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Abstract 
 
30 years ago, on January 1, 1995, Austria, Finland, and Sweden joined the EU. The three 
countries share many similarities as small, open economies and have a comparable history after 
the Second World War, first regarding their integration into EFTA, then into the EEA and 
finally into the EU. Most of the numerous integration studies see Austria as the main beneficiary 
of EU membership. Since most estimates of integration effects are trade-based, Austria is 
favored because Austria has established much more intensive trade relations with the EU than 
Finland and Sweden through its EFTA membership and later through the opening-up of Eastern 
Europe and EU enlargement. 

On the other hand, the overall macroeconomic performance in the Scandinavian countries - 
especially Sweden – has been better than in Austria in the last 30 years. In addition to these 
contradictory results of 30 years of EU membership, there is another “integration puzzle”. 
While Austria is the main winner of the three countries from EU membership, the citizens of 
the three countries see things quite differently. For the Austrians, EU membership has 
apparently brought hardly any advantages, while for the other two countries the EU has been 
very beneficial.  

These contradictions in the perception of EU membership are difficult to explain. This study 
attempts to do so by means of a comprehensive comparative analysis with macro- and 
microeconomic indicators as well as political economy insights. Ultimately, countries join the 
EU not only for economic reasons, but also to help build a better, common Europe that goes 
beyond mere prosperity. 
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1. Introduction 

EU integration is a complex thing. It started after World War II with the Jean-Monnet idea that 

economic cooperation would lead to political unification. Politically proclaimed was this with 

the Schuman Declaration on 9 May 1950 (today called “Europe day”). The “Jean Monnet 

effect” was then formally established in 1951 by the Treaty of Paris, founding the European 

Coal and Steel Community (ECSC). Again the “Jean Monnet effect” was triggered with the last 

grand unification project, the introduction of the common currency Euro in 1999. Since the 

beginning of European integration, the (now called) European Union has been based on a 

supranational foundation that would “make war unthinkable and materially impossible” and 

reinforce democracy amongst its members as laid out in the Schuman Declaration. 

The official webpage of the European Union 1  proclaims the main aims of the EU as 

“Promote peace, its values and the wellbeing of its citizens”. For the first part, the Nobel Peace 

Prize 20122 was awarded to the EU “on the grounds that the organization had advanced peace, 

reconciliation, democracy and human rights in Europe”. Some historians, like Ferguson (2013) 

deny that the EU has anything to do with peace in Europe since World War II, because that has 

been the achievement of NATO. Furthermore, he sees the European project as a total failure, 

also from an economic, political, and geopolitical point of view. About the second part of EU’s 

aims, economic prosperity there are numerous studies, mostly asserting that the EU has 

increased prosperity. 

In this analysis, we study the economic performance of Austria, Finland, and Sweden since 

its accession to the EU in 1995. The three countries are comparable in size and political 

development. One should therefore expect a similar impact of EU membership (although 

Sweden has not yet introduced the Euro). However, there is a puzzle. Most studies evaluating 

EU membership of the three countries, assert that Austria has profited more than the two others. 

In contrast, however, the real performance – measured by the most important economic 

indicators as GDP growth etc. – see Sweden, and Finland leading Austria. It is the aim of this 

contribution to explain this contradiction. 

 

 

 

 
 
1 https://european-union.europa.eu/principles-countries-history/principles-and-values/aims-and-values_en 
2 https://www.nobelprize.org/prizes/peace/2012/eu/facts/ 



2 
 

2. The long way to Brussels 

2.1 Why joining the EU? 

For mostly political reasons (neutrality status) the three small countries Austria, Finland, and 

Sweden joined firstly the EFTA and not the European Economic Community (EEC). Austria 

declared its permanent neutrality on 26 October 1955 as a constitutional act of parliament 

(Neutrality law), following the Austrian State Treaty3. Finland, during the “Cold War” adopted 

an official policy of neutrality4. After the Russian invasion of Ukraine on 24 February 2022, 

Finland together with Sweden called for NATO membership “without delay”. Finland became 

a member of NATO on 4 April 2023. Sweden was the first country in the world to declare 

neutrality in 18145. On May 16, the Swedish government announced its decision to apply to 

join NATO after staying militarily neutral for 200 years. After a two-year long veto by Turkey 

and Hungary, Sweden became a member of NATO on 7 March 2024. 

What are the main reasons of the three countries to become EU members? According to its 

own self-image, the EU is a community with two primary goals6: peace and prosperity. The 

second is expected from the full participating in the Single Market with its four freedoms. Being 

only an EEA (European Economic Area) member would not fulfil this goal. The first goal peace 

(and security) cannot be fully guaranteed by the EU although the Treaty on European Union 

(TEU) – the Lisbon Treaty – provides in Article 42 (7) a mutual assistance clause, similar to 

those of the NATO Treaty in Article 5. After the Russian invasion in the Ukraine on 24 February 

2022 the Nordic states Finland (with a long border to Russia) and Sweden did not rely on the 

EU mutual assistance clause but pushed for immediate admission to NATO. 

 

2.2 A brief history from EFTA to EU 

After more than 10 years in EFTA the three countries approached the European Union (EU) 

(see Table 2.1). Firstly, by the EC-EFTA Free Trade Treaty (FTT) in 1973. This trade action 

already eliminated the tariffs in trade of industrial goods between the EC and EFTA until 1977. 

In 1995 the three countries entered the then European Union (EU). Austria and Finland also 

made the next step in EU integration by taking part in the EMU project with the introduction of 

the Euro in 2002. Sweden stayed out of the Eurozone after a referendum in 2003. Since then, 

 
 
3 Declaration of Neutrality: https://en.wikipedia.org/wiki/Declaration_of_Neutrality 
4 Finland: https://en.wikipedia.org/wiki/Finland 
5 Swedish Neutrality: https://en.wikipedia.org/wiki/Swedish_neutrality 
6 See Aims and values of the EU: https://european-union.europa.eu/principles-countries-history/principles-and-

values/aims-and-values_en 
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the three countries were part of a steady expanding EU, in 2004 by the grand enlargement 

towards Eastern Europe (from EU15 to EU25). After the accession of three further countries 

(Bulgaria and Romania in 2007) and Croatia in 2013 the EU grew to a community of 28 

members. A setback in the EU integration process caused the Brexit, completed in 2021. 

As an interim step the three countries participated one year (in 1994) as EFTA members in 

the European Economic Area (EEA). After they entered the EU only three EFTA countries, 

Iceland, Liechtenstein, and Norway remained EEA members. The EFTA country Switzerland 

refused to participate in EEA in a referendum on 6 December 1992 (50.3% no vote) and 

negotiated instead bilateral treaties with the EU. 

 

Table 2.1: A brief European integration history of Austria, Finland, and Sweden 

Integration history Time Austria Finland Sweden 
European Free Trade 
Association (EFTA):  
Founding members: Austria, 
Denmark, Norway, 
Portugal, Sweden, 
Switzerland, and the United 
Kingdom. 

1960 EFTA member  EFTA member 

EFTA-Finland 1961 Application for 
association 
negotiations 
with EEC. 
Austrian “solo 
effort”, followed by 
Italian boycott; 
result: Interim 
Agreement 1972 

EFTA 
associated 
membership 
1986 

Application for 
association 
negotiations 
with EEC. 
1963 withdrawal 
together with 
Switzerland 

EFTA Free Trade Area 1966 No Intra-EFTA 
tariffs since 
1967 

No Intra-EFTA 
tariffs since 
1969 

No Intra-EFTA 
tariffs since 
1967 

Interim Agreement 1972 Start of FTT in 
10/1972 instead 
1/1973 

  

     
EC-EFTA Free Trade 
Treaty (FTT) 
EC6 1st enlargement by 
Denmark, Ireland, and the 
UK 

1973 Stepwise 
elimination of 
EC-EFTA 
tariffs 

Finland reaches 
FTT with EC; 
tariff reduction 
started in 1974 

Stepwise 
elimination of 
EC-EFTA tariffs 

EC-EFTA 
“Grand Free Trade 
Area” between EC’s 
customs union and 
EFTA’s Free Trade 
Area 

1977 Since mid-1977: no tariffs on EC-EFTA trade with 
industrial products; exceptions for agricultural and 

sensible products 
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Opening-up of Eastern 
Europe 
 End of communism 
 Dissolution of the 

Soviet Union 
(USSR) 

1989/1991 New trade 
potential  

Loss of former 
trade relations 
with Russia 

No distinct new 
situation 

Application for EU 
membership 

1989-
1992 

17 July 1989 March 1992 July 1991 

Agreement on the 
European Economic 
Area (EEA) between 12 
EU and 7 EFTA 
countries (signed 1992) 

1994 Member Member Member 

Referenda on EU 
membership 

1994 June: 66.6% yes Oct.: 56.9% yes Nov.: 52.3% yes 

EU12’s 4th 
enlargement: 
After Greece (1981), 
Portugal, and Spain (1986) 

1995 EU member 

Schengen member 1997 1/12/1997   
Economic and 
Monetary Union 
(EMU) of the EU 

1999 Founding 
member 

Founding 
member 

No fulfillment of 
the convergence 
criteria 

Schengen member 2001  25/03/2001 25/03/2001 
Euro legal tender with 
notes and coins 

2002 Euro Euro no 

Sweden’s vote on Euro 
(non-binding 
referendum) 

2003 
14/9 

  55.9% voted 
against/42.0% in 
favour 

EU15 starts 5th grand 
enlargement: 8 Eastern 
European countries plus 
Cyprus and Malta. 
EU25: Bulgaria and 
Romania enter EU27. 
EU28: Croatia EU member 

2004 
 
 
 

2007 
 

2013 

Austria 
benefited from 
the opening-up 
of the East in 
1989 and the 
EU enlargement 
towards the East 

After the Soviet 
Union collapsed 
in 1991 
Finland’s 
Eastern exports 
shrank 

For Sweden 
EU’s eastern 
enlargement was 
no big deal 

Brexit: UK leaves the 
EU28 after a “no EU” 
vote in 2016 

2021 1st January 

Bulgaria becomes the 
21st member of the 
Euro area7 

2026 1st January 

EEA = European Economic Area; EEC = European Economic Community; EC = European 
Community; EU = European Union; EFTA = European Free Trade Association. 
Source: Breuss and Stankovsky (1988), chapter 2 plus several updates. 
 

 
 
7 With the adoption of the final three legal acts by the European Council on 8 July 2025 Bulgaria becomes the 

21st member of the euro area (see: https://www.consilium.europa.eu/en/press/press-
releases/2025/07/08/bulgaria-ready-to-use-the-euro-from-1-january-2026-council-takes-final-steps/) 



5 
 

After the EU and the three countries (plus Norway) agreed upon the Accession Treaty8 in 

1994, each country decided about their EU membership in referenda. In Austria the EU 

referendum was held on 12 June 1994. 66.6% voted in favour, 33.4% against. An advisory 

referendum on joining the EU was held in Finland on 16 October 1994. 56.9% approved the 

proposal, 43,1% voted no. In Sweden a non-binding referendum on membership in the EU was 

held on 13 November 1994. 52.3% voted for and 46.8% against the EU. After a no-EU 

membership vote in 1972 (53.5%), in a second approach, in 1994 Norway rejected again to 

become an EU member in a referendum on 27 and 28 November 1994, because the “no” side 

won with 52.2% of the vote. 

In a sense the EU accession of the three countries is a logic consequence of the already strong 

trade integration via the EC-EFTA FTT. For Austria, which formerly apposed an EU 

membership for political reasons (Neutrality status), the opening up of Eastern Europe in 1989 

made the concerns about Russia’s opposition (based on the State Treaty) disappear9. As an 

alternative three EFTA countries (Iceland, Liechtenstein, and Norway) stayed in the EEA, 

Switzerland negotiated bilateral treaties with the EU. 

All three countries are members of the Schengen Area10. Austria (1997) was first, then 

followed Finland and Sweden in 2001. Finland and Sweden, as members of the Nordic Council 

have close connections with other Nordic countries, Iceland, Norway, and Faroe Islands, 

Greenland, and Ǻland. The Nordic Council11 was formed in 1952. In 1971, the Nordic Council 

of Ministers was established to cooperate with neighbouring areas in Northern Europe, 

including the German state Schleswig-Holstein, the Benelux countries, and the Baltic states. 

 

3. Milestones of EU’s economic integration 

After the realization of the Customs Union in 1968, the then EC made only the next grand steps 

in economic integration with the creation of the Single Market (SM) in 1993. 

 

 
 
8 Treaty of Accession of Austria, Finland, and Sweden (1994): https://eur-lex.europa.eu/collection/eu-

law/treaties/treaties-accession.html 
9 For a legal justification for EU membership of Austria because of its Neutrality status, see: Hummer-

Schweitzer (1987). 
10 See: Schengen Area: https://en.wikipedia.org/wiki/Schengen_Area 
11 See Nordic Council: https://en.wikipedia.org/wiki/Nordic_Council 
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3.1 Single Market 

In 2023 the Single Market celebrated its 30th anniversary12. The Communication from the 

Commission to the European Parliament, the Council, the European Economic and Social 

Committee and the Committee of the Regions, the European Commission13 notes: “The Single 

Market is one of the greatest achievements of the EU. Since its creation in 1993, citizens and 

businesses have benefitted from the free movement of people, services, goods and capital to an 

extent that exceeds even the most visionary expectations of three decades ago. Originally 

conceived as an area of free trade without tariff or non-tariff barriers among its members, the 

Single Market has developed into much more than that. It has successfully become the world’s 

largest integrated single market area, while remaining one of the most outward oriented. Yet 

the Single Market is much more than a legal framework or indeed a market: it is an area of 

freedom, progress, opportunity, growth, shared prosperity, resilience and a means of 

geopolitical projection.”14 

The core elements of the Single Market project incepted in 1993, are the four freedoms (free 

movement of goods, services, persons, and capital), accompanied with common rules on 

competition, taxation, and approximation of laws (Article 101 of TFEU)15. All three countries 

entered the SM when they joined the EU. 

The goal of the free movement of goods was already reached via the completion of the 

Customs Union in 1968 when all tariffs in bilateral trade (above all industrial goods) between 

the then six member states of the European Community (EC) were eliminated. Intra-EC trade 

of agricultural goods were rules by the Common Agricultural Policy (CAP) since 1962. The 

remaining non-tariff measures (NTMs) in goods trade were planned to be eliminated by 

harmonization of standards or mutual recognition rulings. 

At the inception of the SM in 1993, the services trade was still disturbed by a big variety of 

barriers. The Services Directive (SD) of 2006 brought an improvement (see more in chapter 

3.1.2). 

 
 
12 See: European Commission: “EU competitiveness beyond 2030. Looking ahead at the occasion of the 30th 

anniversary of the Single Market”, 16 March 2023 
(https://ec.europa.eu/commission/presscorner/detail/en/ip_23_1668). 

13 See: European Commission: “The Single Market at 30”, Brussels, COM(2023) 162 final, 16.3.2023 
(https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52023DC0162) 

14 A less political, but analytical view of “EU’s Single Market at 30”, can be found in Breuss (2023A, 2023B). 
15 Head and Mayer (2021) used a structural gravity model to analyse the achievements of the four freedoms. 

Above all, they found a significant reduction in trade costs over time. 
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The free movement of persons was promoted by the VISA free movement of people ruled in 

the “Schengen Agreement” of 198516. All three countries are members of the Schengen area. 

Concerning the free movement of capital several actions were taken to integrate the EU 

member states into a single financial market. One element is the Single European-Payment Area 

(SEPA), consisting of the 27 EU MS, the four EFTA countries (Iceland, Liechtenstein, Norway 

and Switzerland), and the United Kingdom (also after Brexit). Some microstates participate in 

the technical schemes: Andorra, Monaco, San Marino, and Vatican City. Other initiatives are 

the Capital Markets Union (CMU) and the Banking Union (BU; see Breuss, 2023B, p. 16 ff.). 

 

3.1.1 Freedom of movement of goods 

In the Treaty on the Functioning of the European Union (TFEU), Part Three (Union Policies 

and Internal Actions), Title I, ‘The Internal Market’ rules the respective provisions in Article 

26. In Paragraph (1) “The Union shall adopt measures with the aim of establishing or ensuring 

the functioning of the internal market, in accordance with the relevant provisions of the 

Treaties.” In Paragraph (2): “The internal market shall comprise an area without internal 

frontiers in which the free movement of goods, persons, services and capital is ensured in 

accordance with the provisions of the Treaties.” 

To put into practice, the four freedoms fundamentally guaranteed in the TFEU, the EU 

institutions (European Parliament and Council)) must issue directives and regulations. The 

secondary law of EU’s Single Market has now reached a considerable volume. This became 

evident in the case of Brexit. The UK had to transform around 20,000 types of EU law into 

national UK law. 

At the inception of the SM in 1993, the starting conditions of the postulated four freedoms 

in the Maastricht Treaty were quite different. The least barriers – due to the completion of the 

Customs Union in 1968 - remained in the case of the freedom of movement of goods. The three 

other freedoms had to be realized step by step with additional regulations. 

In TFEU, Part Three, Title II, ‘Free Movements of Goods’ rules the respective provisions in 

Article 28. In Paragraph (1) “The Union shall comprise a customs union which shall cover all 

trade in goods and which shall involve the prohibition between Member States of customs duties 

on imports and exports and of all charges having equivalent effect, and the adoption of a 

 
 
16 For a detailed overview of all information concerning the Schengen Area, see: https://home-

affairs.ec.europa.eu/policies/schengen-borders-and-visa/schengen-area_en 
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common customs tariff in their relations with third countries.” The Customs Union is rules in 

Chapter 1, Article 30. 

The cross-border goods trade between the EU MS already were freed from tariffs through 

the Customs Union as of 1968. One of the major obstacles for bilateral EU trade were the costs 

of border controls. These hurdles were eliminated with the launch of the SM in 1993. 

Additionally, there are still some non-tariffs measures (NTMs). With the Brexit in 2021, border 

controls in trade EU-UK were reintroduced. 

What remained the outstanding feature of the expansion of the SM is the strong increase in 

intra-EU trade (see Figure 3.1). Of course, there were setbacks in times of a recession (2009 

and 2020). 

 

 

Figure 3.1: Percentage of EU-wide Intra-EU exports and imports of goods to EU-wide GDP, 
1993 to 2023 

 
The EU labels EU12, EU15, EU25, EU27, EU28 refer to the number of MS included in the EU-wide aggregate 
during the period for which the label is shown in the figure. Due to Brexit the number of the EU labels are less 
one (e.g., EU12 = EU11, etc.) 
Source: Own illustration with AMECO data of the European Commission 
 

The increase of Intra-EU trade (in % of GDP) was strongest in the new EU MS. Whereas it 
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between the EC and EFTA. As a result, tariffs on bilateral trade in industrial goods with the EU 

were gradually eliminated by mid-1977. Still remaining were barriers to trade in agricultural 

products. 

 

Austria: 

Due to the FTT liberalization, the share of trade with the EU increased since the mid-seventies, 

particularly pronounced in the case of Austria. In 1970, it started with an export share with EU6 

of 40.7%, and those with EFTA of 26.1% (see Figure 3.2). While the share of exports to EFTA 

partners has been shrinking steadily since the peak in 1972 (28.4%), it has been rising with the 

EU countries since then. The reason for this is, on the one hand, that two EFTA partners joined 

the EU in 1973 (UK and DK) and, on the other hand, the EFTA-EU liberalization of trade 

through the FTT. 

 

Figure 3.3: Austria: Goods Exports with EU and Rest of the World (Share in % of GDP) 

 
Data source: IMF Direction of Trade Statistics (DOT) 

 

It is interesting to note that trade creation with the EU was already taking place on a large 

scale before EU accession in 1995. In fact, the export share with the EU15 decreased from 1995 

until the major EU enlargement in 2004. The grand EU enlargement in 2004 by 10 new Member 

States, primarily in Eastern Europe led to a jump in Austria’s export share to the enlarged EU 

by around 10 percentage points. Consequently, trade diversion took place with the former 

integration block EFTA and the rest of the world. 

AUT-Exp_World/GDP% AUT_EU6-EU28-Exp/GDP% AUT_ROW_World-EU
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exports w
ith the E

U
 and w

ith R
est of the W

orld developing parallel. T
he goods export share in 

%
 of G

D
P

 w
ith the E

U
 increase by 0.6 ppts per year since 1995 in Finland, those of the R

O
W

 

w
ith 0.5 ppts, w

hich gives a total annual increase by 1.1 ppts (see T
able 3.1). 
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re 3.5: Finland: G
oods E

xports w
ith E

U
 and R

est of the W
orld (Share in %

 of G
D

P
 

 
D

ata source: IM
F

 D
irection of T

rade Statistics (D
O

T
) 

 Sw
eden: 

T
he E

FT
A

 state S
w

eden started in 1970 w
ith export shares in trade w

ith E
U

6 w
ith 28.1%

 and 

those w
ith E

FT
A

 w
ith 39.0%

 (see Figure 3.6). A
fter the E

C
 enlargem

ent by D
enm

ark, Ireland, 

and U
K

 in 1973, the E
U

9 export share jum
ped up to 50.9%

, at the sam
e tim

e the E
FT

A
 share 

shrank to 15.9%
. In contrast to the trade perform

ance of A
ustria, due to E

uropean integration 

(E
FT

A
, E

E
A

, and E
U

), the share of S
w

eden’s exports to the E
U

 increased only slightly until 

E
U

 accession in 1995. S
ince then, the E

U
 shares declined. T

he grand E
U

 enlargem
ent resulted 

only in a five-percentage point increase in the E
U

 export share. 

A
s in the case of the entire E

U
 (Figure 3.1), the share of exports to the E

U
 as a percentage 

of G
D

P
 has also increased in S

w
eden (see Figure 3.7), how

ever it started already before E
U

 

accession in 1995. T
he developm

ent of the export to G
D

P share w
as quite sim

ilar to those of 

Finland. T
he goods export share in %

 of G
D

P
 w

ith the E
U

 increase by 0.6 ppts per year since 

1995 in S
w

eden, those of the R
O

W
 w

ith 0.5 ppts, w
hich gives a total annual increase by 1.1 

ppts (see T
able 3.1). 

 

F
IN

-E
xp_W

orld/G
D

P
%

F
IN

_E
U

6-E
U

28-E
xp/G

D
P

%
F

IN
R

O
W

_W
orld-E

U

1970J
1972]
1974|
1976]
1978J
1980J
1982J
1984]
1986J
1988]
1990J
1992]
1994J
1996]
1998J
2000J
2002J
2004J
2006J
2008J
2010J
2012J
2014]
2016J
2018J
2020J
2022J



13 
 

Figure 3.6: Sweden: Goods Exports with Partners (in % of total exports) 

 
FTT_73 = Free Trade Treaty EC-EFTA. ROW = World-EU-EFTA 
Data source: IMF Direction of Trade Statistics (DOT) 

 
 
Figure 3.7: Sweden: Goods Exports with EU and Rest of the World (Share in % of GDP 

 
Data source: IMF Direction of Trade Statistics (DOT) 
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Figure 3.8: Intra-EU goods exports in % of total 

 
Source: AMECO database of the European Commission 

 

A similar picture of the development of the export shares of the three countries with data 

from the IMF (DOT) as described before, emerges when data from the European Commission 

(AMECO database) is used. According to IMF-DOT data, in 2022, the intra-EU export shares 

in % of total exports was 70.2% in Austria, 56.3% in Finland, and only 54.5% in Sweden. This 

huge gap of around 15 percentage points is also confirmed with AMECO data (see Figure 3.8). 

 

Table 3.1 summarizes the impact of EU integration on bilateral export development. In all 

three countries the exports (in USD) grew slower after EU accession (1995-2022) then in the 

period before (1970-1994). This is true for exports to the EU, to the ROW and hence also for 

total exports. The largest decrease occurred in Finland (-11.6%), followed by Austria (-9.2%), 

and Sweden (-8.8%). Interestingly, exports to the ROW fell less sharply than to the EU. 
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Table 3.1: Bilateral goods exports 1970-2022 (% changes) 

 
Data source: IMF Direction of Trade Statistics (DOT) 

 

In contrast to the change of the absolute exports in USD, the export shares, measured in % 

of GDP increased after EU accession as well as with the EU and with the ROW. Austria’s export 

to GDP share increased slightly faster than those of Finland and Sweden. 

The bilateral exports of the three countries were strongly determined by neighbourhood 

and distance (see Figure 3.9). Whereas the Austria’s export shares declined steadily with 

Finland from 1.3% to 0.5% and with Sweden from 4.5% to 1% since the mid-seventies, the 

bilateral trade of Finland and Sweden with its partners either stabilized (Finland with Sweden) 

or increased since 1995 in the case of Sweden with Finland. 

 

 

 

1970-1994 1995-2022 Difference
World 12.33 4.91 -7.42
EU6-EU28 14.38 5.15 -9.23
ROW 10.15 4.4 -5.75
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EU6-EU28 14.48 2.88 -11.6
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World 9.36 3.48 -5.88
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ROW 7.75 3.85 -3.90

World 0.16 0.75 0.59
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World 0.76 1.05 0.29
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ROW 0.41 0.46 0.05
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ROW 0.46 0.46 0.00
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and more reform efforts are needed to remove regulatory and administrative barriers faced by 

service providers when operating in the Single Market (see Figure 3.15). 

Several studies were carried out to estimate the potential benefits of the implementation of 

the SD for trade and income. The EU study by Monteagudo et al. (2012), estimated with the 

EU Commission’s QUEST model, find that the full implementation of the SD in all EU MS 

would lead to an increase of real GDP in the EU by 0.8 percentage points, The impact varies 

from below 0.4% in Bulgaria, Romania, Malta, Austria, and Slovenia, to about 1% in Greece, 

UK, France and Sweden, as well as 1.4% in Luxembourg, and 1.8% in Cyprus (see Figure 3.14). 

 

Figure 3.16: Impact of removal of barriers in the services sector on EU GDP (Cumulative 
discounted GDP gains) 

 
Sources: Barbero et al. (2022), p. 2 and European Commission (2022B), p. 20. 

 

Wolfmayr and Pfaffermayr (2022) estimated the impact of the implementation of the SD 

with a structural gravity equation, applying two dummy variables (SD and SOLVIT23). Firstly, 

the authors state that the implementation of the SD in 2009 had already led to an increase in 

bilateral EU services trade (+7%) and income in the EU (+0.2% weighted in 2018). Secondly, 

 
 
23 The SOLVIT indicator (2010-2018) used by Wolfmayr and Pfaffermayr varies from 0.93 in Estonia to 0.82 in 

Portugal (Austria 0.84). A higher value of the indicator signals a lower frequency of problem cases in 
SOLVIT. SOLVIT (https://ec.europa.eu/solvit/index_en.htm) is a service provided by the national 
administrations. There is a SOLVIT centre in each EU Member State and in Iceland, Liechtenstein, and 
Norway. They work together via an online database. SOLVIT helps people and businesses who encounter 
difficulties in another EU Member State when public authorities do not apply EU legislation correctly. It is a 
faster, informal alternative to starting a court case, submitting a formal complaint to the Commission, or 
launching forward a petition. Due to the Brexit, the UK left SOLVIT. 
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the “best implementation” scenario of SD would lead to the following potential results in the 

EU: intra-EU trade +10%, weighted income +0.4%. 

Nevertheless, the study by Barbero et al (2022) shows that the realized removal of barriers 

between 2006 and 2017 (in Figure 3.16 “Historical” in blue) results in discounted cumulative 

gains of 2.1% of GDP by the year 2027. Additional ambitious reforms (in Figure 3.16 

“Ambitious” in red) could generate an additional growth potential of up to 2.5% of GDP by 

2027, resulting in a total cumulative gain in GDP of up to 4.65% by 2027. 

A study by ifo (see Dorn et al., 2024) makes model simulations with the ifo trade model to 

evaluate which gains in value added could be achieved by dismantling existing trade barriers in 

trade in services. The base their study partly also on the OECD Trade Restrictiveness Index 

(STRI; see below). A reduction of the barriers by 10% would result in an increase of gross value 

added in the EU in the medium run by 0.5% or EUR 77 billion. Luxembourg, Malta, and Ireland 

would profit the most (of around 3%). A reduction by 25% would result in the model simulation 

of value-added gains in the EU of 2.3% or EUR 350 billion. In the 10% (25%) scenario Austria 

would gain 0.9% (3.8%), Finland 0.7% (2.9%), and Sweden also 0.9% (and 3.1%). 

Even if one recognizes the remarkably (although varying degrees depending on the study) 

positive assessment of the economic benefits of implementing the SD, it must be noted that the 

SD excludes essential sectors of the service sector. That means, a full liberalization – i.e., a 

complete implementation of the ‘freedom of movement of services” as postulated in the TFEU, 

Title IV, Chapter 3 - should have even greater growth potential than estimated in the above-

mentioned SD studies. 

After a bitter struggle between Commission and European Parliament over which services 

shall be included in the SD, according to the agreed upon text, the Services Directive (SD) of 

2006, Article 2 (2) shall not apply to the following services: 

 Non-economic services of general interest. 

 Financial services (banking, credit, insurance and re-insurance, investment funds); 

respective regulations are reported under chapter 3.1.4 Freedom of movement of capital. 

 Electronic communications services and networks. 

 Services in the field of transport, including port services (Title V of the TFEU). 

 Services of temporary work agencies. 

 Healthcare services. 

 Audiovisual services (cinematographic services; radio broadcasting). 

 Gambling activities. 
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 Activity connected with the exercise of official authority of Article 45 of the TFEU (free 

movement of workers), 

 Social services relating to social housing, childcare and support of families. 

 Private security services. 

 Services provided by notaries and bailiffs, who are appointed by an official act of 

government. 

 The SD shall not apply to the field of taxation. 

 

The OECD takes a more global view of restrictions on trade in services than just on EU’s 

Single Market. The OECD produces regularly since 2014 reports on the restrictions to services 

trade. In its latest report (OECD, 2024A) it quantifies with the Services Trade Restrictiveness 

Index (STRI) services regimes across countries and over time to inform the decisions of policy 

makers and regulators, to convey transparent and accessible information to exporters, and to 

provide a source of data for academic research on drivers and impediments to services trade. 

OECD Services Trade Restrictiveness Index (STRI) 2023 shows that barriers to services 

trade continue to be high across countries and sectors, influenced by global economic and 

geopolitical challenges. This was compounded by the introduction of new policies in 2023 

affecting the supply of services through commercial presence and foreign investment. Several 

countries introduced new foreign investment screening mechanisms or revised existing ones, 

establishing tighter scrutiny of investment in sectors such as computer services, 

telecommunications, broadcasting, transport, and commercial banking. Moreover, the 

tightening of rules on cross-border data flows and introduction of entry limits for foreign e-

commerce platforms (e.g. in Indonesia) added to the challenges faced by services providers, 

especially in ICT services sectors. Other more targeted tightening policies were identified in 

some sectors such as transport and telecommunications services. 

Nonetheless, compared to 2022, the overall number of policy reforms identified in 2023 was 

fewer across all services sectors indicating a slowdown in regulatory activity. Moreover, 

changes in the index values show a slightly higher impact of trade liberalisation policies overall, 

suggesting moderate advancement on services reform policies. Liberalisation policies in 2023 

included policies that affect trade in many services such as the removal of remaining travel 

restrictions imposed during the COVID-19 pandemic. 

OECD Services Trade Restrictiveness Index (STRI) 2023 (see OECD, 2024A) quantifies the 

non-tariffs restrictive trade barriers in services trade and takes values between zero and one, 

one being the most restrictive. The OECD STRI covers 50 countries and 22 key services sectors 
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(see OECD, 2024A24). The STRI database records measures on a most favoured nation (MFN) 

basis towards third countries. Air transport and road freight cover only commercial 

establishment (with accompanying movement of people). The indices are based on laws and 

regulations in force on 31 October 2023. The STRI regulatory database covers the 38 OECD 

countries, Brazil, China, India, Indonesia, Kazakhstan, Malaysia, Peru, Singapore, South 

Africa, Thailand, and Viet Nam. The statistical data for Israel are supplied by and under the 

responsibility of the relevant Israeli authorities. 

The top ten economies with the best regulatory performance in the 2023 STRI were Japan, 

Spain, the United Kingdom, Czechia, the Netherlands, Latvia, Denmark, Germany, Australia, 

and Chile. Thirty of the 50 economies covered in the sample have a higher average STRI than 

the OECD average. Thailand, Indonesia, and the Russian Federation have the highest average 

STRI among the countries. OECD on average has an index value of 0.17. Sweden with a 

value of 0.18 is nearest to the OECD average. Finland comes next with 0.19, and Austria with 

0.21 is above OECD average (see OECD, 2024A, p. 11). 

 

Trade in goods and services and its contribution to GDP growth 

In the following, we look at the development of exports and imports of goods and services 

and their net contribution to GDP. A first picture (Figure 3.17) shows the development of 

exports and imports of goods and services in % of GDP over the period 1960-2025 for the 

three countries. In all three countries exports of goods and services exceeded imports after EU 

accession in 1995. Whereas in Austria and Sweden the gap increased steadily, in Finland this 

came to a standstill in 2010. Since then, exports and imports developed roughly similar. 

How much of these developments are due to EU integration into EU’s Single Market? At 

this stage, we analyse the developments without theoretical model tools but look only at the 

course of the trends before and after EU accession (see Figure 3.18). In Austria and Sweden, 

the trends of the development of exports and imports of goods and services (always measured 

in % of GDP) were steeper after 1995 than the trends before EU accession (1970-1994). In 

Finland, only the import trend was steeper after 1995 than before. The export trends were 

even slightly flatter after 1995 than before. 

 

 

 
 
24 Access to the STRI data, see: https://oe.cd/stri-db 
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Globalisation in services trade 

The basic pattern of globalisation of the three countries concerning goods trade (see Tables 3.2, 

3.3, 3.4) becomes even clearer in relation to the services trade. Austria sticks to “mini-

globalization”, meaning it concentrates its trade relations to EU Member States, whereas the 

Scandinavian countries indulge in “maxi-globalization”, meaning that their trade radius spans 

far outside the EU market. 

 

Table 3.7: Ranking of the 30 most important services trading partners of Austria 2022 

 
*) Selected countries with largest surplus or deficit in trade balance. Trade balance = exports minus 
imports (cif values) 
Source: UN Comtrade. 
 

Austria trades ¾ of its services with EU Member States (see Table 3.7). Finland exports only 

30% of total services to EU27, 42% of its services imports come from EU27 (Table 3.8). In 

Sweden the EU27 shares are similar (39% EU exports, 54% EU imports; Table 3.9). Whereas 

Germany is the most important trading partner for services in Austria, these are the United 

States for Finland and Sweden. Another significant difference concerns the services trade 

Rank Country Export Rank Country Import Rank Country Trade balance*)

share in % share in % bn USD
World (81.3 bn USD) 100.00 World (73.8 bn USD) 100.00 World 7.43
EU27  (60.8 bn USD) 74.80 EU27   (55.7 bn USD) 75.50 EU27 5.08

1 Germany 40.75 1 Germany 27.89 1 Germany 12.52
2 Switzerland 6.84 2 Italy 5.25 2 Switzerland 2.46
3 Italy 4.85 3 USA 4.69 3 Netherlands 1.19
4 Netherlands 4.39 4 Ireland 4.59 4 Czechia 0.34
5 United Kingdom 3.71 5 Switzerland 4.19 5 Denmark 0.22
6 USA 3.47 6 United Kingdom 4.15 6 Malta 0.21
7 Czechia 2.60 7 Poland 3.46 7 Luxembourg 0.18
8 Hungary 2.38 8 Netherlands 3.21 8 Italy 0.07
9 France 2.11 9 Romania 2.58 9 China 0.06

10 Ireland 1.90 10 Hungary 2.75 10 Japan 0.06
11 Poland 1.85 11 Croatia 2.54 11 Canada 0.05
12 Luxembourg 1.83 12 Slovakia 2.50 12 Estonia 0.00
13 Belgium 1.60 13 Czechia 2.41 13 Russian Federation -0.02
14 Sweden 1.57 14 France 2.35 14 France -0.02
15 Romania 1.56 15 Slovenia 2.09 15 Sweden -0.03
16 Slovakia 1.50 16 Spain 2.07 16 Latvia -0.04
17 Slovenia 1.00 17 Belgium 1.87 17 Cyprus -0.05
18 Spain 0.94 18 Luxembourg 1.77 18 United Kingdom -0.05
19 Russian Federation 0.91 19 Sweden 1.76 19 Belgium -0.08
20 Denmark 0.77 20 Bulgaria 1.28 20 China, Hong Kong -0.08
21 China 0.84 21 Greece 1.10 21 Hungary -0.09
22 Finland 0.64 22 Finland 1.09 22 India -0.13
23 Croatia 0.62 23 Lithuania 1.09 23 Brazil -0.16
24 Bulgaria 0.45 24 Russian Federation 1.03 24 Portugal -0.22
25 Malta 0.42 25 China 0.85 29 USA -0.64
26 Canada 0.42 26 Denmark 0.55 31 Lithuania -0.70
27 Greece 0.36 27 Portugal 0.47 32 Slovenia -0.73
28 Cyprus 0.28 28 Canada 0.40 33 Spain -0.76
29 Japan 0.27 29 India 0.40 34 Poland -1.05
30 India 0.20 30 Cyprus 0.38 25 Finland -0.28
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balance. Austria – primarily due to its comparative advantage in tourism – shows a surplus (total 

and with the EU), whereas the services trade balance is negative in the Scandinavian countries. 

 
Table 3.8: Ranking of the 30 most important services trading partners of Finland 2022 

 
*) Selected countries with largest surplus or deficit in trade balance. Trade balance = exports minus 
imports (cif values) 
Source: UN Comtrade: only 21 (19) EU partners of Finland concerning the services exports (imports) 
are covered in the statistics. 
 

 

 

 

 

 

 

 

 

Rank Country Export Rank Country Import Rank Country Trade balance*)

share in % share in % bn USD
World (34.0 bn USD) 100.00 World (40.4 bn USD) 100.00 World -6.41
EU27   (10.1 bn USD) 29.85 EU27   (17.1 bn USD) 42.42 EU27 -6.99

1 USA 20.06 1 USA 7.69 1 USA 3.71
2 Germany 8.66 2 Germany 9.60 2 Switzerland 0.67
3 China 3.87 3 Netherlands 6.69 3 Rep. of Korea 0.57
4 Switzerland 3.66 4 Ireland 6.31 4 Japan 0.28
5 Netherlands 3.50 5 China 3.98 5 Australia 0.19
6 Norway 3.37 6 Estonia 3.78 6 Brazil 0.16
7 Ireland 3.18 7 India 2.66 7 Austria 0.13
8 France 2.76 8 Norway 2.95 8 Saudi Arabia 0.06
9 Austria 2.04 9 Spain 2.58 9 South Africa 0.03

10 Estonia 2.20 10 Italy 2.42 10 Indonesia 0.02
11 Rep. of Korea 1.98 11 France 2.40 11 Malta 0.00
12 India 1.93 12 Belgium 1.67 12 China, Hong Kong SAR 0.00
13 Italy 1.50 13 Switzerland 1.42 13 Luxembourg 0.00
14 Belgium 1.48 14 Austria 1.40 14 Lithuania -0.09
15 Spain 1.45 15 Czechia 0.78 15 Czechia -0.13
16 Japan 1.44 16 Greece 0.73 16 Belgium -0.17
17 Australia 1.03 17 Lithuania 0.65 17 Mexico -0.02
18 Brazil 0.76 18 Hungary 0.56 18 Slovakia -0.02
19 Luxembourg 0.64 19 Luxembourg 0.55 19 Cyprus -0.03
20 Czechia 0.54 20 Japan 0.51 20 France -0.03
21 Lithuania 0.52 21 Latvia 0.48 21 Slovenia -0.03
22 China, Hong Kong SAR 0.49 22 Türkiye 0.46 29 Greece -0.26
23 Latvia 0.46 23 Portugal 0.76 30 China -0.29
24 Indonesia 0.33 24 Australia 0.40 31 India -0.42
25 Mexico 0.28 25 China, Hong Kong SAR 0.40 32 Italy -0.47
26 Türkiye 0.29 26 Romania 0.30 33 Spain -0.55
27 South Africa 0.25 27 Mexico 0.28 34 Estonia -0.78
28 Saudi Arabia 0.24 28 Rep. of Korea 0.26 35 Germany -0.93
29 Hungary 0.19 29 Brazil 0.24 36 Ireland -1.47
30 Portugal 0.18 30 Indonesia 0.23 37 Netherlands -1.51
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Table 3.9: Ranking of the 30 most important services trading partners of Sweden 2022 

 
*) Selected countries with largest surplus or deficit in trade balance. Trade balance = exports minus 
imports (cif values) 
Source: UN Comtrade. 
 

Current account 

Theoretically, the current account and the net exports according to the System of National 

Accounts (SNA) should be the same25. The current account includes trade of goods and services, 

primary income (compensations of employees, investment incomes) and secondary income 

(government transactions). In practice both concepts – current account according to the balance 

of payments statistics and net-exports according to National Accounts statistics diverge for 

different reasons (see Figure 3.20). In all three countries, the balance of current account and 

net-exports improved since their EU accession in 1995. 

 
 
25 See the Balance of Payments Manual of the IMF (p. 13): 

https://www.imf.org/external/pubs/ft/bopman/bopman.pdf 

Rank Country Export Rank Country Import Rank Country Trade balance*)

share in % share in % bn USD
World (94.8 bn USD) 100.00 World (98.4 bn USD) 100.00 World -6.41
EU27   (39.1 bn USD) 39.14 EU27   (54.2 bn USD) 54.18 EU27 -6.99

1.00 USA 12.73 1.00 USA 13.97 1.00 USA 3.71
2.00 Germany 6.83 2.00 United Kingdom 13.35 2.00 Switzerland 0.67
3.00 United Kingdom 8.77 3.00 Germany 8.90 3.00 Rep. of Korea 0.57
4.00 Denmark 6.54 4.00 Denmark 6.57 4.00 Japan 0.28
5.00 Finland 5.64 5.00 Ireland 6.23 5.00 Australia 0.19
6.00 Switzerland 5.55 6.00 Netherlands 5.63 6.00 Brazil 0.16
7.00 France 4.18 7.00 Finland 5.25 7.00 Austria 0.13
8.00 Netherlands 3.68 8.00 France 3.77 8.00 Saudi Arabia 0.06
9.00 Ireland 3.65 9.00 Spain 3.26 9.00 South Africa 0.03

10.00 China 2.64 10.00 Poland 2.39 10.00 Indonesia 0.02
11.00 Canada 1.94 11.00 Belgium 2.65 11.00 Malta 0.00
12.00 Belgium 1.56 12.00 China 2.49 12.00 China, Hong Kong SAR 0.00
13.00 Spain 1.56 13.00 Switzerland 2.24 13.00 Luxembourg 0.00
14.00 Poland 1.39 14.00 India 2.24 14.00 Lithuania -0.09
15.00 Italy 1.33 15.00 Italy 1.99 15.00 Czechia -0.13
16.00 Austria 1.08 16.00 Malta 1.16 16.00 Belgium -0.17
17.00 Japan 1.05 17.00 Austria 1.09 17.00 Mexico -0.02
18.00 Brazil 1.04 18.00 Canada 1.06 18.00 Slovakia -0.02
19.00 Bulgaria 0.07 19.00 Luxembourg 0.95 19.00 Cyprus -0.03
20.00 India 0.83 20.00 Lithuania 0.59 20.00 France -0.03
21.00 Luxembourg 0.80 21.00 Japan 0.58 21.00 Slovenia -0.03
22.00 Russian Federation 0.64 22.00 Russian Federation 0.56 29.00 Greece -0.26
23.00 Lithuania 0.38 23.00 Cyprus 0.54 30.00 China -0.29
24.00 Malta 0.36 24.00 Brazil 0.49 31.00 India -0.42
25.00 China, Hong Kong SAR 0.34 25.00 China, Hong Kong SAR 0.68 32.00 Italy -0.47
26.00 Estonia 0.34 26.00 Greece 0.66 33.00 Spain -0.55
27.00 Czechia 0.31 27.00 Estonia 0.48 34.00 Estonia -0.78
28.00 Portugal 0.26 28.00 Czechia 0.48 35.00 Germany -0.93
29.00 Romania 0.25 29.00 Romania 0.42 36.00 Ireland -1.47
30.00 Latvia 0.23 30.00 Croatia 0.41 37.00 Netherlands -1.51
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Figure 3.21 shows the composition of the current account in the three countries. It shows 

that the current account improvement in Austria was primarily due to the good development in 

the services balance (mainly a result of the well performing tourism business). In Sweden, in 

contrast, the goods trade balance supports the good results of the balance of payments. In 

Finland, also the goods trade contributed to the good performance of the current account shortly 

after EU accession. However, in 2011, the current account turned from a surplus to a deficit. 

The Global Financial Crisis hit Finland particularly hard26. 

 

Bilateral export shares: goods and services 

Table 3.10 reports the bilateral export shares of goods and services according to GTAP11B 

database for the year 2017. Accordingly, Austria exported 75.4% to EU27, Finland 63%, and 

Sweden 63.6%. These shares are higher than those for Germany and UK. 

 

Table 3.10: Shares of bilateral exports of goods and services in % of total (2017) 

 
Columns = exporters; rows = importers. 
Source: GTAP Version 11B 

 

3.1.3 Freedom of movement of capital 

In TFEU, Part Three Title IV, Chapter 4 ‘Capital and Payments’ rules the respective provisions 

in Article 63. In Paragraph (1) “… all restrictions on the movement of capital between MS and 

between MS and third countries shall be prohibited”. In paragraph (2), the same prohibitions 

apply to the payments between MS and third countries. 

Interestingly, relatively late, namely only after the global financial crisis 2008 and the 

following Great Recession in 2009 as well as the Euro crisis in 2010 – the EU introduced 

secondary EU legislation to implement the provisions of the Treaty as mentioned above. 

 
 
26 See: European Commission: Macroeconomic imbalances Finland, European Economy, Occasional Papers 

104-July 2012: https://ec.europa.eu/economy_finance/publications/occasional_paper/2012/pdf/ocp104_en.pdf 

Oceania Asia North America Latin America Austria Finland Sweden Germany UK EU23 EFTA ROW Total
Oceania 7.74 4.50 0.74 0.68 0.18 0.25 0.33 0.45 1.22 0.32 0.59 0.87 1.89
Asia 51.71 51.38 32.34 24.67 7.25 9.42 10.63 14.74 18.13 12.23 13.41 28.68 30.83
North America 14.69 11.88 35.52 32.17 3.17 4.65 5.92 7.28 14.01 8.04 11.59 8.35 15.45
Latin America 1.39 3.82 4.90 18.38 0.42 1.45 0.94 1.61 1.43 2.00 2.64 2.81 3.69
Austria 0.47 0.29 0.38 0.32 0.00 1.02 1.22 4.87 0.70 1.64 2.32 0.64 0.99
Finland 0.27 0.24 0.24 0.23 0.35 0.00 4.43 0.70 0.47 0.55 0.79 0.47 0.42
Sweden 0.70 0.38 0.49 0.53 1.13 14.78 0.00 1.46 1.51 1.53 5.01 0.70 0.98
Germany 4.03 3.91 4.78 3.83 39.46 14.91 17.57 0.00 12.96 16.25 16.32 6.53 7.79
UK 3.99 1.69 3.80 1.64 2.11 3.86 6.52 5.33 0.00 6.21 7.87 3.72 3.62
EU23 9.87 6.31 9.42 11.39 34.49 32.33 40.36 48.82 37.65 36.34 29.82 19.90 20.04
EFTA 1.14 2.09 1.91 1.42 5.72 3.45 6.48 5.80 4.55 3.19 0.70 1.89 2.60
ROW 4.00 13.51 5.49 4.75 5.73 13.88 5.59 8.93 7.37 11.71 8.95 25.44 11.71
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
EU27 15.35 11.13 15.31 16.29 75.43 63.04 63.58 55.86 53.29 56.30 54.26 28.24 30.22
EU28 19.34 12.81 19.11 17.93 77.54 66.90 70.10 61.19 53.29 62.51 62.13 31.96 33.84
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Payment Area: SEPA 

With the Regulation27 of 14 March 2012 the EU established a Single European Payment Area 

(SEPA). The project aims to develop common Union-wide payment services to replace current 

national payment services28. 

Currently, there were 36 members in SEPA29, consisting of the 27 EU MS, the four EFTA 

countries (Iceland, Liechtenstein, Norway and Switzerland), and the United Kingdom (also 

after Brexit). Some microstates participate in the technical schemes: Andorra, Monaco, San 

Marino, and Vatican City. 

SEPA was introduced for credit transfers in 2008, followed by direct debits in 2009, and 

fully implemented by 2014 in the euro area (and by 2016 in non-euro area SEPA countries). 

The legal framework for SEPA – which the ECB30 helped to draw up in close cooperation 

with the European Commission – is based mainly on the Cross-border payments regulation, the 

Payment Services Directive (PSD/PSD2) of 201531 , the SEPA migration end-date Regulation, 

and the Interchange Fee Regulation. 

Thanks to the Single Euro Payments Area (SEPA), customers can now make cashless euro 

payments – via credit transfer and direct debit – to anywhere in the European Union, as well as 

several non-EU countries, in a fast, safe and efficient way, just like national payments. 

The payment integration triggered by SEPA has contributed to the efficiency and 

competitiveness of the European economy by eliminating differences between national and 

cross-border payments by harmonizing standards in all the participating countries. 

On 26 October 2022 the Commission adopted a legislative proposal to make instant 

payments in euro, available to all citizens and businesses holding a bank account in the EU and 

in EEA countries. Instant payments allow people to transfer money at any time or any day 

within ten seconds32. 

 

 
 
27 Regulation (EU) No 260/2012 of the European Parliament and of the Council of 14 March 2012 establishing 

technical and business requirements for credit transfers and direct debits in euro and amending Regulation 
(EC) No 924/2009, OJ, L 94/22 of 30.3.2012. 

28 See also: https://europa.eu/youreurope/citizens/consumers/financial-products-and-services/payments-transfers-
cheques/index_en.htm 

29 See: https://en.wikipedia.org/wiki/Single_Euro_Payments_Area 
30 See: https://www.ecb.europa.eu/paym/integration/retail/sepa/html/index.en.html 
31 Directive (EU) 2015/2366 of the European Parliament and of the Council of 25 November 2015 on payment 

services in the internal market, amending Directives 2002/65/EC, 2009/110/EC and 2013/36/EU and 
Regulation (EU) No 1093/2010, and repealing Directive 2007/64/EC, OJ L 337/35 of 23.12.2015. 

32 See: https://ec.europa.eu/commission/presscorner/detail/en/IP_22_6272 
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The Digital Euro 

In the face of strong pressure from private payment platforms (Apple pay, PayPal, etc.), the 

European Central Bank (ECB33) has started to introduce a digital euro. It is to be equivalent to 

euro cash and available both online and offline. However, with upper limits (most recently 

mentioned, EUR 3000). The Digital Euro should be Central bank money in digital form, 

available for any electronic payments in shops, online or from person to person. According to 

the announcement of the ECB, a digital euro would offer a pan-European payment solution, 

available throughout the euro area, under European governance. It could therefore help reduce 

Europe’s dependence on private, non-European payment providers, while acting as a 

counterweight to their market dominance. In turn, a digital euro would make the European 

payments landscape more competitive and innovative by offering a platform that makes it easier 

for payment service providers to offer pan-European solutions of their own. 

On 28 June 2023, the European Commission presented a draft legislative proposal for a 

possible digital euro34. The purpose of the legislation is to ensure that any future digital euro 

would give people and businesses an additional choice to pay digitally using a widely accepted, 

cheap, secure, and resilient form of public money anywhere in the euro area. 

The Commission’s legal proposal on the legal tender of euro banknotes and coins, to 

safeguard the role of Euro cash, which must be accepted as a means of payment everywhere in 

the EU and accessible for citizens and businesses codifies and clarifies the judgment by the 

European Court of Justice in January 2021 which sets out the principles of legal tender. 

In view of the establishment and potential issuance by the ECB of a digital euro with legal 

tender status, it is also important to regulate the meaning of legal tender for the existing physical 

form of the euro to ensure consistency among the two forms of public money. In addition, this 

proposal seeks to address issues concerning the acceptance of cash that have emerged, which 

can lead to difficulties for citizens wanting to pay in cash, as well as concerns which have been 

raised in several Member States about difficulties in accessing cash, such as closures of ATMs 

and bank branches. 

The main objective of the proposal is to safeguard euro cash as a means of payment, so that 

people will continue to be able to use it for their payments if they so wish. Indeed, although the 

use of cash has declined, the 2022 ECB SPACE study35 confirms that it still represents 59% of 

 
 
33 See: https://www.ecb.europa.eu/paym/digital_euro/html/index.en.html 
34 See The Digital Euro Package: https://finance.ec.europa.eu/publications/digital-euro-package_en 
35 See:  https://www.ecb.europa.eu/stats/ecb_surveys/space/html/ecb.spacereport202212~783ffdf46e.en.html 
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the number of retail payment transactions and 42% of the value of these transactions. 60% of 

European consumers consider it important to keep the option to pay by cash. 

To achieve this, the proposal clarifies what legal tender means, and sets out the rules for the 

mandatory acceptance of euro cash and possible exceptions to it. In addition, it also sets out 

what Member States need to do to ensure that cash is widely accepted and that it can be easily 

accessed by its users. 

To clarify the legal status of the legal tender of the Euro (in cash and digital), the European 

Commission established ELTEG, an expert group of Member States’ experts (national central 

banks and ministries of finance) and the European Central Bank (ECB) that meets annually. Its 

main purpose is to discuss euro cash acceptance and availability. ELTEG identified a range of 

issues of acceptance and availability of cash on the ground are identified, and its final report 

includes a set of 25 principles on the legal tender of cash which have been considered in the 

drafting of the legislative proposal on the legal tender of banknotes and coins. 

A digital euro would have a dedicated legislative framework. It will be for European co-

legislators to ensure that it replicates key characteristics of cash in the digital sphere. A possible 

decision by the Governing Council of the ECB to issue a digital euro would be taken only after 

this legislation has been adopted. And the ECB will consider any changes to the design of a 

digital euro that may result from the legislative deliberations. 

On 18 October 2023, the ECB issued a report on the status of the preparation of the digital 

euro36. This report describes the work done so far. Meanwhile, based on the findings of the 

investigation phase, the Governing Council of the ECB has decided to move to the next phase 

of the digital euro project. The first stage of the preparation phase, beginning in November 

2023, will last for two years, during which the Euro system will focus on further testing and 

experimenting and will continue to consult with all stakeholders, including the public, to ensure 

a digital euro meets the highest standards of quality, security, and usability. Possible subsequent 

steps would be decided by the Governing Council after two years based on the results of the 

first stage and developments in the legislative process. So, the digital euro will not be 

functioning until 202537. 

The digital euro is – like the euro cash – legal tender in the Euro countries (Austria, Finland). 

The non-Euro countries (Sweden) can only participate if they make an agreement with the ECB. 

 
 
36 See: “A stocktake on the digital euro”, European Central Bank, 18 October 2023: 

https://www.ecb.europa.eu/paym/digital_euro/investigation/profuse/shared/files/dedocs/ecb.dedocs231018.en.
pdf 

37 In a critical study, Bofinger and Haas (2023) ask the question whether it is necessary at all to introduce the 
digital euro, given that enough private digital paying systems already exist. 
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Banking Union 

The banking union (BU)38 is the biggest milestone in the integration of EU economies and 

institutions since the Economic and Monetary Union (EMU) was launched. The BU was 

initiated in 2012 as a response to the Euro crisis in 2010. It provides the essential underpinnings 

for financial stability and helps build crisis resilience and enhance risk monitoring and 

assessment. Moreover, the banking union addresses the fragmentation of financial markets 

within the euro area and contributes to breaking the negative feedback loop between bank debt 

and sovereign debt (“bank-sovereign vicious circle”). The banking union benefits above all 

smaller countries with a large share of cross-border banking activities, such as Austria. 

The BU was planned to have three pillars, of which the third pillar is still pending39: 

1) Single Supervisory Mechanism (SSM) – grants ECB40 a leading supervisory role over banks 

in the euro area. SSM Regulation (EU), No 1024/2013 of 15 October 2013. Enter into force: 

4 Nov 2013. 

2) Single Resolution Mechanism (SRM) – including a Single Resolution Fund (SRF), filled by 

31.12.2023. A Single Resolution Board. SRM Regulation (EU) 806/23014, of 15 July 2014. 

Entry into force on 19 August 2014 

3) European Deposit Insurance Scheme (EDIS) – no consensus yet reached. 

 

Breuss et al. (2015) confirmed with simulations with the QUEST model of the European 

Commission the stabilizing properties of the BU in case of financial shocks in the Euro area. 

 

Capital Markets Union 

Already the then new European Commission (President Jean-Claude Juncker) proposed in 2015 

(European Commission, 2015A) as one of its goals to “upgrade the single market” the creation 

of a Capital Markets Union (CMU). In 2020 the Commission already published an CMU Action 

Plan. The goal of the Capital Markets Union (CMU) is to create a truly single market for capital 

across the EU. It aims to get investment and savings flowing across all Member States, 

benefitting citizens, investors and companies, no matter where in the European Union they are 

based.  

 
 
38 See: https://www.oenb.at/en/financial-market/three-pillars-banking-union.html 
39 See: https://en.wikipedia.org/wiki/European_banking_union, and: https://www.oenb.at/en/financial-

market/three-pillars-banking-union.html 
40 See: https://www.bankingsupervision.europa.eu/about/bankingunion/html/index.en.html 
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Deepening the CMU is a complex task and there is no single measure that will complete it. 

Therefore, the rulings must make progress in all areas where barriers to the free movement of 

capital still exist. 

In 2020 the Commission proposed the “Capital Markets Union Action Plan” in which it 

formulated four objectives41 

1) Support a green, digital, inclusive, and resilient economic recovery by making financing 

more accessible to European companies 

2) Make the EU an even safer place for individuals to save and invest long-term 

3) Integrate national capital markets into a genuine single market. 

 

Figure 3.22: EU capital integration 2017, 2018, and 2019 (Outward intra-FDI stocks in Euro) 

 
Source: Single Market Scoreboard42 
 

On 25 November 2021 the European Commission adopted a package of measures to improve 

the ability of companies to raise capital across the EU and ensure that Europeans get the best 

deals for their savings and investments. Based on the 2020 Capital Markets Union Action Plan, 

the Commission issued four legislative proposals for this purpose43. 

(1) The European Single Access Point (ESAP): putting data at investors' fingertips 

(2) Review of the European Long-Term Investment Funds (ELTIFs) Regulation: encouraging 

long-term investment, including by retail investors 

(3) Review of the Alternative Investment Fund Managers Directive (AIFMD) 

 
 
41 See: https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/capital-markets-union/capital-

markets-union-2020-action-plan_en 
42 See: https://single-market-scoreboard.ec.europa.eu/integration_market_openness/foreign-direct-investments-

fdi 
43 See: https://ec.europa.eu/commission/presscorner/detail/en/ip_21_6251 
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(4) Review of the Markets in Financial Instruments Regulation (MiFIR): enhancing 

transparency by introducing a “European consolidated tape” for easier access to trading 

data by all investors. 

According to the data of the Single Market Scoreboard Luxembourg, the Netherlands and 

Germany invest absolutely the most in other EU MS (see Figure 3.22). 

 

Figure 3.23: FDI net outward flows: Austria, Finland, Sweden 
(in % of GDP, 5-year moving averages) 

 
Sources: The World Bank: World Development Indicators, Foreign Direct Investment; Austria – dashed 
line – data from OeNB: Oesterreichische Nationalbank. 
 

The international capital movements, measured by foreign direct investments (FDI flows) of 

the three countries are documented in the following figures. Figures 3.23, 3.24, and 3.25 show 

the outward, and inward flows and the balance of both flows. 

All three countries experienced a boom in the development of FDIs at the beginning of the 

21st century. Finland, and Sweden experienced a peak in FDI outflows as early as 2002, Austria 

only in 2010. According to data of the Oesterreichische Nationalbank (OeNB), this was not as 

pronounced shortly after the global recession in 2009 as indicated with data of the World Bank 

(see Figure 3.23). While Austria experienced a slump in FDI flows during the COVID crisis, 

they increased in the Scandinavian countries. 

A similar pattern as shown for the outward flows of FDIs of the three countries can be seen in 

the development of inward flows of FDI (see Figure 3.24). 
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Figure 3.24: FDI net inward flows: Austria, Finland, Sweden 
(in % of GDP, 5-year moving averages) 

 
Sources: The World Bank: World Development Indicators, Foreign Direct Investment; Austria – dashed 
line – data from OeNB: Oesterreichische Nationalbank 
 

Figure 3.25: FDI balance – outward minus inward flows: Austria, Finland, Sweden 
(in % of GDP, 5-year moving averages) 

 
Sources: The World Bank: World Development Indicators, Foreign Direct Investment; Austria – dashed 
line – data from OeNB: Oesterreichische Nationalbank 
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invests very strongly in the EU, with a share of total FDI stocks of around 80% outward and 

inward. Austria plays practically no role as targeting country for their FDIs. 

Sweden also invests directly heavily in its neighbour country Finland (see Figure 3.28) but 

not as much as Finland in Sweden. But on both sides, outward and inward the FDI shares 

declined since 2008. Sweden invested directly in Finland around 13% in 2008 but the share 

decline to below 6% in 2021. FDIs from Finland also decline but at a lower level (from 10% to 

7%). FDI stocks with the EU28 are lower than those of Finland, although UK is included in the 

Swedish FDI shares. The share of FDI outward stocks amount to around 55% of total FDI 

stocks. The share of FDI inward stocks from EU28 is higher, in 2021 around 76% of total. 

 

Figure 3.28: Sweden’s bilateral FDI stocks (% share of total FDI) 

 
Source: Sveriges Riksbank; FDI with EU28 right scale. 
 

TARGET2 

A specific instrument for the efficient capital movements within the Euro area is TARGET2, a 

real-time gross settlement (RTGS) system owned and operated by the Eurosystem44. Central 

banks and commercial banks can submit payment orders in euro to TARGET2, where they are 

processed and settled in central bank money, i.e., money held in an account with a central bank. 

TARGET2 settles payments related to the Eurosystem’s monetary policy operations, as well as 

bank-to-bank and commercial transactions. 

Every five days, TARGET2 processes a value close to the entire euro area GDP, which 

makes it one of the largest payment systems in the world. More than 1,000 banks use TARGET2 

to initiate transactions in euro, either on their own behalf or on behalf of their customers. 

Considering branches and subsidiaries, more than 52,000 banks worldwide and all their 

customers can be reached via TARGET2. 

 

 
 
44 See ECB: https://www.ecb.europa.eu/paym/target/target2/html/index.en.html 
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in June 2022, the rouble appreciated against the US dollar to 103 in May 2024. Since then, it 

declined again. 

In contrast to the economic development in the two countries at war (Russia and Ukraine), 

the negative spillovers to Western Europe were much stronger than expected. Real GDP in the 

EU27 has gone into a near-stagnation in 2023 (+0.6% after +3.7% in 2022 and +6.4% in 2021. 

In the CORONA year 2020 real GDP fell by 5.5%. Since 2023 the EU showed a subdued 

growth, with only +0.6% in 2023, +1.1% in 2024 and forecasted 1.2% in 2025. In the EU27 the 

CPI inflation rate rose from 0.7% in 2020 to 2.9% in 2021 and 9.3% in 2022. Then in declined 

to 6.3% in 2023 and 2.6% in 2024. It is expected to further slow down to 2.3% in 2025 (see 

Figure 14.3). 

 

Figure 14.4: Trade with Russia after the invasion of Ukraine 

 
Source: IMF Direction of Trade Statistics 
 

Figure 14.4 documents the pattern of the trade development of the EU and the three 

countries, Austria, Finland, and Sweden since 1990. Finland traded traditionally absolutely the 

most of the three countries with Russia. The development of trade with Russia in the last 20 

years were firstly determined by the Great Recession 2009 during which all trade flows 

declined. The next years of trade with Russia were characterized by the political shocks in the 

Ukraine. The EU imposed the first sanctions against Russia after the occupation of Crimea in 
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2014. Then after the Russian invasion in Ukraine on 24 February 2022 the EU and G7 imposed 

a series of sanctions against Russia. Both events (2014 and 2022) reduced trade with Russia. 

Austria’s imports from Russia in 2022 and 2023 were distorted by the surge in energy import 

prices. In contrast to most other EU member states (also Germany) Austria imported over 80% 

of its total gas imports from Russia. 

 

Table 14.1: Trade with Russia during EU’s sanctions after Crimea annexation in 2014 and 
Russian invasion of Ukraine in 2022 (% change) 

 
Source: IMF Direction of Trade Statistics 
 

Quantitatively, the EU sanctions after the Russian invasion of Ukraine in 2022 had much 

stronger trade implications than the sanctions after the Crimea annexation in 2014. This is no 

wonder, as the sanctions taken by the EU since 2022 (18 sanction packages) are much more 

comprehensive than those of 2014. Table 14.1 documents the slump in trade between the EU 

and the three states of Austria, France and Sweden and Russia. In the 2014-episode EU exports 

to Russia fell y around 20%, in the three countries even less. Imports from Russia declined more 

than exports to Russia, with the highest slump in Austria (-75.4%). In the sanctions episode 

since 2022 the collapse in Russian trade was more severe. Interestingly, exports to Russia of 

the EU and Austria and Sweden fell similarly around 60%, whereas those of Finland nearly 

came to a standstill. On the import side, the development in Austria stands out. Due to the still 

high dependency of gas imports from Russia, Austria's imports fell since the beginning of 2022 

only by 74%, whereas those of Finland (-92%) and Sweden (-99%) nearly stopped (EU: -84%). 

Because not all countries are participating in the Russia sanctions imposed by the EU, the 

USA and the G7, Russia can compensate partly the loss of trade with the West through trade 

with the South, but above all with China, India, and Turkey. The circumvention of sanctions 

with third countries has been documented several times. On the one hand by Bruegel (“Russian 

Foreign Trade tracker”479; “Russian Crude Oil Tracker”480) and by wiiw and ifW Kiel (Astrov 

et al., 2024). The latter study details Russia’s efforts to maintain its commodity exports by 

 
 
479 See: https://www.bruegel.org/dataset/russian-foreign-trade-tracker 
480 See: https://www.bruegel.org/dataset/russian-crude-oil-tracker 

Exports to Imports from Exports to Imports from
Russia Russia Russia Russia

EU27 -20.3 -39.0 -64.9 -83.8
Austria -15.9 -75.4 -63.4 -73.9
Finland -16.8 -40.6 -92.2 -92.4
Sweden -6.9 -43.1 -60.6 -99.1

1M2014-12M2014 1M2022-1M2024
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leveraging new maritime routes and spoofing Automatic Identification System (AIS) signals to 

avoid detection of ship-to-ship transfers of oil. 

Nevertheless, Russian exports have fallen almost uniformly against all trading partners by 

around 25% since the start of the Ukraine invasion in 2022. The same is true for imports which 

even fell by around 55%. As a result, Russia’s trade balance increased. According to data from 

IMF, Direction of Trade Statistics, the surplus increased from 198 bn USD in 2021 to 377 bn 

USD in 2022. In 2023 it declined to 285 bn USD. According to wiiw forecast (Pindyuk et al., 

2024, p. 117), Russia increased its current account surplus from 105.5 bn EUR (or 6.8% of 

GDP) to 224.6 bn EUR (10.5%) in 2022. In 2023 it declined to 46.4 (2.5%). FDI liabilities 

shrank from 34.2 bn EUR to -37.6 bn EUR in 2022 and to -10.3 bn EUR in 2023, not at least a 

consequence of the EU sanctions. FDI assets only went down in 2022 (-12.4 bn EUR) from 

55.6 bn EUR in 2021. In 2023 they again increased to 8.8 bn EUR. Despite western sanctions, 

the budget deficit was not particularly high in 2022 (-1.4% of GDP) and 2023 (-2.3%). Also, 

the general government debt was extremely low: 14.9% of GDP in 2023. Due to the stringent 

sanction regimes by the EU and the USA, many EU firms have left the Russian market (see 

Pindyuk et al., 2024, p. 35). In the Scandinavian countries mot firms have exited or left Russia. 

Austria (60%), Germany (48%) and Italy (65%) are EU MS whose companies have largely 

remained in Russia. 

Overall, the sanctions by the West have massively damaged Russia's foreign trade relations. 

However, it was able to circumvent the specific sanctions on high-tech goods by importing from 

countries that do not support the sanctions, such as China and Turkey (see Bruegel: “Russian 

foreign trade tracker”). The analysis of the impact of sanctions with a gravitation model (Yalcin 

et al., 2024; Felbermayr, 2024B) confirms this effect of circumventing sanctions by Russi. 

Whereas the bilateral trade with Russia was reduced in the sanctioning countries (USA, Canada, 

EU, Norway, UK, Switzerland, Japan), the trade in the non-sanctioning countries (Turkey, 

China, and very strongly India) increased. 

While there is a consensus among the EU member states regarding sanctions for specific 

goods (e.g. high-tech, some agricultural goods), it was difficult to boycott energy imports from 

Russia. Only oil imports were subject to a special regulation in November 2023. Gas imports 

have not yet been fully sanctioned - not least because of the boycott by Hungary and Austria. 
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The EU has sanctioned energy trade with Russia in several sanctions’ packages481. The EU 

sanctions on energy covers 90% of EU oil imports from Russia. The import ban on Russian 

coal affects one quarter of all Russian global coal exports, amounting to an EUR 8 bn loss of 

revenue per year for Russia. Russian seaborne crude oil is fixed at a maximum price of USD 60 

per barrel. “Premium-to-crude” petroleum products, such as diesel, kerosene, and gasoline, are 

fixed at USD 100 per barrel. To help tackle the “shadow fleet” used by Russia to circumvent 

the price caps, the G7 + Price Cap Coalition has introduced measures to closely monitor the 

sale of tankers to third countries. 

Consequently, the EU practically import no longer crude oil from Russia (see Bruegel: 

“Russian crude oil tracker”482). Russia exports its oil primarily to India. Within the EU only 

Hungary, Czechia, and Slovakia are still importing crude oil via the Druzhba Pipeline. 

Other energy measures are, an import ban on liquified petroleum gas (LPG), impacting 

annual imports worth over €1 billion, with an exemption for existing contracts for a maximum 

period of 12 months. And a ban on new EU investments in the Russian mining sector, with the 

exception of certain raw materials. Moreover, there were no sanctions on gas imports because 

Austria and Hungary were against them. However, the EU's gas imports have fallen sharply 

(see Bruegel: “European natural gas imports”483). In Austria, the dependence on Russia is still 

very high - not least due to OMV's long-term supply contract with Gazprom484. Most recently 

(3/2024), 93% of gas imports were sourced from Russia485. 

Austria does not import any fuels directly from Russia and has not imported any crude oil 

since spring 2022. However, some of the countries from which Austria imports fuels are heavily 

dependent on Russian crude oil (e.g. Kazakhstan), which means that Austria is also indirectly 

dependent. This high dependence on imports naturally entails supply risks that require an 

efficient system of crisis prevention and management486. 

 
 
481 See “Sanctions on energy”: https://eu-solidarity-ukraine.ec.europa.eu/eu-sanctions-against-russia-following-

invasion-ukraine/sanctions-energy_en; see also the timeline of measures adopted by the EU since 2002: 
https://finance.ec.europa.eu/eu-and-world/sanctions-restrictive-measures/sanctions-adopted-following-russias-
military-aggression-against-ukraine_en#timeline-measures-adopted-in-2022-2023 

482 See: https://www.bruegel.org/dataset/russian-crude-oil-tracker 
483 See: https://www.bruegel.org/dataset/european-natural-gas-imports; and Financial Times, based on S&P 

Global Commodity Insights: https://www.ft.com/content/46d2f5a7-37ab-4196-bd00-754b9dfe7fb0 
484 On 5 November 2018 Gazprom and OMV signed an Amendment to the contract to increase gas supplies to 

Austria until 2040: https://www.omv.com/en/news/181105-gazprom-and-omv-sign-addendum-to-the-contract-
to-increase-gas-supplies-to-austria 

485 See: https://energie.gv.at/hintergrund/import-von-russischem-gas 
486 See this statement by the Austrian Federal Ministry of Climate Action, Environment, Energy, Mobility, 

Innovation and Technology: https://www.bmk.gv.at/themen/energie/krisenmanagement/erdoel.html; Austria 
primarily imports crude oil from Kazakhstan, followed by Libya, Iraq, and Algeria. See also energy data from 
the International Energy Agency (IEA): https://www.iea.org/ 
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According to a report by Euronews as of 8 May 2024487, European Union countries kicked 

off negotiations on the next round of sanctions against Russia (package no 14), which for the 

first-time targets LNG. The proposal on the table breaks a long-held taboo in Brussels as 

Russian gas has been until now completely spared from any restrictions, despite repeated calls 

from Poland, the Baltics, the Nordics and, most passionately, Ukraine. But the plan, designed 

by the European Commission, falls short of an all-out import ban, as the bloc previously did 

with coal and seaborne oil. 

Instead, it aims to prohibit trans-shipments of Russian liquefied natural gas (LNG), meaning 

the practice of re-exporting LNG that arrives at EU ports to other countries. The Centre for 

Research on Energy and Clean Air (CREA), an independent organisation that tracks Russian 

fossil fuels, estimates the bloc paid last year €8.2 billion for 20 billion cubic metres (bcm) of 

Russian LNG, representing 5% of the total gas consumption. 

Belgium, France and Spain were the main entry points for Russian LNG. About 22% of these 

supplies were trans-shipped globally, with 8% (1.6 bcm) sent to other member states, CREA 

says, while the rest went to China, India, Turkey and other clients. Overall, the EU dependence 

of Russian gas has decline from 40% in 2021 to 8% in 2023. 

This reflects the leading role played by Western companies in the sectors of cargo insurance 

and shipping services: last year, the maritime industry of G7 countries handled 93% of Russia's 

LNG exports, a transport valued at €15.5 billion. 

The draft sanctions, sent to member states, aim to curb this lucrative business and curtail 

Russia's ability to move its prized supplies across the world. They also go after three LNG 

projects based in Russia that are not yet operational (Arctic LNG 2, Ust Luga and Murmansk). 

However, the Kremlin has proved skilful in evading this story of constraints, as it has become 

painfully obvious in the price cap that the G7 and Australia had imposed on Russian seaborne 

oil. Despite the $60-per-barrel limitation, Russia has spent the last months selling its Urals oil 

at a price range of between $70 and $80. 

The blatant evasion has been credited to a so-called "shadow fleet" of aging, small-sized 

tankers that carry oil without Western-level insurance, making them harder to track. 

Cracking down on this fleet is part of the latest round of sanctions, which a diplomat 

described as "quite substantive" as it also covers other economic sectors. If eventually approved, 

the sanctions will mark the 14th package since February 2022. 

 
 
487 See: https://www.euronews.com/my-europe/2024/05/08/eu-countries-kick-off-talks-to-ban-re-exports-of-

russian-lng 
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The energy crisis in Europe, triggered by the war in Ukraine, also has significant 

consequences for the location quality in Europe. A study by Prognos (2023) analyses the prices 

for the energy sources electricity and gas in an international comparison. A general conclusion 

is that the energy prices in Europe are much higher than in the United States or in Asian 

countries. Electricity costs 8.4 Euro cent/kWh) in USA, China, Canada, and South Korea. On 

average it is 19.9 in the EU. For the purchase of more than 150 Gwh the electricity prices vary 

heavily in the EU: from 32 Euro cent/kWh in Italy to 6 in Norway (22 in Austria, 14 in Finland, 

and 11 in Sweden). Prognos (2023) forecasts generally a decline in electricity prices up to 2030. 

A similar price gap is documented für gas prices. The gas price in Euro Cent/kWh ws 2 in 2022 

and 1 in 2023. In the EU the gas price was 8.2. In the year 2030 the gas price could be lower in 

Europe (Germany 3.7), but it will be still lower in USA (1.5). 

 

14.3.1 Ukraine’s relationship with NAFTO 

Since the outbreak of war with Russia, Ukraine has continued to seek closer ties with the United 

States, European Union, and NATO. This began with the NATO–Ukraine Action Plan in 

2002488. In 2010, under President Viktor Yanukovych, Ukraine re-affirmed its non-aligned 

status and renounced aspirations of joining NATO. During the 2014 Ukrainian Revolution, 

Russia occupied Crimea and supported armed separatists in eastern Ukraine. As a result, in 

December 2014 Ukraine's parliament voted to end its non-aligned status, and in 2019 it 

enshrined the goal of NATO membership in the Constitution. At the June 2021 Brussels 

Summit, NATO leaders affirmed that Ukraine would eventually join the Alliance, and 

supported Ukraine's right to self-determination without interference. In late 2021, there was 

another massive Russian military buildup near Ukraine's borders. On 30 November, Russian 

president Putin said Ukraine joining NATO, and the deployment of missile defence systems or 

long-range missiles in Ukraine, would be crossing a red line. During the 2008 summit of NATO 

in Bucharest, Georgia was promised "future membership", but US president Barack Obama said 

in 2014 that the country was not "currently on a path" to membership. At the 2008 summit, 

Ukraine's desire to become a member of NATO was rejected, primarily by German Chancellor 

Angela Merkel and French President Nicolas Sarkozy, so as not to provoke Russia. Currently 

NATO recognizes Bosnia and Herzegovina, Georgia, and Ukraine as aspiring members489. The 

 
 
488 See: https://en.wikipedia.org/wiki/NATO 
489 See: https://www.nato.int/ 
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latest NATO-Ukraine Council in Chiefs of Defence format had a session on 16 May 2024490. 

Hence, NATO is indirectly involved in the Russia-Ukraine war. 

In an interview, given to SkyNews on 29 November 2024491, Ukrainian president Volodymyr 

Zelenskyy suggested a “hot phase” of Ukraine war could end in return for NATO membership 

if offered – even if seized land isn’t returned immediately. He has suggested a ceasefire deal 

could be struck if Ukrainian territory he controls could be taken “under the NATO umbrella” – 

allowing him to negotiate the return of the rest later “in a diplomatic way”. This is a response 

to reports saying one of US president-elect Donald Trump’s plans to end the Ukrainian war 

might be for Kyiv to cede the land Moscow has taken to Russia in exchange for Ukraine joining 

NATO. 

 

14.3.2 EU-Ukraine relationship 

The EU-Ukraine relationship started already in 2017 when Visa facilitation and readmission 

agreements entered into force. In September 2017 the Association Agreement and Deep and 

Comprehensive Free Trade Area (DCFTA) entered into force. Then, shortly, after the beginning 

of Russia’s war of aggression on 24 February 2022, Ukraine applied for EU Membership. In 

June 2022, the European Council granted candidate status to Ukraine492. Such countries must 

reform their national laws to align with Eu rules, regulations, and standards. In December 2023, 

the European Council decided to open accession negotiations with the Ukraine. 

Under the title “EU Solidarity with Ukraine” the EU supports Ukraine with a comprehensive 

package of economic, social, and military aids493. This package amounts to EU 98.5 billion in 

overall support to Ukraine and Ukrainians. It consists of the following parts: EUR 17 billion 

made available to Member States to cater for the needs to people fleeing the war. EUR 32 billion 

in military assistance for Ukraine under the European Peace Facility (EPF: EUR 6.1 bn) and by 

Member States individually. EUR 49.4 billion in financial and budget support and humanitarian 

assistance (EUR 12.2 bn from EU MS, EUR 37.2 bn in macro-financial assistance budget 

support, humanitarian, and emergency support, provided or guaranteed by the EU budget). 

 
 
490 See: https://www.nato.int/cps/en/natohq/events_225099.htm?selectedLocale=en 
491 See: https://news.sky.com/story/zelenskyy-suggests-hes-prepared-to-end-ukraine-war-in-return-for-nato-

membership-even-if-russia-doesnt-immediately-return-seized-land-13263085 
492 Besides Ukraine, the following countries have EU candidate status: Albania, Bosnia and Herzegovina, 

Georgia, Moldova, Montenegro, North Macedonia, Serbia, and Türkiye. See the website of the European 
Commission, “EU enlargement“: https://european-union.europa.eu/principles-countries-history/eu-
enlargement_en. For details on the EU-Ukraine relations, see: https://neighbourhood-
enlargement.ec.europa.eu/european-neighbourhood-policy/countries-region/ukraine_en 

493 See: https://ec.europa.eu/commission/presscorner/detail/en/FS_22_3862 
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Because Russia blocked the Black Sea route for wheat shipments from Ukraine to the rest of 

the world, the EU set up “The EU-Ukraine Solidarity Lanes”. The Solidarity Lanes were set out 

in May 2022 in order to ensure that Ukraine can export grain and other agricultural products, 

as well as import the goods it needs, from humanitarian aid to animal feed and fertilisers. 

According to Ukrainian customs registers, since May 2022 the Solidarity Lanes have enabled 

Ukraine to export about 122 million tonnes of goods, including 66 million tonnes of grain, 

oilseeds, and other related products, and to import around 45 million tonnes of goods it needs 

for a total estimated total value of €139 billion. Over €2 billion has been mobilised to scale up 

the Solidarity Lanes, including contributions by the Commission, the European Investment 

Bank, the European Bank for Reconstruction and Development, and the World Bank. 

What are the facts if Ukraine would become a member of the EU? Well, with an area of 

6203,628 km2 and a population of 33.4 million it would be geographically the largest country 

in Europe and in the EU. With its population size, it would belong to the middle-large countries, 

comparable to Poland (38.4 million). However, due to its large territory it is an agrarian country 

with a huge potential. In 2021, agriculture was the biggest sector of the economy. Ukraine is 

one of the world's largest wheat exporters. Nevertheless, it remains among the poorest countries 

in Europe with the lowest nominal GDP per capita (IMF data, 2025: 16 300 PPP dollars). The 

richest EU country, Luxembourg has a per capita income of 147 600 and the poorest, Bulgaria 

37 900. On average, EU27 has a GDP per capita of 63 000 (at PPP dollars). 

Ukraine's accession to the EU would have a serious impact on the EU budget (regional 

funding and cohesion politics as well as transfers within the framework of the CAP; see Busch 

and Sultan, 2023494). The Ukraine has a three times as much arable land (33 million hectare) 

than Poland 11 in Poland). Currently, France with EUR 65 bn gets the most subsidies in the 

framework of the CAP (within the MFF 2021-2027). Estimates by Busch and Sultan (2023, p. 

8), indicate that the Ukraine would be eligible to get EUR 68 bn to EUR 79 bn (if the Ukraine 

were already member of the MFF 2021-2027). A similar picture results concerning the 

payments in the framework of EU’s cohesion policy. Currently, in the MFF period 2021-2027 

Poland will get under this title with EUR 75 bn the most cohesion transfers.  The Ukraine’s 

claims of cohesion means would amount to EUR 50 bn to EUR 62 bn. 

Emerson (2023) in a similar study as those of Busch and Sultan (2023) also expresses similar 

concerns of a potential Ukrainian EU accession for the EU budget. However, he is not overly 

pessimistic. Of course, the costs will be significant for sure, but alarmist talk sometimes heard, 

 
 
494 See also Emerson (2023) 
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that all member states will become net payers into the budget, is totally unfounded. There are 

control mechanisms capping both cohesion and agricultural expenditures. 

Even with an optimistic assumption of accession in 2030, the full impact will not be felt until 

the 2040s, given the long transition periods for phasing in agricultural expenditures. By this 

time, many things will have changed, including catch-up towards the average EU income level 

by member states acceding since 2004, creating budgetary space for new and poorer member 

states. However, there remain big uncertainties over how the war in Ukraine will end and how 

reconstruction will be funded beyond the major commitments being proposed for the EU – i.e., 

from other G7 donors, the international financial institutions, and possibly Russia’s frozen 

assets. However, overall, the budgetary dimension to Ukraine’s possible accession looks 

relatively manageable. 

In a recent study by the Kiel Institute for the World Economy, Binder and Schularik (2024) 

estimate the cost for Germany of not supporting the Ukraine. At 0.1% of GDP, German average 

annual military support for Ukraine since the beginning remains small relative to the size of the 

German economy and small also compared to previous German support during wars of self-

defence (for example, during the first Gulf War in 1990-1991). 

• A Russian victory in Ukraine would lead to substantially higher costs for Germany via (i) 

increased military spending, (ii) additional refugees, and (iii) the loss of trade and investment 

with Ukraine. For Germany, they estimate costs of 1% to 2% of GDP annually, about 10-20 

times higher than current military support levels. 

• Given the costs, it is in the German economic self-interest to maintain and even significantly 

increase support for Ukraine to avoid paying the much higher costs of a Russian victory. 

• Game theory shows that a path to peace opens if the aggressor, Russia, recognizes that the war 

cannot be won by military means and the continued pursuit of military victory becomes too 

costly for the regime. Committed Western support will drive up the cost and shift the 

Kremlin’s cost-benefit analysis. 

 

14.4 Sanctions against Russia 

The Russian invasion of Ukraine on February 24, 2022, has a history. Ukraine495 is a country 

in Eastern Europe. It is the second-largest European country after Russia, which borders it to 

the east and northeast. It has a population of 33.4 million. It also borders Belarus to the north; 

Poland, Slovakia, and Hungary to the west; and Romania and Moldova to the southwest; with 

 
 
495 For the following, see: https://en.wikipedia.org/wiki/Ukraine 
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a coastline along the Black Sea and the Sea of Azov to the south and southeast. Kyiv is the 

nation's capital and largest city, followed by Kharkiv, Dnipro and Odesa. Ukraine's official 

language is Ukrainian; Russian is also widely spoken, especially in the east and south. 

The former constituent republic of the Soviet Union since 1922, Ukraine gained 

independence in 1991 as the Soviet Union dissolved, and declared itself neutral. Russia had 

signed the Budapest memorandum in 1994 that said that Ukraine was to hand over nuclear 

weapons in exchange of security guarantees and those of territorial integrity. This agreement 

was criminally disregarded by Russia. 

A new constitution was adopted in 1996. A series of mass demonstrations (November 2013 

to February 2014), known as the Euromaidan, led to the establishment of a new government in 

2014 after a revolution. Russia then in late February and early March 2014 unilaterally annexed 

Ukraine's Crimean Peninsula, and pro-Russian unrest culminated in a war in the Donbas 

between Russian-backed separatists and government forces in eastern Ukraine. It then launched 

a proxy war in the Donbas via the breakaway Donetsk People's Republic and Luhansk People's 

Republic. The first months of the conflict with the Russian-backed separatists were fluid, but 

Russian forces then started an open invasion in Donbas on 24 August 2014. Together they 

pushed back Ukrainian troops to the frontline established in February 2015, i.e. after Ukrainian 

troops withdrew from Debaltseve. The conflict remained in a sort of frozen state until the early 

hours of 24 February 2022, when Russia proceeded with an ongoing invasion of Ukraine. 

Russian troops control about 17% of Ukraine's internationally recognized territory, which 

constitutes 94% of Luhansk Oblast, 73% of Kherson Oblast, 72% of Zaporizhzhia Oblast, 54% 

of Donetsk Oblast and Crimea. 

The continued military actions after the Crimea annexation and in the Ukrainian oblast in 

the East until the invasion of the Ukraine were a clear breach of the Minsk agreements (Minks 

I and II496) of 2014, which should guarantee a ceasefire. Since March 2014, the EU has 

progressively imposed restrictive measures (sanctions) against Russia, initially in response to 

the illegal annexation of Crimea and Sevastopol and the deliberate destabilisation of Ukraine497. 

On 23 February 2022, the EU expanded the sanctions in response to the recognition of the non-

government-controlled areas of the Donetsk and Luhansk ‘oblasts’ of Ukraine, and the ordering 

of Russian armed forces into those areas. After 24 February 2022, in response to Russia’s 

 
 
496 See: https://en.wikipedia.org/wiki/Minsk_agreements 
�v�{�y��See: https://finance.ec.europa.eu/eu-and-world/sanctions-restrictive-measures/sanctions-adopted-following-russias-

military-aggression-against-ukraine_en#timeline-measures-adopted-in-2022-2023; see also: �	�‘�”���–�Š�‡���ò�������•�ƒ�•�…�–�‹�‘�•�•���ƒ�‰�ƒ�‹�•�•�–��
���—�•�•�‹�ƒ���ˆ�‘�Ž�Ž�‘�™�‹�•�‰���–�Š�‡���‹�•�˜�ƒ�•�‹�‘�•���‘�ˆ�����•�”�ƒ�‹�•�‡�ó�á���•�‡�‡�ã��https://eu-solidarity-ukraine.ec.europa.eu/eu-sanctions-against-
russia-following-invasion-ukraine_en; see also the EU Sanctions Map: https://sanctionsmap.eu/#/main 
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military aggression against Ukraine, the EU massively expanded the sanctions. It added a 

significant number of individuals and organisations to the sanctions list and adopted 

unprecedented measures with the aim of weakening Russia's economic base, depriving it of 

critical technologies and markets, and significantly curtailing its ability to wage war. 

In parallel, the EU sanctions regime concerning Belarus has been expanded in response to 

the country’s involvement in Russia’s aggression against Ukraine. This is in addition to the 

sanctions aimed at Belarus that were already in place. This sanctions regime consists of a range 

of financial, economic and trade measures. 

The sanctions consisted of individual sanctions against Persons around Vladimir Putin, 

economic sanctions comprising financial sanctions, sanctions in the sectors energy, transport, 

and technology, changes in visa policy for diplomates. The one package after the other 

followed498. In the following packages also, Belarus was sanctioned. In the third package a 

SWIFT ban for seven Russian banks (enlarged to other, also Belarus banks followed) was 

issued. Trade restrictions followed concerning iron and steel and luxury goods. Bans on imports 

of wood, cement, seafood, and liquor followed. Export bans, targeting jet fuel, quantum 

computers, advance semiconductors, high-end electronics, dual-use goods etc. A ban on imports 

from Russia of crude oil and refined petroleum products were topics of the sixth package. On 

23 February 2024, two years after the full-scale invasion and war of aggression against Ukraine, 

EU adopted its 13th package of individual and economic sanctions against Russia. The sanctions 

as of 22 March 2024 concerned sanctions over death of Alexei Navalny. On 24 June 2024, the 

EU put together the 14th package of sanctions against Russia. The new sanctions target high-

value sectors of the Russian economy such as energy, finance, and trade, and make it 

increasingly difficult to circumvent EU sanctions. Further sanctions followed, the latest on 8 

October 2024, when the EU adopts new sanctions regimes in response to hybrid threats from 

Russia. 

On 16 December 2024, the EU adopted the 15th sanctions package against Russia499. The 

focus of this package is to keep cracking down on Russia's shadow fleet, as well as combating 

sanctions' circumvention. It also includes substantial individual and entity listings related to the 

Russian military-industrial complex and increases the legal protection of EU Central Securities 

Depositories (EU CSDs). With this package, the EU has, for the first time, imposed ‘fully-

 
 
�v�{�z��For a „Timeline - EU sanctions against Russia“; see: https://www.consilium.europa.eu/en/policies/sanctions-

against-russia/timeline-sanctions-against-russia/ 
499 See: https://ec.europa.eu/commission/presscorner/detail/en/ip_24_6430 
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fledged' sanctions (travel ban, asset freeze and prohibition to make economic resources 

available) on various Chinese actors. 

In the wake of Russia's full-scale invasion of Ukraine in 2022, one of the key measures taken 

by the international community was the freezing of Russian assets abroad. The assets frozen 

after February 2022 encompass a wide array of financial instruments and holdings. These 

include bank accounts, real estate properties, stocks, bonds, luxury assets, and various 

investments held by Russian entities and oligarchs. The funds in question also involve around 

€275 billion in central bank assets across the EU, US, Japan, and Canada. The total amount of 

Russia's frozen assets in the US is around €67bn500. 

The US sanctions, which exclude Russia from the international financial system, are likely 

to be a major blow to the Russian banking system. On 21 November 2024 the United States 

adopted sanctions to curtail Russia’s use of the international financial system501. The sanctions 

affect 118 individuals and entities that operate in Russia’s financial services sector and support 

the Kremlin’s war effort. These targets include Gazprombank, Russia’s largest remaining bank 

not previously blocked by the United States, dozens of additional Russian banks still 

maintaining ties to the international financial system, and individual Russian banking officials. 

The Department of the Treasury is also issued an alert describing sanctions risks related to 

joining Russia’s System for Transfer of Financial Messages, which the Kremlin created and 

uses to evade sanctions. This action reaffirms the U.S. commitment to curtail Russia’s ability 

to use the international financial system to conduct its war against Ukraine and disrupts Russia’s 

attempts to make cross-border payments for dual-use goods and military materiel. 

On 12 February 2024, the EU Council adopted a decision and a regulation clarifying the 

obligations of central securities depositories holding assets and reserves of the Central Bank of 

Russia that are immobilised as consequence of EU’s restrictive measures. The Council decided 

in particular that central securities depositories holding more than EUR 1 million of assets of 

the Central Bank of Russia must account extraordinary cash balances accumulating due to EU 

restrictive measures separately and must also keep corresponding revenues separate. In 

addition, central securities depositories shall be prohibited from disposing of the ensuing net 

profits. This decision paves the way for the Council to decide on a possible establishment of a 

financial contribution to the EU budget raised on these net profits to support Ukraine and its 

recovery and reconstruction at a later stage. 

 
 
500 See: https://www.euronews.com/business/2024/03/20/the-long-battle-over-russias-frozen-assets-heats-up 
501 See: https://www.state.gov/sanctions-to-curtail-russias-use-of-the-international-financial-system/ 
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After a COREPER meeting on 8 May 2024, it seems that EU paves way for using windfall 

profits from Russian frozen assets to arm Ukraine502. The plan has been in the making since 

Kyiv’s backers decided to freeze hundreds of billions of euros worth of assets in response to 

Russia’s invasion of Ukraine in 2022 but EU countries had been cautiously waiting for legal 

certainty from the EU’s institutions on how these assets can be used. 

Under the agreed scheme, the bloc will be able to use windfall profits from immobilized 

Russian assets, worth up to EUR 3 billion per year, currently stuck in the Belgium-based 

clearing house Euroclear and other European depositories, primarily to finance the joint 

purchase of weapons for Ukraine. 

“The money will serve to support Ukraine’s recovery and military defence in the context of 

the Russian aggression”, Belgium, which holds the EU’s rotating presidency, said after the deal 

was made. The first pay-outs are expected to be made in July. 

In the previous weeks, several EU member states had objected to the fact that the proceeds 

are subject to a 25% tax under existing Belgian fiscal rules, which was one of the last stumbling 

blocks to a deal. 

The compromise move was made possible by an eleventh-hour compromise whereby 

Belgium said it would be ready, from 2025 onwards, to channel the tax revenue from the 

proceeds into a common fund for Ukraine, EU diplomats said. 

In addition, Brussels also reduced the fee that Euroclear will charge for handling the frozen 

Russian assets to 0.3% from the initially discussed 0,5% after a push from Germany and France, 

EU diplomats said. 

Additionally, the European Central Bank (ECB) would get a role in the management of the 

emergency buffer created with the fee to pay for lawyers in case of Russian litigation. 

On 21 June 2024, the EU formally adopted an agreement that taps the windfall profits 

Euroclear makes by reinvesting the cash generated by those assets - such as coupon payments 

on bonds503. Western sanctions mean coupon payments and maturing assets cannot be sent to 

Russia. Under the EU agreement, between EUR 2.5 and EUR 3 billion of these profits will be 

sent annually to Kyiv. The first payment will be made in July, with 90% earmarked for arms 

and military equipment. The split of funds will be reviewed each year starting in January 2025, 

with the option to shift spending toward rebuilding Ukraine’s war-torn economy as its needs 

change. 

 
 
502 See: https://www.euractiv.com/section/europe-s-east/news/eu-paves-way-for-using-windfall-profits-from-

russian-frozen-assets-to-arm-ukraine/?_ga=2.194993966.2016442725.1715358293-53342799.1715358293 
503 See: https://edition.cnn.com/2024/05/24/business/russian-frozen-assets-g7-ukraine/index.html 
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In a separate initiative, G7 leaders meeting at a summit in June 2024 are expected to discuss 

a US-led push that would allow a group of countries to provide up to USD 50 billion in 

assistance to Ukraine, with a major part of the aid being repaid with the windfall profits from 

frozen Russian assets immobilised globally. 

After US President Donald Trump failed to reach a ceasefire with Russian President Putin 

after several attempts to fulfill his election campaign promise to end the war in Ukraine within 

48 hours, the EU has imposed further sanctions against Russia. 

First of all, the existing sanctions of the 17 sanctions packages to date were extended. Then 

- after overcoming Slovakia's veto - the 18th package of economic and individual restrictive 

measures against Russia504 was unanimously adopted by the Council on July 18, 2025. It is 

announced as EU’s strongest sanctions packages. Although the sanctions imposed so far have 

hardly damaged Russia's economy and have not stopped the war, the EU is sending out a clear 

signal that it will not back down in its support for Ukraine. The 18th sanctions package should 

hit hard on Russia’s energy, banking and military sectors, as well as trade with the EU, and 

ensuring accountability for Russia’s continued war of aggression against Ukraine. Furthermore, 

the Council complemented the package by agreeing further measures on Belarus. The Council 

has agreed on a significant set of 55 listings, consisting of 14 individuals and 41 entities 

responsible for actions undermining or threatening the territorial integrity, sovereignty and 

independence of Ukraine, bringing the total number of individual listings to over 2 500. 

With this package of sanctions, the EU is curtailing Russia’s energy revenues through 

lowering the price cap for crude oil from USD 60 to USD 47.6 and by imposing further 

sanctions across the shadow fleet value chain. Furthermore, the EU is introducing an import 

ban on refined petroleum products made from Russian crude oil and coming from any third 

country – with the exception of Canada, Norway, Switzerland, the United Kingdom and the 

United States – thereby preventing Russia’s crude oil from reaching the EU market through the 

back door. The EU is also imposing a full transaction ban on Nord Stream 1 and 2, including 

for the provision of goods or services, thus preventing the completion, maintenance, operation 

and any future use of the Nord Stream 1 and 2 pipelines. 

The EU is upgrading its sanctions against Russian Banking. It prohibits on providing EU-

based specialized financial messaging services to certain Russian banks to a full transaction 

 
 
504  A time line of EU sanctions against Russia can be found on the website of the European Council: 

https://www.consilium.europa.eu/en/policies/sanctions-against-russia/timeline-sanctions-against-russia/; a 
similar time line can be found on the webpage of the European Commission: ”EU solidarity with Ukraine – 
timeline”: https://commission.europa.eu/topics/eu-solidarity-ukraine/timeline_en 
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ban. This will apply to 22 additional Russian banks, on top of the 23 banks already subject to 

the ban. The EU is lowering the threshold for sanctioning third-country financial and credit 

institutions and crypto-asset service providers that are frustrating sanction measures against 

Russia, supporting Russia’s war of aggression or are connected to the System for Transfer of 

Financial Messages (SPFS), the Russian alternative financial messaging service, developed by 

the Central Bank of Russia and used to shield Russian banks from the impact of EU sanctions. 

The EU is also expanding the transaction ban on third countries’ financial and credit institutions 

and crypto-asset service providers which, through their actions, frustrate EU sanctions or 

support Russia’s war of aggression against Ukraine. The transaction ban on third-country 

operators that circumvent oil-related prohibitions has also been widened. 

Additionally, a ban is imposed a ban on carrying out any transaction with the Russian Direct 

Investment Fund (RDIF) and its sub-funds and companies, and Council has have established an 

instrument to extend such a ban to certain companies in which the RDIF has invested and to 

entities providing investment services or other financial services to the RDIF itself. Such 

companies and financial institutions will be selected by the Council; four Russian entities in 

which the RDIF has invested are already listed. This measure further limits Russia’s access to 

global financial markets and foreign currency. 

With a view to curbing Russia’s military capabilities, the Council is imposing further full-

fledged sanctions on suppliers of the Russian military industrial complex, including three 

entities based in China that sell goods used on the battlefield. These measures aim to further 

constrain Russia’s access to goods and technologies. Additionally, the package covers eight 

companies operating in the Belarusian military-industrial complex, which is supporting 

Russia’s war efforts. 

26 new entities will be subject to tighter export restrictions concerning dual-use goods and 

technologies, including those that could contribute to the technological enhancement of 

Russia’s defence and security sector. Eleven of these entities are located in third countries other 

than Russia (seven in China and Hong Kong, and four in Türkiye), and have been involved in 

circumventing export restrictions, including for unmanned aerial vehicles (UAVs). 

Additionally, the EU has agreed further export bans worth more than €2.5 billion. The list of 

restricted items contributing to the technological enhancement of Russia’s defence and security 

sector will now include items for the development and production of Russia’s military systems 

such as computer numerical control (CNC) machines and constituent chemicals for propellants. 

Furthermore, the existing transit ban via the territory of Russia is expanded to cover selected 

economically critical goods used for construction and transport. 
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On 12 September 2025, the EU renewed individual sanctions against Russia for another six 

months, up to 15 March 2026505. In total, EU support to Ukraine since the beginning of Russia’s 

war on Ukraine amounts to EUR 173.5 billion: EUR 89.6 billion are made available by Team 

Europe to support Ukraine’s economy, social, and financial resilience; EUR 63.2 billion in 

military assistance; upt o EUR 17 billion to help EU Member States cater to the needs of 

Ukrainians in the EU; EUR 3.7 billion form the proceeds of Russian immobilized assets506. 

In her “2025 State of the Union Address” of 10 September 2025, President von der Leyen 

repeatedly addressed Russia's persistent aggressive behavior toward Ukraine and called for a 

new, 19th package of sanctions against Russia507. 

 

Not only the EU imposed sanctions against Russia, but also the majority of the Western 

World. Besides the neutral state Switzerland which fully takes part at the EU sanctions regime, 

the Leaders of the G7 countries (Canada, France, Germany, Italy, Japan, United Kingdom, 

USA; and EU) have issued sanctions against Russia in several statements and reaffirmed its 

solidarity with Ukraine. The first such statement dates on 24 February 2022, the day of the 

invasion of Ukraine by Armed Forces of the Russian Federation 508 . In the G7 Leader’s 

Statement in Brussels, 24 March 2022 the say under point 7509: “We underline our resolve to 

impose severe consequences on Russia, including by fully implementing the economic and 

financial measures we already imposed. We will continue to cooperate closely, including by 

engaging other governments on adopting similar restrictive measures to those already imposed 

by G7 members and on refraining from evasion, circumvention and backfilling that seek to 

undercut or mitigate the effects of our sanctions.” Also in the following statements, the G7 

leaders have further renewed and deepened their commitment with Ukraine. 

 

14.5 The EU under pressure to rearm 

The EU and its Member States are facing increasingly multi-dimensional, complex, and cross-

border threats and crises. Europe is facing a new reality, marked by increased risk and deep 

 
 
505 See: https://www.consilium.europa.eu/en/policies/sanctions-against-russia/timeline-sanctions-against-russia/ 
506  See “EU assistance to Ukraine”: https://commission.europa.eu/topics/eu-solidarity-ukraine/eu-assistance-

ukraine_en 
507  See “2025 State of the Union Address by President von der Leyen” as of 10 September 2025: 

https://ec.europa.eu/commission/presscorner/detail/en/speech_25_2053; see also announcements by Politico: 
https://www.politico.eu/article/eu-ursula-von-der-leyen-new-19-sanction-package-russia-putin-early-
september-zelenskyy-war-ukraine/ 

508 See: http://www.g8.utoronto.ca/summit/2022elmau/220224-statement-on-invasion.html 
509 See: http://www.g8.utoronto.ca/summit/2022elmau/220324-statement.html 
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uncertainty. Since the start of this decade, the EU has experienced the most severe pandemic in 

a century (COVID-19), the bloodiest war on European soil (the Russian invasion in Ukraine 

2022) since the Second World War, and the hottest year (2024) in recorded history. Therefore, 

for EU preparedness is urgent. 

Against this backdrop, Sauli Niinistö – former President of the Republic of Finland and 

Special Adviser to the President of the European Commission – was tasked by President von 

der Leyen, together with the High Representative for Foreign Affairs and Security Policy 

(HR/VP), to prepare a report assessing the complex challenges that the EU and its Member 

States face and to develop recommendations on how to enhance the EU’s civilian and military 

preparedness and readiness for future crises510. 

The report by Niinistö (2024) underlines the need for an ambitious new approach to our 

preparedness and readiness. To this end, it presents around 80 recommendations for both short-

term and medium to long-term actions. 

According to the European Commission, true preparedness will require a more 

comprehensive and integrated approach. All relevant military and civilian crisis response actors 

need to be fully ready and capable to respond effectively and seamlessly, as part of a wider 

whole-of-government and whole-of-society approach. A higher level of preparedness is needed 

across the board, linking internal and external security, and drawing on both civilian and/or 

military means. More European cooperation this area is even more urgent after the re-election 

of Donald Trump as President of the United States. As mentioned earlier the new European 

Commission (Commissioner Andrius Kubilius511) for the period 2024-2029 has also installed – 

for the first time – a Commissioner for Defence (and Space). 

On 25 June 2025, NATO concluded a historic Summit in The Hague512. Allies reached a 

decision to invest 5% of GDP in defence – laying the foundation for a strong, united NATO in 

the years to come, and reaffirming their continued support to Ukraine. This concession 

prompted US President Donald Trump to revoke his previously threatened withdrawal of 

European military protection and to emphasize solidarity with Europe. 

Germany is also arming itself. On March 18, 2025, the new German government under 

Chancellor Friedrich Merz (CDU), together with the SPD and the Greens, passed a 

constitutional amendment in the old Bundestag on a special fund (EUR 500 billion for 

 
 
510 See: https://commission.europa.eu/topics/defence/safer-together-path-towards-fully-prepared-union_en 
511 See: https://commission.europa.eu/about/organisation/college-commissioners/andrius-kubilius_en 
512 See: https://www.nato.int/cps/en/natohq/news_236516.htm 
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investment in infrastructure, EUR 500 billion for armaments), which relaxed the rules of the 

debt brake. 

On 19 March 2025, the European Commission published a Joint White Paper for European 

Defence Readiness 2030513, which describes the ReArm Europe framework program, which 

aims to rearm the EU to the tune of EUR 800 billion over the next four years. EUR 150 billion 

of this is to be financed by EU loans and exempt from the rules of the SGP. The remainder 

must be financed by the member states, which can amount to up to 1.5% of their GDP. 

Russia's invasion of Ukraine has also left its mark on the defense budgets of Austria, Finland 

and Sweden. Austria also increased its expenditure for defence from 0.8% of GDP in 2021 to 

1.13% in 2024514. According to data by NATO515, the defence expenditures as a share of GDP 

increased in Finland from 1.4% in 2021 to 2.4% in 2024, In Sweden from 1.4% to 2.0% (see 

also Figure 14.1 with similar data from SIPRI). The two new NATO members - in contrast to 

neutral Austria - had higher increases in defense spending because they had to meet the previous 

NATO targets of 2% of GDP. 

The above illustration shows that the EU project, as a project focused solely on peace, must 

now be transformed into a project of stronger defense and preparedness in view of military 

crises. That means, Europe is slowly waking up. Both the war in Ukraine and thus the threat 

from Russia, as well as Donald Trump's crystal-clear analysis that Europe has relied on the USA 

for its own defense since the Second World War like a free rider and has only consumed a 

“peace dividend” (rewarded by the Nobel Peace Prize), are forcing Europe to defend itself and 

thus rearm. 

 

15. Conclusions 

30 years ago, on 1 January 1995, Austria, Finland, and Sweden joined the EU. Joining the EU 

was not a one-off, shock-like experience. On the contrary, the three countries were already 

linked to the EU through several processes before. Above all, the FTAs of 1973 put an end to 

the integration policy dichotomy of the 1960s (EFTA versus EC). After separation with customs 

walls, there was unification with tariff dismantling. By mid-1977, the FTAs of 1973 had created 

a large free trade area - at least for industrial and commercial goods - between the EU and 

 
 
513 See: https://eda.europa.eu/news-and-events/news/2025/03/19/joint-white-paper-for-european-defence-

readiness-2030 
514 See: https://www.bmf.gv.at/en/services/starting_page_budget.html 
515 See: https://www.nato.int/cps/en/natohq/news_226465.htm 
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EFTA. The EEA in 1994 led to further deepening, which was completed with EU accession in 

1995. 

Austria, Finland, and Sweden share several similarities as small-open economies and have a 

comparable history of EFTA-EU integration since the Post-War II era. Of the three, Sweden is 

relatively the largest country with 10.6 million inhabitants, followed by Austria (9.2) and 

Finland (5.6). Sweden is also the largest country in terms of economic strength, measured by 

nominal GDP at PPS (492 bn), followed again by Austria (442) and Finland (239). As a result, 

Austria was recently (in 2025) the richest country with a GDP per capita of 48169 (at nominal 

PPS), followed by Sweden (46262) and Finland (42370). In all three countries growth of real 

GDP declined in the last 30 years of EU membership if compared with a quarter of a century 

ago. In the 30 years of EU membership Sweden with an average growth rate of real GDP of 

2.2% performed the best of the three EU Member States, followed by Finland (+1.8%) and 

Austria (+1.6%). A first look at the map of Europe makes it clear that Austria, which lies at the 

heart of the EU with six EU MS as neighbouring countries, should naturally benefit the most 

(primarily via trade) from EU membership and being a member of EU’s Single Market. 

Geography, on the other hand, does not play as big a role for Finland and Sweden as it does for 

Austria, because they only have themselves as direct neighbours and two other EU MS as 

indirect EU neighbours. 

This relative economic performance of the three countries contrasts with the results of the 

numerous studies examining the economic impact of their EU membership. They consistently 

identify Austria as the primary beneficiary in terms of GDP growth and overall welfare 

improvements. The ex-ante studies are not very informative because there are only a few. 

However, the ex-post EU integration studies give a clear picture about the ranking of which of 

the three countries is the winner of EU membership. Out of 22 ex-post EU integration studies 

Austria was placed in 18 cases at first place (82%). Only in three studies Austria was ranked 

second (13%) and in only one study (5%), Austria was at the third rank. In contrast, Finland 

was first in three cases (14%) of the total number of studies, in eight cases at place two (36%), 

and eleven places (50%) at place three. In Sweden, the third place dominates with eleven cases 

(50%) of all studies, in nine cases (41%) it took place two and only in two cases Sweden was 

first (9%). 

These findings primarily stem from evaluations of EU membership based on trade 

integration. Notably, Austria had already established substantial trade ties with the existing EU 

as an EFTA member, surpassing Finland, and Sweden in this regard. Austria could increase its 

intra-EU export share of 63.5% of total exports in 1994 to 68.8% in 2025. In Sweden, on the 
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other hand this share fell from 56% to 54.5%. Finland’s intra-EU export share rose only very 

slightly from 54.6% to 56.9%. The EU's extensive enlargement, commencing in 2004 with the 

accession of Eastern European countries, further boosted Austria's trade share with the EU. 

Conversely, Finland experienced a negative trade shock due to the collapse of the USSR. 

Contrasting this picture of relative gains from EU membership with the overall 

macroeconomic performance of the three countries, it becomes evident that the Scandinavian 

countries, particularly Sweden, have outperformed Austria since 1995. This could mean that 

the Scandinavian countries have benefited more from other advantages of EU membership than 

just from greater trade integration into the EU single market. And is it the other way around for 

Austria? This insight could help to explain part of the EU integration puzzle. The puzzle arises 

from the fact that although the majority of integration studies conclude that Austria has 

benefited most from EU membership, the Austrian population is much less likely than the 

Scandinavian countries to believe that EU membership is a good thing or that it benefitted from 

it. Or one could argue that the better overall economic performance of e.g. Sweden is due 

primarily to non-EU stimulating factors (better national policy) than Austria which on the other 

hand would perform even worse than it did without EU membership. 

Anyhow, this study seeks to unravel the puzzle by employing a comprehensive range of 

analytical tools and multi-indicator comparisons to evaluate the economic performance of the 

three countries after EU membership. The research reveals that relying solely on "trade-related" 

integration effects can be misleading. It is crucial to also consider non-trade factors such as 

productivity and non-economic elements to accurately assess the prosperity brought about by 

EU integration. Ultimately, countries join the EU not solely to thrive economically, but also to 

contribute to the construction of a better Europe that extends beyond mere prosperity. 
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