal market is 
more segmented than is often thought, with all the attendant negative effects this has 
on investment and employment. 

The AIV has taken note of reports about the intention of the German development bank 
KfW (Kreditanstalt für Wiederaufbau) to provide special loans totalling €1 billion to the 
Spanish state bank ICO (Instituto de Crédito Oficial), which will then lend the money to 
Spanish SMEs. According to these reports, such an arrangement could also be used for 
loans to SMEs in Greece and Portugal. This could represent a promising development. 
In April 2013 the European Investment Bank (EIB) entered into an agreement with the 
Spanish bank Santander to finance SMEs in Spain to the tune of €1.6 billion. The AIV 
has also taken careful note of reports about consultations between the European Central 
Bank (ECB) and the EIB, in order to find ways of increasing SMEs’ access to EIB loans. In 
2012 the EIB provided €13 billion in loans and guarantees to 200,000 European SMEs. 
This seems like a big number, but is far less than what is required. Very recently (in early 
June) the EIB launched the Growth Financing Initiative, which provides broader financing 
arrangements for mid-cap companies active in research, development and innovation.2 
The AIV applauds the EIB’s growing importance to economic recovery in Europe and advises 
the Dutch government to use its influence to increase the access of SMEs in particular to 
loans via the EIB.

In view of the importance of local expertise for regional economic development, the EIB 
could expand cooperation with local banks in the southern member states, provided 
these banks – due to the need to limit risk – comply with the Basel III Directive. This 
could be a first step towards anchoring and harmonising the various bilateral bank 
initiatives on credit for SMEs in EU directives in the long term. Furthermore, the above-
mentioned problem of financial market segmentation can be tackled at its root only if 
a fully fledged banking union is created. That is one of the reasons why creating such a 
union is a matter of great urgency. 

Lastly, the AIV is in favour of amending the EU public procurement rules by making the 
public authorities launching customers, as this will benefit innovative young businesses. 
At present, these rules prevent young businesses from winning contracts for public 
projects, for example by setting requirements for a company’s financial standing, which 
works to the advantage of established companies.

2 The AIV believes it is instructive to mention the Good Growth Fund, one of whose aims is to promote  

support for SMEs in developing countries. Here, too, the EIB helps to provide loans to SMEs. 
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Social supervision of labour migration 

The AIV would recall that during discussions of the issue of optimal currency zones, 
before the EMU was established, certain parties defended the position that labour 
mobility from weak to strong economic regions was a precondition for the long-term 
sustainability of the euro. This position is still valid. Now that the EU is facing massive 
unemployment, especially in southern member states, there are also social reasons 
for seeing cross-border labour migration in a positive light and for encouraging it. It 
is an effective means for offering the long-term unemployed, with no prospect of a 
job, a new economic future in countries contending with labour shortages, at least in 
certain sectors. Although a visible movement of migrant workers has already begun, the 
potential in this area is still far from being exhausted. For instance, less than 0.5% of 
the unemployed in Spain (30,000 people) migrated to Germany in 2012. Although this 
figure is higher than in previous years, it is still very low. Labour migration to Germany 
from other countries with high youth unemployment is also only proceeding sporadically: 
42,000 from Italy, 34,000 from Greece and 12,000 from Portugal. An estimated 30 to 
40% of the migrants are under the age of 25.

In practice, there are numerous obstacles preventing skilled unemployed workers who 
are interested in beginning a life in another country from taking such a major step. 
In addition to cultural and language differences, the main obstacles are the difficulty 
in obtaining recognition for diplomas, lack of alignment between social insurance 
legislation, loss of pension rights, scarcity of suitable accommodation and lack of 
suitable education for young children of migrant workers (if entire families migrate). In 
principle, some of these problems can be tackled through bilateral agreements between 
countries with labour shortages and countries with large surpluses. It is no coincidence 
that Germany has now concluded Memorandums of Understanding with Italy, Portugal 
and, most recently, Spain, with a view to attracting migrant workers. Providing good 
information on where the best opportunities on the German labour market lie and 
what requirements foreign workers must meet is of course one of the main aims of the 
action programme. The AIV is certainly not opposed to this type of bilateral agreement, 
but would prefer an EU-wide labour mobility programme. This offers the best guarantee 
of coordinating national social insurance legislation, mutually recognising diplomas and 
making all relevant information on member states’ labour markets centrally available.

On this last point, the European Employment Services (EURES) deserve a mention. This 
network has developed, among other things, a digital portal providing information on jobs 
and learning opportunities in Europe. Its database now contains 1.3 million vacancies 
and the CVs of 1.1 million job-seekers (both young and old). For the time being, however, 
ambitions remain modest. For instance, the European Commission’s target for 2012-2013 
was to provide assistance in filling 5,000 vacancies across the EU. A more ambitious 
and broad based labour mobility programme in the EU is also desirable to prevent an 
increasing number of well-qualified people from moving to countries outside the EU, 
resulting in the loss of valuable skills. Implementing such a programme costs relatively 
little money, which could come from the European Social Fund (ESF). The AIV calls on 
the Dutch government to support proposals for a broader and stronger European labour 
mobility programme.

The AIV is well aware that labour migration in the EU also has its downside. Unfortunately, 
in the Netherlands, too, efforts are made to evade binding employment conditions and 
rules on decent working conditions. Dutch workers understandably take a dim view of 
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workers from EU countries with a low standard of living who are lured to the Netherlands 
to work for a wage far below the Dutch minimum wage and for much longer hours than 
the law permits, as this reduces their own chances of finding a job. This tarnishes the 
EU’s reputation. Such abuses are not an argument against cross-border labour mobility as 
such, but should spur on national authorities to vigorously tackle rogue practices involving 
the exploitation of foreign workers. There is an urgent need for preventive checks to tackle 
bogus schemes, such as private limited companies or general partnerships in which 
Romanians or Bulgarians are appointed directors or partners on paper but are actually 
treated as second-class employees. The AIV recognises that the Dutch government is 
increasingly aware of the gravity and extent of this problem. Sufficient capacity needs 
to be made available to carry out the necessary checks, and the penalties should be 
made more stringent. It is not the EU’s responsibility but that of the member states to 
vigorously uphold the principle of equal pay for equal work at the same location. It almost 
goes without saying that exchanging information between police services in different EU 
member states through EUROPOL can help to achieve this goal.

The minimum wage in EU countries 

Given the special nature of the issue of the minimum wage, the AIV is dealing with it 
separately. As Minister of Social Affairs and Employment Lodewijk Asscher says in his 
letter, the Netherlands has traditionally been a firm supporter of a statutory minimum 
wage, but has misgivings about the introduction of a central European minimum 
wage. The AIV fully understands these misgivings: despite the far-reaching economic 
cooperation between European states, there are still major economic and political 
differences between them. Whereas the northern countries (including the Netherlands) 
have traditionally pursued an economic policy focusing on the supply side of the 
economy, the economic policy of many southern states focuses on the demand side. 
These differences are not merely a question of economic choices and different levels 
of development; they also stem from deeply rooted traditions and unique political 
institutions, e.g. the relationship between government authorities and the social 
partners, and acceptance of centralised wage policy. Moreover, these traditions and 
institutions are closely connected with perceptions of one’s own national political and 
economic culture and identity, and are therefore not easy to change. 

At the same time, with a view to protecting employees’ social security, further legislation 
is probably desirable, especially since there are calls to cut wages, as recently proposed 
by the Spanish government, in order to overcome the ongoing crisis. This may be 
defensible as a way of restoring national competitiveness, but it also conjures up the 
spectre of a race to the bottom, in which people’s security is further undermined. It is 
questionable whether traditional adjustment policy offers a permanent solution to the 
structural economic problems with which the southern countries are wrestling. The AIV 
therefore agrees with those who believe that there is an urgent need to modernise the 
economic structure in the countries concerned and to significantly increase the efficiency 
of public administration, even though such reforms will only yield economic growth – and 
therefore more scope for social policy – in the long run. 

In any event, there is currently a favourable opportunity for persuading all member states 
to establish a socially acceptable floor to the wage structure in their own countries, now 
that the German government has abandoned its opposition to a minimum wage. On 30 
May 2013, Germany and France issued a joint statement proposing that the introduction 
of lower limits for the minimum wage should be investigated. These lower limits should 
be defined for each country and should ensure a high level of employment and fair pay. 
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The choice between national legislation and incorporating provisions in each collective 
labour agreement will be left open. 

The AIV realises that, given the above-mentioned economic, political and cultural 
differences between European countries, efforts to introduce a central European 
minimum wage are not realistic, at least in the near future. The major differences in 
labour productivity in particular cannot be brushed aside. Nevertheless, the government 
could seriously consider developing an EU framework policy in this area. An attempt 
could be made to determine the parameters for such a policy on the basis of different 
minimum wages in different countries. It would make sense to link them to each 
country’s level of prosperity and purchasing power. Member states should be free to 
implement measures as they see fit, in accordance with their own institutions and 
customs. If, with a view to promoting the labour market participation of vulnerable 
groups (low-skilled and disabled persons), a lower minimum wage should be set than 
may be socially responsible, national income support measures could be considered. 
The AIV urges the government to consider putting forward proposals or suggestions in the 
appropriate European forums to move in this direction.

Conclusion 

The AIV is willing to examine the subjects discussed in this letter in more detail in a 
follow-up advisory report, along with other subjects concerning the social dimension of 
the EU and EMU, if necessary with the assistance of external experts.
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