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Introduction 
Tracking Biden’s Plan: from Build Back Better  
to the Ukraine war 
Vicente Palacio

The first period of the Biden administration is coming to an end. The inauguration of Joe Biden 
as the 46th President on January 20, 2021, marked the start of a very turbulent political, eco-
nomic, and geopolitical cycle that will take us to the midterm elections on November 8, 2022. 
This turbulence has both domestic and international repercussions and is having a significant 
impact on the transatlantic partner, the European Union.

Our previous US Trends 2021 Report covered the first six months of the term and pinpointed a 
series of trends shaping the new political cycle that began with the arrival of the Biden admin-
istration. We can summarise those trends as follows: First, an attempt to rebuild democracy 
in the US, evolving from “America First” to “Democracy First.” Second, the emergence of a 
new consensus based on a fresh social and economic paradigm that includes a commitment 
to the middle classes in post-pandemic America. Third, the consolidation of the idea of   a far-
reaching tax reform or “tax revolution” affecting large US corporations at home, as well as a 
global minimum tax on corporate profits around the world (15%). A fourth trend was the US 
taking a feminist turn, with the growing prominence of women in political life. Fifth, a radical 
shift towards a “green” agenda: the creation of new green jobs, care for the environment, and 
a socially just energy transition. Sixth, the technological awakening of the US against China in 
the Fourth Industrial Revolution and digitisation. A final trend was America’s return to multi-
lateralism and the EU’s response through “European Strategic Autonomy”.

In contrast, our 2022 Report “Biden’s Social and Fiscal Plan: domestic and international impli-
cations and the EU response” focuses on the development of Biden’s initial plan: a plan rest-
ing on two fundamental pillars both for domestic and international policy: on the one hand, 
the defence of democracy and, on the other, a social, fiscal, and environmental deal. Over 
the course of its five chapters, the 2022 Report connects the dots with the previous period in 
various directions, while flagging significant changes and new trends. This document traces 
how the promise of a “contract” with American citizens has materialised, as well as its impli-
cations for Europe. In doing so, we have taken several elements into consideration, namely:  
1) political-democratic, 2) social, 3) fiscal, 4) energy-environmental, 5) technological-digital, 
and 6) multilateral and transatlantic elements.

Our common thread is the social, economic, and fiscal programme promoted by the Biden ad-
ministration in the period 2021 to June 2022 and its domestic and international repercussions, 
particularly in the EU. We cover its signature legislative framework, called Build Back Better 
(BBB). The period includes the first months of development of the plan until the appearance 
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of the “black swan” of the war in Ukraine in February 2022 and subsequent months. BBB was 
a plan comprising three elements (American Rescue Plan, American Jobs Plan; AJP, and the 
American Families Plan; AFP, with strong social content) that secured majority support in the 
House of Representatives. The Rescue Plan ($1.7 trillion) aside, the other two have suffered 
significant delays and amendments that have greatly diminished their initial content, owing 
to deadlocks in a Senate split between Democrats and Republicans (50-50). In the field of in-
frastructure – both physical and digital –, with the approval of the Infrastructure Investment 
and Jobs Act, signed into law on November 15, 2021, important elements of the AJP, such as 
climate change remediation or home health care reform were merged with the AFP to form 
the Build Back Better Act. However, opposition from moderate Democrat Senators Kyrsten 
Sinema of Arizona and, latterly, Joe Manchin of West Virginia saw the Build Back Better Act’s 
scope and cost significantly reduced (down to $1.75 trillion) in negotiations with President 
Biden and Democratic leaders, before being rejected by the Senate. What’s more, strong tax-
reform proposals – the idea of   a “fiscal revolution” – were at the heart of these initiatives. 
Biden intended to reverse Trump’s regressive tax reform of 2017 by imposing the “pay your 
fair share” precept on big corporations and the wealthy (making over $100 million) to finance 
the debt generated by the social and environmental plans, as well as to rebuild the American 
middle class and to meet the needs of American workers. However, these fiscal initiatives 
were incorporated into the BBB Act after a complex bargaining process and, consequently, 
remain blocked too. At the time of writing, the fiscal revolution had morphed into a tool to 
combat rising inflation (up to 8.5% in May 2022) resulting from the pandemic and the Ukraine 
war. President Biden’s “billionaire minimum income tax” announced in March 2022 as part 
of the 2023 budget, was intended to lower the deficit by making large corporations and the 
richest Americans “pay their fair share.”

In parallel to these plans, democracy in the US can be said to have shown great resilience 
over the 2021-22 period to overcome the deep crisis following the presidential elections of 
November 2020 and the assault on the Capitol on January 6, 2021. However, US democracy 
remains fraught with tension that is reflected in fierce polarisation. Like other laws with a so-
cial, economic, and fiscal content, some legislative initiatives to improve American democracy, 
such as the For the People Act, along with its sister bill, the John Lewis Voting Rights Act, have 
been blocked in the Senate. Meanwhile, the congressional bipartisan committee investigating 
the January 6 Capitol riot has little support from Republican representatives and their vot-
ers. It could be dismantled if the GOP wins a majority in the House of Representatives in the 
November elections.

In terms of US reach abroad, a central starting point of the Biden administration is the attempt 
to reconnect foreign policy with the needs of the average American worker through a “foreign 
policy for the middle class” (FPMC). This central theme has been linked to foreign policy in 
various ways: multilateral, transatlantic, and, more broadly, geopolitical (with the focus on 
China and, to a lesser extent, Putin’s Russia). In connection with the FPMC and in parallel to 
the attempts to levy new taxes on large US corporations – especially the GAFAM tech giants –, 
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on the international front Biden secured a major global agreement on the taxation of multina-
tionals at the G20 summit in Rome in November 2021, in line with OECD pillars I (profit shar-
ing) and II (minimum taxation of 15%). Yet ratification of the agreement is pending in the Sen-
ate, where Republicans could use their power of veto for tactical reasons rather than because 
of actual disagreements. In the multilateral and transatlantic arena, a central issue has been 
to reverse the actions of the Trump administration, with a “return” to the United Nations, or 
to the Paris Climate Change Agreement, among others, in close step with the allies of the EU. 
Moreover, the promotion of democracy abroad has both a transatlantic and a geopolitical 
component. Despite the efforts of President Biden and Secretary of State Anthony Blinken and 
the Summit for Democracies held on 9-10 December 2021, which was strongly supported by 
the European Commission, neither has produced significant results so far. Rather they have 
triggered a reaction from countries like China, Russia, or Turkey. From a geopolitical viewpoint, 
assertiveness on China (in the fields of trade, human rights, or management of the COVID-19 
pandemic) contrasts sharply with action that suggests a US “retreat” in certain commercial or 
military areas, begun by Obama and continued by Trump (Syria or the TPP). This is the case of 
the withdrawal of US troops (and NATO) from Afghanistan in June 2021.

This event projected an image of weakness and raised doubts among the European allies 
about US commitment. Also closely linked to the defence of the interests of American workers 
is the main thrust of its foreign action: the systemic rivalry with China – which is economic, 
commercial, and geopolitical – and US reach into the Asia-Pacific region (with new alliances 
such as AUKUS and Quad). With respect to Putin’s Russia, from the positive point of view of 
the “average American” the invasion of Ukraine that began in February 2022 could have po-
tentially beneficial effects – such as an increase in exports of arms to Ukraine and liquefied 
gas to Europe – but also a detrimental one: rampant inflation. In turn, in these two areas – 
China-Pacific and Russia – there is tension between the US and the EU because their interests, 
while they are fundamentally aligned, do not always coincide. In short, a precise definition 
of the terms of the FPMC is problematic, and therefore it requires a separate and practical 
approach for each case.

Six Trends changing America and affecting Europe

At the time of finalising this report, in June 2022, there is a widespread perception both at 
home and abroad that the Democratic administration has fallen short of meeting the ex-
pectations of large segments of American society. Indeed, rigid polarisation still dominates 
American political life, as reflected in the various polls, which give President Biden an approval 
rating in numbers below 40%. Beyond this negative or sceptical perception both inside and 
outside the US, these policies must be understood to be operating in a complex framework 
and navigating “uncharted waters”. Important trends are taking hold in the new context of 
the upcoming midterm elections of November 2022 and amid economic and geopolitical tur-
bulence caused by the war in Ukraine. Accordingly, we try to focus on the “structural” aspects 
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– which run deeper and have consequences in the medium and long term both for the US and 
Europe – rather than on circumstantial ones.

With this background framework, we can summarise the main trends arising from the Report 
and the joint reflections of the Working Group as follows:

FIRST, an initial and main trend is the persistence of social and political polarisation. Polarisation 
is the principal barrier to the reconstruction of American democracy and stands in the way of 
a bipartisan consensus on the social and economic reform that the US so desperately needs. In 
American society, the social gap and inequality, racial disputes, or cultural wars over the rights 
of homosexuals or abortion still persist. Despite the efforts of the judicial system and the police, 
antidemocratic and authoritarian tendencies attack the federal government on social networks. 
After President Biden’s first year in office, the divisions in Congress between Democrats and 
Republicans have been accentuated in the shadow of the influence of former President Don-
ald Trump. There is an institutional logjam of legislation in Congress, and not only because of 
filibustering (Democratic initiatives to eliminate this rule have so far failed), but also owing to 
disagreements among Democratic senators. Additionally, 27 States have approved laws that 
discourage voting by Latino or Black minorities. This fact accentuates a certain tendency towards 
a “disconnection” between the federal government and the states on fundamental rights. The 
tensions go all the way to the top of the state, to the Supreme Court. The conservative majority 
over the progressives remains (6 to 3) following the nomination of Judge Ketanji Brown Jackson. 
The initiative of the conservative judge Samuel Alito to overturn abortion rights (the landmark 
1973 Roe vs. Wade decision) could become an election issue for the November midterms.

A SECOND TREND is the fight against inequality through a critical tax reform aimed at the rich 
and large corporations. The US economy has experienced a remarkable increase in wealth and 
income inequality. The discussion regarding the causes and policy implications of these trends 
have shaped the political arena during the last years. After decades of declining capital income 
taxes and chronic under investment in public infrastructure, there have been renewed calls 
for ambitious public investment projects and expansion of welfare programs financed, in part, 
by tax reforms targeting corporate income and the wealthy. In one camp, critics argue that 
these types of fiscal reforms will disincentive private investment and ultimately hurt growth. 
In the other, proponents point to rising trends in inequality and suggest that these reforms 
are not detrimental to economic growth. As we are approaching a new round of negotiations 
of President Biden’s FY 2023 budget tax proposal, a progressive tax reform has become an 
ever-more critical issue for the US and Europe.

A THIRD TREND is a slowdown in the momentum for tax reform to underpin an inclusive path 
out of the crisis, both in the US and internationally. A new paradigm of international taxation 
centred on the “two-pillar system” is now being implemented worldwide after the agreement 
of the G7 and the G20, and an overhaul of the international tax system is also underway.

However, the “tax revolution” could fall well short of what is needed in the US and world-
wide. The tax reform faces serious challenges to its advancement and implementation. In the 
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US, Biden’s budget proposal for 2023 submitted in May would have to make a 4% increase 
in military spending to address the war in Ukraine compatible with the creation of a new 
20% tax on the income of the most wealthy (households with income of over $100 million). 
Whether the tax plan will survive or undergo substantial modification after negotiations with 
the Republicans remains to be seen. A stalemate can be expected until the November 2022 
midterm elections. Despite the persistence of high deficits, both in the EU and the US, the 
original impetus for tax reform risks slowing down owing to a shift in economic policy where 
the new priority is to lower inflation. This shift can be observed at both national and EU level. 
In May 2022, Under the French Presidency of the Council, the EU was still discussing the terms 
of the transposition into EU law (directive) of the global agreement reached with the OECD 
Inclusive Framework on multinationals (15% minimum tax) as part of the two-pillar reform 
of the rules on international corporate taxation agreed by the OECD/G20. International Mon-
etary Fund (IMF) and G20 meetings are also part of a complex process. In this context, the 
Ukraine war may have positive implications for the reform of the international tax system, if 
the battle against Russian oligarchs is accompanied by enhanced measures in both the EU and 
internationally to combat tax havens.

A FOURTH TREND is the US and EU’s similar – and often common – needs to fund technology 
and the digitalisation process. Despite major differences in terms of R+D, advanced technolo-
gies, and digital regulation on the two sides of the Atlantic, there is a common need to lay 
the foundations for economic recovery and the reduction of precrisis structural inequalities. 
Technological transformation has become the compass and backbone of the proposed road-
maps. The general inclination on both sides of the Atlantic is to seek a more sustainable and 
socially inclusive model, which in turn takes advantage of the benefits for progress offered 
by digitalisation while mitigating its potential risks. This approach includes a new social con-
tract for the digital age and appropriate methods of funding. On the economic front, these 
premises underpin the Build Back Better plan in the US or the Next Generation Funds in the 
EU. In the technological policy arena, the readiness for adaptation can be found in proposals 
such as the Bill of Rights for Artificial Intelligence in the US or the European Digital Services 
Act package, among other regulatory proposals. There is a clear shift towards expansionary 
fiscal policies and regulatory aspirations for the digital era, but they require new approaches 
to planning, engagement, and collaboration if they are to materialise.

A FIFTH TREND is the continuation of a radical “green” shift during the Biden administration 
compared to the previous period. The US Green New Deal and the European Green Deal 
reflect a new transformative policy approach that acknowledges the interconnection among 
economic, social, and environmental objectives and challenges more traditional, supply-side 
industrial and innovation policy based on the search for technology-driven solutions. Part-
nerships between governments and industry should be forged to manage the sustainability 
transition in a just, people-centered manner by involving the final beneficiaries like citizens, 
SMEs, corporations, or NGOs. In this respect, the US and Europe are geopolitically positioned 
to assume global climate leadership. In the light of the Ukraine war, the US and EU should 
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speed up their green transitions and become less dependent on energy imports of oil and gas 
to be more resilient. Energy has a central place on the new geopolitical stage, but it also poses 
new difficulties for achieving the energy transition both in the US and Europe.

Finally, the SIXTH TREND is a slight twist in US foreign policy from the pre-eminence of the 
social and fiscal agenda to an increasing militarisation of foreign outreach. The commitment 
to the middle class in post-pandemic America has not disappeared from Biden’s foreign policy 
agenda insofar as international tax reform responds to the need for new resources. However, 
the outbreak of the war in Ukraine and, to a certain extent, a proxy war with China, necessarily 
leads to a change of agenda and priorities. The fiscal agenda appears to more subordinated 
to the new macroeconomic and geopolitical conditions associated with the Ukraine war. The 
implications of the war will also bring the language of democracy promotion and coercive 
measures such as economic sanctions to the fore. As a result, the FPMC will possibly gain new 
momentum or take a new direction. Domestically, the war in Ukraine could enforce the imple-
mentation of the tax reform – by making large corporations and the wealthiest Americans 
pay more taxes – and vice versa. Biden’s announcement of a 4% increase in military spending 
to address the war in Ukraine and the revitalisation of the military industry by the Pentagon 
are features of the new domestic-foreign equation. Whether or not a lengthy war would ul-
timately benefit the US economy and American workers is another matter. It is still too early 
to know what consequences any complications in the war might have, but it could lead to a 
more interventionist policy and trigger important shifts in the US foreign agenda.
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1. Targeting Corporate Income and the Wealthy:  
The Case for a Fiscal Reform in the US
Ignacio González 

1.1. Introduction

Over the last decades, the US economy has experienced a remarkable increase in wealth and 
income inequality. The discussion regarding the causes and policy implications of these trends 
have shaped the political arena during the last years. After decades of declining capital income 
taxes and chronic under investment in public infrastructure, there have been renewed calls for 
ambitious public investment projects and expansion of welfare programs financed, in part, by 
tax reforms targeting corporate income and the wealthy. In one camp, critics argue that these 
types of fiscal reforms will disincentive private investment and ultimately hurt growth. In the 
other, proponents point to rising trends in inequality and suggest that these reforms are not 
detrimental to economic growth. 

An important aspect of this debate has been the relative role that technology and capital 
deepening have played in driving inequality, compared to explanations that emphasise insti-
tutional factors, like changes in market structure or taxes. While improvements in technology, 
often attributed to advances in computerisation and digitization, might have increased in-
equality by inducing firms to shift away from labor to more capital-intensive production, they 
are considered growth-enhancing advancements that ultimately would benefit the whole 
economy by appropriate redistribution mechanisms. 

Technology improvement is not the only remarkable change with distributional consequences 
that the US, as a developed economy, has experienced during the last decades. A wide range 
of measures, including price-cost markups and market concentration, indicate a pervasive rise 
in market power that to some extent has been idiosyncratic to the US. There is an increasing 
consensus among economists that the rise of market power explains a number of secular 
trends that have characterized the US economy: the slowdown of productivity growth, the 
decoupling between wages and productivity, the rise of stock market valuations and the fall 
in business dynamism, among others.

In contrast to the technology-based narrative, changes in market structure would have been 
detrimental to investment and economic growth. This redirects the discussion towards poli-
cies that counter market power, like antitrust regulation, as they would be effective at curving 
inequality and stimulating growth simultaneously. An analysis of the recent antitrust debates 
in the US goes beyond the scope of this article. Instead, I will argue that a tax reform, aiming at 
increasing corporate and capital income taxes after decades of regressive tax changes, should 
be complementary to antitrust regulation in limiting and regulating the behaviour of large 
corporations and the wealthy. In doing that, I will comment on the sources of confusion and 
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debate between US policymakers today, as they are approaching a new round of negotiations 
of President Biden’s tax proposal. I will argue that an ambitious progressive tax reform does 
not need to be detrimental to economic growth.

1.2. Trends of Income and Wealth Inequality

1.2.1. Wealth Inequality

The distribution of wealth in most countries is extremely uneven, much more than the dis-
tribution of income. Recent work has shown that the distribution of wealth has significantly 
changed over time. Most notably, wealth inequality has substantially increased in Anglo-Saxon 
economies during the last decades. The US is a striking case. Zucman and Saez (2016) estimate 
that the share of wealth owned by the top 1% households has substantially grown since the late 
1970s and reached 42% in the early 2010s. Most of this increase was driven by the top 0.1%, 
whose wealth share grew from 7% in the late 1970s to 22% in the early 2010s, approximately. 

If we look at different forms of wealth, we see a large revaluation of equity wealth since the 
1980s. As a result, the top 1% has experienced an exuberant increase in absolute wealth 
holdings (see figure 1). This is because the distribution of stock market wealth is extremely 
concentrated at the top. Meanwhile, the bottom 90% has barely experienced any direct gain 
from the change in stock market values; only indirectly, through the revaluation of retirement 
accounts in pension funds that are typically held by US upper-income households.

Figure 1: Equity Wealth. Source: FED Distributional Financial Accounts
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US wealth inequality indicators would have been worse without the rise of capital gains in 
housing that characterizes the same period. Figure 2 shows this phenomenon. The wealth 
groups 90 − 99% and 50 − 90% have experienced a substantial increase in absolute wealth 
due to the rise of housing prices. Most of the households belonging to this group are home 
owners and therefore they benefited directly from such rise. Whether these capital gains are 
economically meaningful for the households that only own one house is a question often de-
bated among economists. Ultimately, these households would be indifferent about a change 
in home prices if this change does not affect the flow of housing services that they receive 
from homeownership. However, figure 2 reflects another striking reality: the bottom 50% 
has not benefited from this revaluation since most of this group is excluded from the housing 
market or own houses in areas that are economically depressed.

Figure 2: Housing Wealth. Source: FED Distributional Financial Accounts

The evidence of rising wealth inequality is even more dramatic when is analysed through lens 
of racial inequality. Figure 3 shows the evolution of total wealth (assets - liabilities) for different 
racial groups. It pictures a reality where the bulk of private wealth in the US is held by white 
population. Most of the Black and Hispanic population have not benefited from the revalua-
tion experienced in equity or housing markets. Furthermore, the saving rate of this population 
is lower compared to the saving rate of white people due to their lower average incomes. As a 
result, wealth inequality, when measured in absolute terms, has increased dramatically between 
racial groups. This adds a crucial dimension that needs to be considered in the tax policy debate. 
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Figure 3: Net Worth by race. Source: FED Distributional Financial Accounts

1.2.2. Income Inequality

In the last 40 years, inequality in income has also increased substantially in the US. As shown 
in figure 4, the share of household (pre-tax) income accruing to the top 1% was slightly above 
10% in the 1970s, but now is close to 20%. The income share of the bottom 50% has followed 
the opposite trajectory, falling from 20% to 13.5%, approximately. This reversal in the income 
shares has occurred because incomes at the top have grown at a much higher rate than in-
comes at the bottom after 1980. 

This is visible in figure 5, which shows the average growth rate for each income percentile dur-
ing two periods: 1946-1980 and 1980-2018. During the first period, income grew approximately 
at 2% per year for all income groups, except for the very top. In some sense, this data reflects 
that during the post-war period all the country was moving together: the benefits of economic 
growth were shared evenly across the income distribution (Piketty, Saez, and Zucman 2018).

The picture changes dramatically when one looks at the period 1980-2018. The average an-
nual growth (in per adult income) fell to 1.4%, reflecting a weaker economic performance rela-
tive to the previous period. In addition, this average hides a very asymmetric pattern along the 
income distribution. Whereas the top incomes experienced an extraordinary growth, pre-tax 
income of the bottom 50% grew only at 0.2% per year. According to Saez and Zucman (2020), 
when we exclude those who receive Social Security and other retirement benefits (aged 65 
or more), we see that the average pre-tax income of the bottom 50% slightly declined during 
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this period. Hence, this second period was characterized by a strong decoupling between the 
income of the top and the income of the bottom.

Figure 4: Income Inequality in USA. Source: WID database

Figure 5: Income growth in USA by income group. Source: Saez and Zucman (2020)
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1.3. Narratives on Rising Inequality

Broadly speaking, we can identify two group of views on the causes of rising inequality in the 
economics literature. These views are not necessarily substitutes but they have shaped differ-
ent political narratives in the policy discussion with important consequences for the design of 
taxes. In what follows, I will argue that the first narrative has progressively been replaced by 
the second, at least within the policy-making sphere of the Democratic Party, and such move-
ment is also changing the discussion about taxes. 

The first group of views refers to all those that conform a narrative where technology plays 
the fundamental role in explaining recent inequality trends. There are different views within 
this group but they share a common a thread: technology enhancement might have adverse 
distributional effects but is generally desirable as it also contributes to more economic growth. 
From a normative perspective, inequality is a natural consequence of the adjustment of the 
economy to the emergence of new technologies. Inequality can be ameliorated with some 
redistribution policies but ultimately – the underlying logic follows – the long-run response 
must consist of adapting the education and skills of the workforce to the demands of capital 
and the new technologies.

There are a different economic theories that fuel this narrative. Perhaps the most popular is 
the so called “skill-biased technical change” (SBTC) hypothesis, according to which last de-
cades are characterized by a shift in production technology that have favoured skilled labour 
(i.e. more educated or more experienced workers) over unskilled labour by increasing its rela-
tive productivity and, therefore, its relative demand. The consequence would be an increase 
in the dispersion of labor productivity and wages, hence contributing to the change in the 
shares of income of different income groups, just as suggested by figure 4. Although the the-
ory offers a coherent and intuitive explanation for inequality, it also presents some problems 
of timing and magnitude, and the academic consensus today is that the SBTC hypothesis and 
its variants fall short as a single explanation for the evolution of US wage inequality. 

y, there has emerged a theory which is pretty much complementary to SBTC but also brings 
capital into the equation. I refer here to the automation hypothesis or, more generally, to the 
theory according to which capital has benefited from technological change at the expense 
of labor by using technologies that are progressively replacing workers by capital machinery. 
Labor demand and therefore wages suffer from the introduction of new forms of capital that 
are no longer complementary to workers, as it used to be in the past. The outcome is a decline 
in the labor share and an increase in the capital share. As capital is concentrated at the top, 
this would also cause an increase in the dispersion of earnings.

There is some basis in the data that is consistent with this hypothesis, namely, the secular de-
cline in the relative price of capital goods (Karabarbounis and Neiman, 2014). Firms today can 
purchase capital goods at a much cheaper price than in the past, so they can replace workers 
by capital more easily. Again, however, the consensus is that this hypothesis and its variants 
fall short as a single explanation for the evolution of US wage share and the increase in capi-
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tal returns. The question of how much substitutable production factors are (labor vs capital) 
is hotly debated within the literature. But most economists believe that technology and the 
new forms of capital are, on aggregate, complementary to labor. Even though some workers 
would suffer from introduction of new machinery, this phenomenon would not be capable of 
explaining the large increase in income and wealth inequality by itself.

The problem, as with SBTC, is that this view helped conform a narrative that many have ad-
opted as a mono-causal explanation for inequality. In terms of policy prescription, this narra-
tive agrees that capital taxes should not prevent the adoption on new technologies and should 
not disincentive investment in new forms of capital, as such policy would be detrimental to 
growth. The response must come from the supply side of labor: help workers catch up in skills 
and, meanwhile, use redistribution mechanisms funded with non-distortionary taxation.

The competing narrative to technology-based explanations emphasises changes in institutions 
during the last decades. Even though one can easily accept that technology is not neutral from 
a distributional point of view, the roots of the extreme inequality that we observe today are 
to be found somewhere else.

Among the institutions-based views, one that has received a lot of empirical support is the rise 
of economy-wide market power (De Loecker, Eeckhout, and Unger, 2020). This literature docu-
ments an increase in aggregate markups and average profitability since 1980, mainly driven by 
the upper percentiles of the markup distribution. In plain words, some few large corporations 
have gained enormous market power, implying a reallocation of economic activity towards a 
few players and industries. This hypothesis seems to be more consistent with the data than 
the technology-based narrative.

First, and leaving aside the decline of the labor share, which is also consistent with the rise 
of market power, this theory would be able to explain the decoupling between the normal 
return to capital and the returns derived from “pure profits” or, simply, super-normal returns 
(Farhi and Gourio, 2018). Super-normal or excess returns are payoffs to investment that are 
greater than the typical market rate of return (i.e. interest rate) because they come from the 
exercise of specific market power. Since the ownership of these monopoly firms is highly con-
centrated, the increase in super-normal returns, materialised in generous payouts to share-
holders, would explain the increase of earnings at the very top of the income distribution. 
Furthermore, the capitalisation of expected market power rents would explain the huge re-
valuation of equity wealth driven by the stock market value of a few corporations. As shown 
in the previous section, this revaluation has mostly benefited the top 1% of equity wealth 
percentiles (Brun, Gonzalez, and Montecino, 2022).

An increase in markups also implies a decrease in aggregate output. Lower output implies 
lower demand for labor, which manifests in lower labor force participation and lower wages. 
This is consistent with the stagnation of incomes of the bottom 50%, for which wages are 
the only source of income (De Loecker, Eeckhout, and Unger, 2020). Strong unions would 
have favoured the redistribution of market power rents within firms and industries towards 
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workers. But the decline of union power during this period –another institutional change–, 
documented by Stansbury and Summers (2020) and others, impeded such market redistribu-
tion. Instead, the data suggests that market power rents have gone to capital owners and, to 
a lesser extent, to corporate executives and other managerial positions. In section 5 we argue 
that, if this hypothesis is true, the role of capital income taxes changes completely, opening 
the way towards a progressive fiscal reform that targets corporate income and the wealthy 
without hurting growth

1.4. Fiscal Policy during the Last Decades

In the standard textbook model, capital income taxes reduce investment incentives by lower-
ing after-tax returns to investment. Depending on how much adjustment falls on quantities 
(investment) or prices (returns), the tax burden will fall more on labor or capital, respectively. 
For some decades, economists, influenced by the development of the literature on “optimal 
taxation”, have believed that capital income taxes were mostly detrimental to investment 
and labor, while the return on capital was nonetheless unaffected. This result came from the 
assumed sensitivity that economists attributed to the supply of capitalists’ savings, a feature 
supposedly exacerbated by the increasing capital mobility that has characterized the last de-
cades of financial globalization. Hence, according to this view, capital should be taxed as low 
as possible, at least from the perspective of economic theory.

When brought to actual policy debates, this theoretical result was often taken at face value 
to argue that the corporate income tax and other capital income taxes, like dividend or capi-

Figure 6: US Corporate tax (% total revenue). Source: Office of Managament and Budget
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tal gains taxes, have substantial negative effects on investment and employment and, there-
fore, they should be reduced as much as possible. However, the evidence that capital income 
taxation has such significant and negative economic costs is far from conclusive. Rather, we 
observe that periods of high capital taxes – from the 1950s to 1980s – were also periods 
where investment and output growth were historically high (Saez and Zucman, 2019). The 
2017 Tax Cuts and Jobs Act (TCJA) is instructive in this regard. On December 22, 2017, Presi-
dent Trump signed the largest tax cut since the Economic Recovery Tax Act of 1981 and 
the only structural change to U.S. corporate tax law since the Tax Reform Act of 1986. The 
proponents of the reform argued that the Act would spur economic growth and corporate 
investment. While the reform lowered the statutory corporate tax rate from 35% to 21% 
and narrowed the tax base with several temporary provisions, it had no discernible effects 
on business investment. It just led to an increase of payments to shareholders and a boost 
of asset prices, as illustrated by Kalcheva et al. (2020) and theorized by Brun, Gonzalez, and  
Montecino (2022).

Despite mixed empirical support, the theoretical underpinnings of the textbook model have 
always had a profound influence over policy debates and actual policy reforms. For example, 
corporate taxes as a share of total revenue have steadily decreased during the post-war era. 
In 2019, the US government collected 6.6% of its total tax revenue from corporate income 
taxes (see figure 6). When measured in terms of GDP, this figure represented 1.1%, one of 
the lowest percentages since the 1940s and similar to the values registered during the 1982 
and 2009 recessions. In fact, the sharp cut in the corporate tax in 2018 lowered corporate tax 
revenues from an already low historical average of 1.7% between 1981 and 2017. This has 
caused the US to be one of economies with the lowest corporate tax collection in the OECD 
(see figure 7), despite the profitability and strength of the US corporate sector.

Figure 7: Corporate tax across developed economies. Source: OECD
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In addition, the period after 1980 has also been characterized by low effective taxes on divi-
dends and capital gains, all of which have contributed to declining capital income taxes (Brun 
and Gonzalez, 2017). Figure 8 makes visible the sharp reduction in dividend taxation due to 
the increase of tax-exempt accounts and the reduction of statutory tax on dividends after 
Reagan’s and Bush’s tax cuts, respectively.

Figure 8: US effective tax rate on dividends and capital gains. Source: Brun and Gonzalez (2017)

Just like the postwar period was characterised by high capital income taxes and high invest-
ment, the decline of capital income taxation after the 1980s has not fueled more economic 
growth and investment, contradicting again the predictions made by standard economic 
theory. Instead of financing productive projects, the excess of saving by the rich seems to 
have been associated with dissaving by the non-rich and the government, that is to say, more 
household and government debt (Mian, Straub, and Sufi 2021).

Although the decline of capital taxation barely delivered any growth, it did have the straight-
forward consequence of collapsing US tax progressivity, just when combating inequality was 
more needed. At the bottom of the distribution, households have been paying an increasing 
amount of taxes and health costs out of their stagnant incomes, making the accumulation of 
savings an impossible goal. At the top of the distribution, the process has been the opposite: 
the top 1% has benefited from declining capital income taxes, as they are the recipients of 
most capital returns, just when their income (and wealth) has been booming.

Figure 9 from Saez and Zucman (2019) is illustrative. For the year 2018, we see that the overall 
tax rate (as % of total pre-tax income) is relatively constant across the income distribution. 
At the bottom, households devote 24-25% of their pre-tax income to pay payroll taxes (So-
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cial security and medicare contributions) and consumption taxes. The composition of taxes 
changes along the income distribution, with individual income and corporate taxes gaining 
more weight in the upper percentiles. However, the amount of taxes (as % of pre-tax income) 
remains relatively stable and does not go beyond 35% for any income group. Strikingly, the 
top 400 of US households pay an overall tax rate that is basically the same tax rate paid by 
the bottom 10%. Thus, the figure describes a tax system that displays null progressivity. When 
health insurance costs are taken into account, the US tax system emerges as a strikingly re-
gressive system, with the bottom 50% devoting relatively more resources to the sum of taxes 
and health costs than the top 10%.1

Figure 9: Taxed paid by income group. Source: Saez and Zucman (2019)

1.5. The Case for a Progressive Fiscal Reform that targets Corporate 
Income and the Wealthy

I previous sections I have described three phenomena that have characterised the period 
1980-present: i) income and wealth inequality have increased substantially, ii) capital income 
taxes, and corporate taxes in particular, have decreased, making the US tax system more re-
gressive, and iii) capital owners and the wealthy have benefited from the increase in market 
power rents and the consequent re-valuation of equity wealth. 

These three phenomena are closely interconnected: economy-wide market power causes 
inequality, which in turn is exacerbated by a tax system that does not redistribute enough. 
However, the interconnection of these three phenomena goes beyond this causal narrative. 

1  Saez and Zucman righly consider health costs as a “private poll tax”, as it represents a similar per capita ex-
penditure on every adult
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Capital income taxes, when properly designed, can do much more than simply redistributing 
market income. They can also limit and discipline the market power of the largest corporations 
while helping achieve a less unequal economy. How is that?

First, note that the logic behind the secular decline in capital income taxes described in sec-
tion 4 was based on the wrong believe that these taxes only tax the normal return to capital. 
Under such assumption, capital income taxes should be as low as possible in order to promote 
investment in productive capital stock. This view is still held by many policy makers in Wash-
ington DC despite being clearly incomplete. Today, we know that an increasing share of the 
so-called capital returns are not, strictly speaking, normal returns to capital, but super-normal 
or excess returns derived from the exercise of market power (Power and Frerick, 2016). This 
fact changes completely the effects of capital income taxes and should ask the policy maker 
to reconsider his view on recent debates, namely those related to the corporate income tax. 

In my view, this is what is partially happening in the current taxation debate in the US. There 
is an increasing consensus among the economists that are close to the current Administration 
according to which corporate taxes are not as distortionary as people thought they were. If 
supernormal or excess profits are becoming prevalent in the tax base of corporations, then 
corporate taxation can be increased without anticipating much negative impact on the normal 
after-tax return. A similar logic can be applied to personal income taxes on capital, like divi-
dend taxes and capital gains taxes. Consequently, these taxes are expected to have a smaller 
effect, if any, on corporate investment. That would help understand why the TCJA reform in 
2017 barely had any positive effect on investment. Not surprisingly, the proposal of President 
Biden is to raise the corporate tax rate from its current level 21% to 28%. 

Progressive legal scholars and some economists like Joseph Stiglitz have gone further. In their 
view, the corporate tax can be designed in a way that results in zero detrimental impact on 
corporate investment and employment. By letting corporations deduct all their current invest-
ment costs from the tax base (i.e. full capital expensing), the normal return to capital would 
be left completely untaxed, and all the burden would fall on pure profits. That would make 
the corporate tax a highly progressive policy instrument with null distortionary effects. Cronin 
et al. (2013) argue that the current design of the corporate tax is not that different from such 
configuration. Consequently, if the current tax is mostly a tax on pure profits, there is more 
space to raise the corporate tax without fearing harmful effects on the economy.

1.6. From Theory to Practice: From Theory to Practice: Tax measures  
in the current Budget Proposal

Given how the Senate negotiation of the BBB plan ended in 2022, it is still early to anticipate 
the approval of the current version of FY 2023 budget proposal. However, the bill proposes 
several tax increases to high-income individuals and corporations that are aligned with the view 
I have held in this article. Therefore, I believe they are important and worthy of consideration. 
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The largest proposed tax hike is an increase in the corporate tax rate from 21% to 28%, which 
the administration estimates would raise 1.3 trillion over 10 years. This proposal was intro-
duced in Biden’s tax plan last year, the ``Made in America Tax Plan’’, following the belief that 
the TCJA reform in 2017 went too far in reducing the corporate tax. For the reasons I consider 
in section 5, there is not much basis to believe that this hike will have a negative effect on the 
economy but, certainly, it will help to recover some of the progressivity lost in the last decades. 

Another proposal is to treat long-term capital gains and dividends received by very high-
income individuals like ordinary income, taxing them at 39.6%. This measure would partially 
revert the declining trend of dividend and capital gains tax collections, helping curving in-
equality at the top and serving a similar purpose to the corporate tax hike. 

Finally, there are two novel measures regarding the taxation of capital gains. First, the admin-
istration proposes to close the controversial stepped-up basis loophole by taxing unrealised 
capital gains at death. For years, this provision has allowed the very wealthy dynasties to 
escape capital gains taxation by letting their heirs inherit appreciated assets without any tax 
liability derived from such appreciation. Second, the administration also proposes a minimum 
tax of 20% on taxable income, inclusive of unrealised capital gains, for taxpayers with a very 
high net worth (in excess of 100 million). The idea is to target the very wealthy individuals that 
do not need to realize their capital gains and, by that, manage to have a minimal tax liability. 
Both measures target wealth inequality at a time when equity valuations are extremely high.

Conclusion

There are three important trends that have characterised the US economy during the last four 
decades: wealth and income inequality have increased, the tax system has become more re-
gressive, and market power rents have increased substantially. There are many reasons, some 
deeply political, that might explain why the tax system has become more regressive in the last 
years. The belief that most of the economy operates with competitive markets help reached 
the wrong consensus among economists that capital income taxes had to be relatively low. In 
my view, considering the new evidence available on the extent of market power, and putting 
distributional and efficiency considerations together, there is ample space to raise corporate 
tax collections as well as the effective tax rates on capital gains and dividends. The recent FY 
2023 budget proposal is a first step in such direction.
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2. Shaping a strengthened US-EU digital economy 
governance for uncertain times
Raquel Carretero Juárez

2.1. Executive summary

Where we are heading politically, socially, and economically is one of the most relevant ques-
tions in an extraordinary period marked by the consequences of a global pandemic and the re-
surgence of military conflicts on the European continent. Despite their particularities, the United 
States (US) and the European Union (EU) are moving along similar ─and often common─ paths. 

The shared inclination on both sides of the Atlantic seeks to lay the foundations for socio-eco-
nomic recovery, reduce existing structural inequalities and mitigate the negative effects gener-
ated by global tensions. A model that also takes advantage of the benefits for progress offered 
by digitalization, while considering its potential risks. These premises underlie the Build Back 
Better plan in the US or the Next Generation Funds in the EU. Efforts to move these projects 
forward are Herculean but incomplete and the road ahead is fraught with uncertainties. 

In the short term, the sluggish implementation of international agreements on fair taxation for 
the digital economy, coupled with the economic slowdown caused by the Russian-Ukrainian 
war, may determine the success of both plans. In the medium run, the popularization of new 
value exchange technologies has also revealed the need to develop global standards that pro-
mote transparency, prevent tax evasion, and contribute to an efficient digital tax ecosystem. 
Looking to the future, the emergence of virtual spaces of interaction, such as the metaverse, 
begins to lay the ground for speculative tax fiction of a new unexplored dimension straddling 
the physical and digital worlds.

Old formulas no longer work at this crucial moment. Collaboration is needed to build a new 
political and economic governance for the digital age and to devise the appropriate means to 
finance it. The outcome must necessarily consider the megatrends that define our intercon-
nected society. This includes changes in the nature of geopolitical power, the peculiarities 
of the economy of intangibles and the paradoxical appetite for specific greater international 
cooperation in a fragmented world order.

2.2. Fiscal policy in the US and EU at a turning point in global geopolitics 

2.2.1.  Digitalization as a catalyst for a more inclusive and sustainable economy

The “Roaring Twenties” of the 2000s did not begin as expected. A global pandemic caused by 
Covid-19 had terrible health consequences and wreaked major havoc on the economy and 
society worldwide. To foster economic recovery and address the inequalities that the global 
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health emergency has exacerbated, States have taken a decisive direction supporting new 
fiscal policies on both sides of the Atlantic. 

Initiatives such as the Build Back Better in the US or the Next Generation Funds in the EU 
have been designed to mitigate the impact of the hiatus of the pandemic and address some 
endemic problems that had been dragging on for much longer. Through these strategic plans, 
both regions seek to invest in themselves to remain competitive today and in the future in-
ternally and externally.

In the United States, “bidenomics” has been recognized as revolutionary, due to its strong 
social and fiscal focus. While the intentions of the initiative are outstanding, the constant 
blockage in the Senate is diluting the expectations of “rebuilding the middle class” that the 
proposal promised and is significantly reducing the volume of investment expected. In the 
EU, there is a return to a greater role for the state and expansionary social budgets. The EU 
Next Generation Plan is “the largest stimulus package ever financed” with an investment of 
€806.9 billion. It is designed to be operational between 2021 and 2023 and will be linked to 
the 2021-2027 regular budget of the EU Multiannual Financial Framework (MFF). 

Digitalization is playing a key role in the recovery plans. In the European Union, the Next Gen-
eration EU program includes the digital transformation associated with the green transition as 
one of its three fundamental pillars, together with economic recovery and the strengthening of 
the healthcare system. The European Commission has identified some crucial areas for digita-
lization, including connectivity infrastructures, digital skills and workforce, advanced technolo-
gies ─such as artificial intelligence─ and the digitalization of public administrations and SMEs. 

In the case of the United States, $65 billion were resolved to help close the digital divide 
by expanding Internet access through investment in broadband, as part of its Infrastructure 
Investment and Jobs Act. Internet access has become an important predictor of job oppor-
tunities. For instance, a 10% increase in broadband access during 2014 in the US would have 
translated into more than 875,000 additional jobs and 186,000 more economic output in 
2019, according to Deloitte calculations. 

The focus on digital approaches assumes that the benefits of digitalization are not being 
shared equally. This imbalance has accelerated markedly with the irruption of digital services 
and their rapid adoption in an era marked by “remote everything.” The digital divide ─which 
encompasses aspects such as Internet access, digital skills and the coherent relationship be-
tween workforce training and job demand─ reinforces the need to write a new social contract 
for the digital society. 

The digital transformation is generating new dynamics in the labor market that affect the 
production and distribution of income. It is estimated that automation and the new model 
of work sharing between people and machines will impact 85 million jobs worldwide in large 
and medium-sized companies by 2025. Automation presents two main effects: it can rise pro-
ductivity, but it can also negatively impact job demand and pressure on wages for low-skilled 
workers, increasing inequality. 

https://www.whitehouse.gov/build-back-better/
https://ec.europa.eu/info/strategy/recovery-plan-europe_en
https://aspeninstitute.es/bidenomics-evolution-or-revolution-2/
https://elpais.com/economia/negocios/2021-11-14/la-guerra-economica-del-siglo-xxi-empresas-frente-a-estados.html
https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027_en
https://www.congress.gov/bill/117th-congress/house-bill/3684/text
https://www.congress.gov/bill/117th-congress/house-bill/3684/text
https://www.stlouisfed.org/open-vault/2018/november/impact-of-digital-divide
https://www2.deloitte.com/us/en/pages/about-deloitte/articles/press-releases/quantifying-the-economic-impact-of-closing-the-digital-divide.html
https://www3.weforum.org/docs/WEF_Future_of_Jobs_2020.pdf
https://www.imf.org/en/Publications/WP/Issues/2021/07/16/For-the-Benefit-of-All-Fiscal-Policies-and-Equity-Efficiency-Trade-offs-in-the-Age-of-462133
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Global Internet traffic in 2022 will exceed all traffic recorded up to 2016, and by 2030 there 
will be some 500 billion connected devices. Solving the digital divide should be the priority to 
achieve a more inclusive, sustainable, and productive society and economies. Inaction could 
mean that these gaps will continue to widen in the coming years considering predictions on 
technology adoption.

Together with digitalization, the green transition is a necessary lever of change for the prog-
ress of humanity and a strategic element in the new world order. In this sense, “digital tech-
nologies are and must remain a positive force for climate action” as Thierry Breton, European 
Commissioner for the Internal Market, explains. 

2.2.2. The digital and intangible economy in a challenging world order

One of the reasons holding back a more resounding success of plans such as Build Back Better 
or the Next Generation EU is related to their actual funding possibilities. More specifically, 
connected to changes in the dynamics of the international order and the nature of geopoliti-
cal power.

A new international order paradoxically characterized by interdependence and, at the same 
time, by the desire for autarky is manifesting itself strongly in 2022. The return of war to the 
European continent has reinforced the era of strategic alliances already being woven in previ-
ous years between likeminded territories. But it has also widened the distance between blocs 
in an unprecedented return to geopolitical realism. The conflict has further evidenced the in-
terconnection of the globalized digital economy that allows the use of financial and corporate 
influence as an instrument of factual power. 

The impact of decisions and sanctions taken against Russia inevitably has direct negative ef-
fects on the economy. These include lowered EU growth forecasts, worsening inflation rates 
in the United States, constantly fluctuating oil and gas prices, or threats of disruptions in 
international supply chains, to name a few. Such consequences may slow down the recovery 
process and diminish interest in the implementation of the agreed plans, conditioning their 
implementation.

The nature of current geopolitical power is also key to considering risks and opportunities. 
The elements that have traditionally defined the capacity of States (population, territory, GDP, 
sovereignty) are no longer sufficient to dominate in the digital world. The number of non-state 
actors participating in international society has increased, as has their capacity to act. 

In this sense, the number of monthly active users worldwide of the largest multinational tech-
nology company in terms of registered users (3.6 billion) is more than twice the number of 
inhabitants of China (1.4 billion), the most populous country in the world. A similar scenario 
applies to economic muscle. The comparison between Gross Domestic Product (GDP) and 
net income sheds some light on the economic power of some transnational non-state actors, 
although they are not perfectly equivalent terms and figures for analysis. The most profitable 

https://unctad.org/system/files/official-document/der2021_en.pdf
https://www.cisco.com/c/en/us/products/collateral/se/internet-of-things/at-a-glance-c45-731471.pdf
https://ec.europa.eu/commission/commissioners/2019-2024/breton/announcements/digital-technology-positive-force-climate-action_en
https://www.imf.org/en/News/Articles/2022/03/05/pr2261-imf-staff-statement-on-the-economic-impact-of-war-in-ukraine
https://www.imf.org/en/News/Articles/2022/03/05/pr2261-imf-staff-statement-on-the-economic-impact-of-war-in-ukraine
https://ec.europa.eu/commission/presscorner/detail/en/speech_22_1509
https://edition.cnn.com/2022/03/04/perspectives/russia-ukraine-us-economy-oil-inflation/index.html
https://www.epc.eu/en/Publications/Europe-in-transition-in-a-world-in-transition~432d44
https://www.jus.uio.no/english/services/library/treaties/01/1-02/rights-duties-states.xml
https://www.statista.com/chart/2183/facebooks-mobile-users/
https://www.statista.com/chart/2183/facebooks-mobile-users/
https://fortune.com/fortune500/2021/search/?f500_profits=desc&profitable=true
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company in the world in 2020 recorded $57.41 billion in annual net income, exceeding the 
GDP of at least seven European Union countries for the same year2.

In terms of territoriality, one of the most significant attributes of the most valuable companies 
worldwide is ubiquity. The increase in global connectivity has favored the growth of online 
transactions, the potential reach of a greater number of users, as well as the scale of economic 
activities.

This pattern is part of what is known as the intangible economy, which combines non-mone-
tary assets without physical or financial substance, such as intellectual property, software or 
know-how. Besides, the ability of these organizations to collect large amounts of data from 
the different agents that make up the Internet value chain to design and offer new products 
and services at a distance is noteworthy. 

These assets ─which cannot be seen, touched, or felt─ are driving a major economic trans-
formation and have some common features: they are more scalable, their marginal costs are 
lower, and they can generate significant synergies. In short, they allow some multinationals 
to grow to colossal dimensions, generating great market concentration where only a small 
number of dominant players can compete and favor the “winner-takes-all” paradigm. The 
trend is steadily gaining ground and, in the last two decades, the proportion of investment in 
intangible assets has increased by 29%, with the top growers being the companies that are 
betting most on this type of asset in all sectors. 

The shift from a tangible to an intangible economy has important consequences, from changes 
in the functions of our institutions to the rise of inequality. Haskel and Westlake3 highlight three 
types of inequality associated with this transformation: income, wealth, and esteem inequality. 
Income inequality arises from the difference between the very high rewards in profits earned 
by the winners of the economy of intangibles versus the rest of society. Wealth imbalance is 
based on the ease of avoiding high taxation despite the profits generated. Finally, inequality 
of esteem refers to the preference for those with certain successful capabilities for this type of 
economic exchange, a predilection that can exacerbate existing political and social tensions. 

2.3. Renewing the transatlantic political and economic governance  
for the digital era

In this context, States alone cannot meet the challenges of the recovery and reconstruc-
tion in a tense and uncertain geopolitical framework. To ensure a more equitable, inclu-
sive and sustainable future, it is crucial to rely on a participatory model in which the dif-

2  These seven EU countries are: Croatia ($56.17 B), Lithuania ($55,84 B), Slovenia ($53,55 B), Latvia ($33.48 B), 
Estonia ($30.63 B), Cyprus ($23.79 B) and Malta ($14.4 B).
Data extracted from the comparison of the annual net profits of the world’s largest companies from Fortune 500 
list and GDP prices provided by the International Monetary Fund for 2020. 
3  Haskel, J., & Westlake, S. (2018). Capitalism without Capital: The Rise of the Intangible Economy. Princeton 
University Press. 

https://www.statista.com/chart/2183/facebooks-mobile-users/
https://www.ecb.europa.eu/pub/economic-bulletin/focus/2018/html/ecb.ebbox201807_03.en.html
https://www.ecb.europa.eu/pub/economic-bulletin/focus/2018/html/ecb.ebbox201807_03.en.html
https://www.mckinsey.com/featured-insights/destacados/hacer-tangibles-los-intangibles-el-futuro-del-crecimiento-y-la-productividad/es-ES
https://fortune.com/fortune500/2021/search/?f500_profits=desc&profitable=true
https://fortune.com/fortune500/2021/search/?f500_profits=desc&profitable=true
https://www.imf.org/external/datamapper/ngdpd@weo/oemdc/advec/weoworld/ven
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ferent actors of the digital economy and society are part of the progress with a common 
mission4. 

Digital economy has raised new policy debates about its effects on competition and the need 
to adapt the international tax architecture to current demands. Different international bodies 
and organizations ─such as the European Union, OECD, IMF or UN─ have also identified the 
main tax challenges faced by the digital economy. 

Several firms, especially those in the digital arena, offer their services in many countries with-
out the need for a permanent establishment, unlike was the case for goods-producing compa-
nies in the 20th century. Among other implications, this situation has led to an international 
paradigm where taxes do not reflect the value and profits created by multinational companies. 
In the same way, it has facilitated the transfer of their assets from less tax-friendly jurisdictions 
to others that offer significant tax advantages. 

Such practices make it extremely difficult to identify both the income generated by intangibles 
and the jurisdiction competent to tax the multinational companies that profit from them. In 
recent years, there has been growing concern that the existing international tax system is ill-
suited to the digitized economy. Shortcomings have contributed to the erosion of tax bases 
in the countries where they actually operate and thus prevent any hint of international tax 
fairness. As a result, a rising inability of states to raise the tax revenues needed to finance 
recovery measures is taking hold.

2.3.1. Consistency at the core of international, regional and national approaches for 
digital taxation

The constant discussion on fiscal issues on political agendas have given rise to several global, 
regional and national initiatives to address the shortcomings of an international tax system.

At the national level, some States, especially in Europe, have been designing and implement-
ing their own digital taxes in the absence of a broader consensus. Countries such as Austria, 
France, Hungary, Italy, Poland, Portugal, Slovakia, or Spain have implemented a digital services 
tax. Belgium and the Czech Republic have also published their proposals to enact one, while 
Latvia and Slovenia have officially announced or shown intentions to follow in the same steps.

These moves have particularly affected US companies, leading to fragmentation, international 
tax tensions and retaliatory tariff threats. To avoid this situation, the European Commission 
proposed a package of measures on fair taxation of the digital economy in 2018 and drew up 
a plan to implement its own digital tax from 2023. 

The U.S. strategy is very interesting for two main reasons: this country is the origin of a great 
number of technology giants, and it has changed substantially over the course of the last two 
administrations. In the geopolitical perspective, Donald Trump intensified the tax war and 

4 Mazzucato, M. (2021): Mission Economy. A Moonshot Guide to Changing Capitalism. London: Penguin.

https://ec.europa.eu/commission/presscorner/detail/en/MEMO_18_2141
https://www.oecd.org/going-digital/tax-and-digitalisation.pdf
https://www.imf.org/en/Publications/Policy-Papers/Issues/2019/03/08/Corporate-Taxation-in-the-Global-Economy-46650
https://www.un.org/esa/ffd/wp-content/uploads/2019/04/18STM_CRP12-Work-on-taxation-issues-digitalization.pdf
https://taxfoundation.org/digital-tax-europe-2020/
http://www.realinstitutoelcano.org/wps/portal/rielcano_es/contenido?WCM_GLOBAL_CONTEXT=%252Felcano%252Felcano_es%252Fzonas_es%252Fari100-2021-feas-steinberg-hacia-una-fiscalidad-mas-equilibrada-para-empresas-multinacionales&s=09
http://www.realinstitutoelcano.org/wps/portal/rielcano_es/contenido?WCM_GLOBAL_CONTEXT=%252Felcano%252Felcano_es%252Fzonas_es%252Fari100-2021-feas-steinberg-hacia-una-fiscalidad-mas-equilibrada-para-empresas-multinacionales&s=09
https://www.foreignaffairs.com/articles/united-states/2021-11-08/fine-print-global-tax-deal?utm_medium=promo_email&utm_source=lo_flows&utm_campaign=registered_user_welcome&utm_term=email_1&utm_content=20211211
https://www.nytimes.com/2020/07/10/business/us-will-impose-tariffs-on-french-goods-in-response-to-tech-tax.html
https://ec.europa.eu/taxation_customs/business/company-tax/fair-taxation-digital-economy_en
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designed the “safe harbor” proposal so that the technology companies of the company could 
exclude themselves from any international tax treaty. 

Figure 1: Digital services taxation in the European Union by January, 2022

Source: author’s elaboration from European Parliament and Tax Foundation data. 

Under Joe Biden Administration, the direction of tax policies changed substantially and, on the 
geopolitical level, the “safe harbor” idea was abandoned, several open investigations of trade 
tax disputes were paralyzed and the Made in America Tax Plan (MATP) proposal was released. 
Undoubtedly, the reactivation of the OECD-sponsored global talks and the negotiations that 
were underway is his greatest transformation.

Thus, in October 2021, the well-known historic global agreement ─ driven by the OECD and 
reached between 136 countries─ was signed to establish the basis for a new international tax 
framework for the digitalization of the economy . The agreement is composed of two pillars 
and does not focus specifically on digital companies, but on all those that fall within specific 
thresholds. 

Pillar I reallocates the taxing rights of the largest and most profitable multinationals of the 
world to contribute their taxes to countries where they are generating profit but have no 
physical presence. The OECD estimates that this measure will help reallocate more than $125 
billion of profits each year. Globally, digital and technology firms would be the main compa-
nies affected by the calculation of taxation from excess profits generated proposed in pillar I. 

To avoid double taxation and ease the fiscal tension arising from individual national initiatives, 
Austria, France, Italy, Spain, the United Kingdom, and the United States submitted a statement 
of intent to reverse the taxation of digital services once Pillar I is implemented.

https://www.reuters.com/article/us-g20-saudi-usa-idINKCN20G0BE
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/698761/EPRS_BRI(2021)698761_EN.pdf
https://taxfoundation.org/digital-tax-europe-2020/
https://www.cnbc.com/2021/02/26/us-drops-safe-harbor-demand-raising-hopes-for-global-tax-deal-.html
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2021/march/ustr-announces-next-steps-section-301-digital-services-taxes-investigations
https://home.treasury.gov/system/files/136/MadeInAmericaTaxPlan_Report.pdf
https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.htm
https://www.oecd.org/tax/international-community-strikes-a-ground-breaking-tax-deal-for-the-digital-age.htm
https://home.treasury.gov/news/press-releases/jy0419
https://home.treasury.gov/news/press-releases/jy0419
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Table 1: Sample of potential multinationals affected by Pillar I in relation to their excess profits in 2021

Company information Key financials

Name Sector Origin Sales Turnover
Calculated 

excess profit

Apple Technology, hardware United States $294.000 $63.900 $8.625

Microsoft
Software and 
programming

United States $153.300 $51.300 $8.993

Alphabet Computer services United States $182.400 $40.300 $5.515

Meta Computer services United States $86.000 $29.100 $5.125

Tencent Holdings Computer services China $70.000 $23.300 $4.075

Alibaba Group Computer services 

& retail China $93.800 $23.300 $3.480

Samsung 
Electronics

Technology, hardware South Korea $200.700 $22.100 $508

Intel Semiconductors United States $77.900 $20.900 $3.278

Taiwan 
Semiconductor

Semiconductors Taiwan $48.100 $18.700 $3.473

Verizon 
Communications

Telecommunications United States $128.300 $17.800 $1.243

China Mobile Telecommunications Hong $111.300 $15.600 $1.118

Roche Holding Pharma Switzerland $62.100 $15.200 $2.248

Johnson & 
Johnson

Pharma United States $82.600 $14.700 $1.610

Sanofi Pharma France $41.100 $14.000 $2.473

Procter & 
Gamble

Consumer goods United States $74.000 $13.800 $1.600

Multinational companies by excess profit in 2021, ordered from highest to lowest excess profits, that could be 
affected by the application of Pillar I. Source: author’s elaboration based on data from The Global 2000 Forbes 
List, 2021.
Note: The calculation of excess profits (EP) results from the formula: EP= 0,25 (Turnover/Sales – 0,1) x Turnover. 

Pillar II introduces a minimum corporate tax rate of 15% globally that could generate some 
$150 billion in new tax revenue worldwide.

The position adopted by Joe Biden has succeeded in revitalizing cooperation and reactivating 
stalled processes both at the North American level, regionally (in the EU) and internationally 
(in the OECD). The cooperation agreement is an example of effectiveness and diplomatic fea-
sibility in relaxing international tax battles and tariff threats. Even large technology corpora-
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tions, the most affected by these measures, had already been asking for a unified, fair system 
that provides certainty.

“We are happy to pay a higher amount, whatever the world agrees on as the right framework”, 
said Sundar Pichai, chief executive officer of Alphabet, in 2018. In the same vein, in 2020, Face-
book co-founder Mark Zuckerberg explained that he also wanted tax reform and for the OECD 
to succeed in creating “a stable and reliable system”. Meanwhile, Apple CEO Tim Cook said it 
made sense to overhaul the system but called “desperately for it to be fair”. It now remains 
to be seen whether the results are as well received, and the new standards met.

With the implementation of the international agreement, it is intended that these organiza-
tions contribute to taxes in a fairer and more sustainable way in the countries where they 
generate income.

2.4. Challenges ahead and ways forward

While boosting a rapid post-Covid 19 recovery has been a major recent impetus for renewing and 
financing the social contract in the digital age, there are significant challenges to be addressed.

2.4.1. Implementing existing international tax agreements is now a matter of trust

The most notable short-term challenge in the tax area may be the materialization of the in-
ternational agreements reached in the last year at OCED/G20, i.e., turning words into action. 

The OECD and the EU published in December 2021 their model rules and Directive to imple-
ment Pillar II, respectively. Pillar I, on the other hand, is expected to move forward after global 
policymakers have agreed and signed a “Multilateral Convention” within the OECD in 2022. At 
the moment, uncertainty is growing because of the stalled implementation and the risk that 
the new geopolitical world order will dampen the multilateral interest shown so far to make 
progress in this field. 

In the EU, the approval of tax laws needs the unanimous support of all 27 Member States. 
Some countries such as Estonia, Hungary and Poland expressed their dissatisfaction with the 
implementation of Pillar II on the minimum overall corporate tax rate of 15% by 2023 in 
the European Union. The trio of states demanded that Pillar II be made conditional on the 
implementation of Pillar I on the global tax on the 100 largest companies of the world to be 
introduced in 2023, even though these are separate agreements. The toughest of these coun-
tries is Poland, which last April blocked progress on the EU directive to transpose the global 
minimum corporate tax into EU law. 

During the negotiations, European countries had prioritized digital taxation with Pillar I, while 
the United States had opted for the global minimum rate of Pillar II. This issue is of paramount 
importance in the EU considering the digital tax withdrawal commitment associated with 
OECD Pillar I and the opportunity to have this revenue stream available to fund recovery plans. 

https://www.theguardian.com/technology/2018/jan/24/google-ceo-were-happy-to-pay-more-tax
https://www.bbc.com/news/business-51497961
https://www.reuters.com/article/us-apple-ireland-idUSKBN1ZJ16X
https://www.penguin.co.uk/books/111/1119278/what-we-owe-each-other/9781847926272.html
https://www.oecd.org/tax/beps/tax-challenges-arising-from-the-digitalisation-of-the-economy-global-anti-base-erosion-model-rules-pillar-two.htm
https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.pdf
https://www.oecd.org/tax/beps/statement-on-a-two-pillar-solution-to-address-the-tax-challenges-arising-from-the-digitalisation-of-the-economy-october-2021.pdf
https://www.politico.eu/article/europes-veto-threatens-to-stall-global-tax-reform/
https://www.ft.com/content/912528e9-1c1d-4e18-9366-fc067f4f524b
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The concern for these countries lies in Joe Biden not gaining control of one or both houses of 
Congress in the mid-term elections in the fall of 2022 and not being able to ensure implemen-
tation of the agreements leaving Europe at an economic disadvantage. Failure to achieve real 
implementation of what has already been agreed on both sides of the Atlantic will squander 
the best window of consensus for international taxation in recent decades and could call into 
question the effectiveness of multilateralism. 

This balancing point is particularly significant between the United States and the European 
Union. Now, discussions on digital taxation are separate from ongoing conversations on digital 
policy issues of strategic importance to both regions on artificial intelligence, data governance, 
climate and green tech, etc. Therefore, there is no direct and obvious interrelationship be-
tween digital policies and digital taxation as they fall outside the scope of US-EU cooperation 
and meeting spaces, such as the Trade and Technology Council (TTC). The creation of similar 
spaces for cooperation and agreements to address fiscal policies between the two regions 
could be a virtuous lever for accelerating the implementation of these pillars.

Nevertheless, there are some common global challenges that still need to be addressed for ef-
fective implementation. For instance, the need for multinational technology organizations to 
offer a more exhaustive and rigorous framework for company financial and business informa-
tion. The lack of disaggregated financial statements makes it impossible to attribute incomes 
by geography, product, and user number differentially to know real profit margins. Traditional 
and simple balance sheets based on “profits and losses” are ineffective for estimating the 
value of intangibles in the digital economy. In this regard, it is urgent to design “an adequate 
way to publicize the operating metrics” of these firms, considering that their dominance of 
the market is increasingly frequent, and a specific price cannot be assigned to it5. 

These practices could help avoid the long processes of wear and tear where the dynamism of 
the digital economy and the companies that are part of it collide with authorities and judicial 
processes that try to apply rules designed to obsolete business practices.

2.4.2. Towards a tax regulation of cryptocurrencies 

In the medium term, there are still some other challenges ahead regarding not so regulatory 
mature technologies, such as crypto assets. 

The European Parliament defines crypto assets as “digital assets that can rely on cryptogra-
phy and exist in a distributed ledger” that could be classified into: payment tokens (means 
of exchange or payment), investment tokens (carry rights of gain) and utility tokens (allow 
access to a specific product or service). The best-known function of crypto assets is perhaps 
cryptocurrencies, whose industry rebounded strongly in 2021. The asset prices of Bitcoin and 

5  Mazzucato, M., Strauss, I. (2022): “Big Tech Must Stop Hiding”, Project Syndicate, Jan. 31, 2022: https://www.
project-syndicate.org/commentary/end-big-tech-financial-disclosures-free-pass-by-mariana-mazzucato-and-
ilan-strauss-2022-01/spanish

https://digital-strategy.ec.europa.eu/en/policies/trade-and-technology-council
https://www.ucl.ac.uk/bartlett/public-purpose/sites/bartlett_public_purpose/files/pr2021-04_disclosures_crouching_tiger_hidden_dragons_10_dec.pdf
https://www.project-syndicate.org/commentary/end-big-tech-financial-disclosures-free-pass-by-mariana-mazzucato-and-ilan-strauss-2022-01/spanish
https://www.project-syndicate.org/commentary/end-big-tech-financial-disclosures-free-pass-by-mariana-mazzucato-and-ilan-strauss-2022-01/spanish
https://www.project-syndicate.org/commentary/end-big-tech-financial-disclosures-free-pass-by-mariana-mazzucato-and-ilan-strauss-2022-01/spanish


36

Ethereum, the two largest cryptocurrencies by market capitalization reached record highs and 
posted gains well above traditional macro assets last year. 

The technology on which crypto assets are based is the Blockchain, a scheme of recording 
information that makes it difficult or impossible to change, hack or cheat the system. Depend-
ing on how this technology is used and regulated, it may yield a variable impact for taxation. 
Used for the common good, it enables new and more secure methods of record keeping, the 
efficiency of payments and the promotion of financial innovation. 

The U.S. Treasury Department explained that this assets “already pose a significant detec-
tion problem by facilitating illegal activity in a broad sense, including tax evasion”. The 
guarantee of privacy on which cryptocurrencies are based and the absence of a centralized 
financial entity to supervise transactions may favor their use for criminal activities, such 
as money laundering, financing terrorism activities or human trafficking. Crypto money 
laundering increased by 30% in 2021 to $8.6 billion. In the same vein, there is a risk of tax 
evasion since a large number of cryptocurrency exchange platforms operate from offshore 
financial centers.

Figure 2.

Source: International Monetary Fund (October, 2021). Global Financial Stability Report: COVID-19, Crypto, and 
Climate: Navigating Challenging Transitions. Chapter II “The crypto ecosystem and financial stability challenges”, 
page 46.

https://downloads.coindesk.com/research/2021-annual-crypto-review-coindesk-research.pdf
https://www.euromoney.com/learning/blockchain-explained/what-is-blockchain
https://www.oecd.org/tax/beps/resumen-desafios-fiscales-derivados-de-la-digitalizacion-informe-provisional-2018.pdf
https://home.treasury.gov/system/files/136/The-American-Families-Plan-Tax-Compliance-Agenda.pdf
https://www.europol.europa.eu/cms/sites/default/files/documents/Europol%2520Spotlight%2520-%2520Cryptocurrencies%2520-%2520Tracing%2520the%2520evolution%2520of%2520criminal%2520finances.pdf
https://www.bbc.com/news/technology-60072195
https://www.imf.org/-/media/Files/Publications/GFSR/2021/October/English/ch2.ashx
https://www.imf.org/-/media/Files/Publications/GFSR/2021/October/English/ch2.ashx
https://www.elibrary.imf.org/view/books/082/465808-9781513595603-en/465808-9781513595603-en-book.xml
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Cryptocurrencies have become so important and widespread that tax authorities cannot help 
but target them to think about new sources of relevant incomes. In the US, Charles Rettig, 
commissioner of the Internal Revenue Service, estimated that the gap between taxes owed 
and taxes collected was close to $1 trillion in April 2021. Four months later, the Joint Commit-
tee on Taxation (JCT) claimed that $28 billion in tax revenue could be raised from cryptocur-
rency regulation over the next decade to help close this gap. In the EU, the Joint Research 
Centre of the European Commission calculates that €850 million in tax revenue could have 
been raised by 2020 if national tax rules had been applied to Bitcoin, the largest cryptocur-
rency of the world. 

Now, tax authorities worldwide are trying to develop global standards to prevent tax eva-
sion. United States has enacted new tax reporting proposals for cryptocurrencies and other 
digital assets, making 2023 a critical year for implementation. The Infrastructure Investment 
and Jobs Act, enacted in November 2021, includes three key provisions for the regulation 
of cryptocurrencies. Specifically, it defines the concepts of “broker” and “digital asset”, es-
tablishes reporting requirements for brokers of digital asset transactions to promote trans-
parency and, finally, mandates the treatment of digital assets as cash. Thus, any person or 
company receiving a payment of more than $10,000 in digital assets will be required to 
report the identity of the sender, which includes transaction and broker reports under the 
Tax Code.

The European Commission launched a public consultation in March 2021 on a new reform 
of the “Directive on Administrative Cooperation”, known as “DAC-8”, and is expected to 
circulate the first legislative proposal during 2022. It aims to create a secure and trans-
parent framework for the automatic exchange of information on crypto-assets and e-
money. The EU is also working on legislation in this field through the MICA (Markets in 
Crypto-Assets) proposal to regulate the issuance of these assets which, to date, have not 
been covered by EU financial legislation as financial assets or electronic money. The final 
text is expected to be agreed by the end of 2022 and its implementation should start in 
2023-2024.

The OECD is also working on a consultation to develop a new global tax transparency frame-
work for the exchange of information with respect to crypto-assets and some amendments 
to the Common Reporting Standard (CRS) in this direction. 

Tax systems must therefore take stock of the risks and opportunities posed by crypto as-
sets in order to establish their taxation within a coherent regulatory framework. This will 
require appropriate regulation of such assets and transactions to minimize the risk of tax 
immunity and the financing of criminal activities. At the same time, innovation and pro-
tection of the various actor should be promoted in a changing environment. International 
cooperation will be essential to achieve common standards for the borderless exchange 
of crypto assets.

https://www.jct.gov/CMSPages/GetFile.aspx?guid=f9c0b59d-de78-4173-993b-eb20b12ee5b8
https://joint-research-centre.ec.europa.eu/system/files/2021-08/jrc126109.pdf
https://www2.deloitte.com/us/en/pages/tax/articles/cryptocurrency-tax-reporting.html
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12632-Tax-fraud-evasion-strengthening-rules-on-administrative-cooperation-and-expanding-the-exchange-of-information_es
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%253A52020PC0593
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%253A52020PC0593
https://www.oecd.org/ctp/exchange-of-tax-information/oecd-seeks-input-on-new-tax-transparency-framework-for-crypto-assets-and-amendments-to-the-common-reporting-standard.htm
https://media.realinstitutoelcano.org/wp-content/uploads/2022/04/dt-2022-otero-oliver-criptomonedas-stablecoins-y-la-cripto-economia-el-estado-de-la-cuestion-1.pdf
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2.4.3. Taxation in the metaverse: an area for further maturing

Finally, decision-makers will also need to anticipate and be prepared for new digital realities 
that are already underway, such as the metaverse.

The metaverse is a virtual environment where users can experience infinite realities to inter-
act, work, learn or exchange goods and services, among other activities. It requires fast inter-
net connection and uses virtual and augmented reality technologies to allow users to interact 
through an avatar. The concept is not new, but its popularity has skyrocketed following the 
announcement by Mark Zuckerberg, creator of Meta, to invest $10 billion in the development 
of his own metaverse project. 

Economic transactions in the metaverse will be generated in a virtual space between digital 
avatars but will produce real-world income for individuals and entities thanks to cryptocurren-
cies. Here we enter the realm of speculative tax fiction for a new spatial dimension straddling 
the physical and digital worlds. Will tax authorities be able to operate in the metaverse, in a 
space where the administrative concept of jurisdiction is diluted? Should the digital avatar be 
taxed on virtual economic transactions that take place in the metaverse? Where should these 
economic exchanges be taxed? How could double taxation between the real and the virtual 
world be avoided?

Answers to these questions are not yet clear because the metaverse is still a concept under 
construction. However, it would be important not to be complacent. It is expected that in the 
next five years 70% of the major brands will be present in the metaverse and gradually all 
sectors will find their spaces and identities in the virtual world. Besides, the global revenue 
opportunity of the metaverse could approach 800 billion dollars by 2024.

It is necessary to start examining now the characteristics of this new interaction space and 
to discuss basic concepts for future scenarios. These include the definition of real versus 
digital location for virtual transactions, categorization by type of product or service traded, 
consideration of new model of business and sources of revenue. For instance, tax residency is 
a declining criterion in fiscal and tax policy debates that will lose even more force or become 
empty of content in the metaverse. 

This anticipation could pave the way towards a fiscal model for the metaverse that reduces un-
certainty, increases transparency, minimizes evasion and maximizes efficiency. International 
collaboration and public-private cooperation will be indispensable to explore the risks and 
opportunities of this new space of interaction.

Conclusions

On both sides of the Atlantic, economic and social recovery after the pandemic has been 
based on new fiscal policy proposals in which the digital transition is in prominent place. Digi-
talization is the great lever that can become a multiplier of productivity, the democratization 

https://www.theverge.com/2021/10/25/22745381/facebook-reality-labs-10-billion-metaverse
https://cincodias.elpais.com/cincodias/2022/03/04/companias/1646395551_041483.html
https://www.bloomberg.com/professional/blog/metaverse-may-be-800-billion-market-next-tech-platform/
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of information and the engine of the ecological transition. This transformation cannot leave 
anyone behind, so closing the existing digital divides is urgent. 

Associated with the expansion of global connectivity, the number of non-state actors partici-
pating in international society and their power to act have increased considerably. The rise 
of the intangible economy has favored the creation of companies that offer more scalable, 
profitable, and ubiquitous services. Even military conflict has further evidenced the intercon-
nectedness of the globalized digital economy enabling use financial and corporate influence 
as an instrument of real factual power. 

However, the return of the war on European soil is sowing the seeds of uncertainty and adding 
new items to the investment list, such as the acceleration of energy independence, humani-
tarian assistance and defense. It is too early to predict the consequences of war on the global 
economic landscape, but the new world order calls for a strengthened framework of economic 
and political governance between like-minded territories based on cooperation and trust.

This complex context cannot divert attention from the outstanding challenges for digital taxa-
tion that have been worked on for years. The shortcomings that have eroded tax bases and 
diminished the opportunity to achieve the desired international tax fairness will continue to 
generate unintended effects if progress is not made in implementing the international agree-
ments reached. Otherwise, the best window of consensus for multilateral taxation in recent de-
cades will be squandered and the effectiveness of multilateralism could be called into question. 

Anticipation and flexibility will be key to avoid the mistakes of the past and to forestall the 
opportunities and potential risks associated with rapidly advancing technology. In the medium 
term, this vision will be essential to achieve the fair, balanced and effective taxation of crypto-
currencies that is already being worked on in the EU and the US. Looking ahead, it will enable 
us to start building now the foundations of the metaverse. This emerging virtual environment 
is likely to revolutionize human interaction and democracy, but also economy and the genera-
tion of new sources of income.

It is a decisive moment to strengthen US-EU collaboration with the common goal of promot-
ing a virtuous circle of inclusion while reducing the potential for a vicious circle of inequality. 
Paraphrasing Jean Monnet and extending the scope to transatlantic cooperation, the new 
political and social governance “will be forged in crises and will be the sum of the solutions 
adopted to those crises”.
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3. The Green Deal in United States and Europe: 
sustainable development and just transition  
in a post-COVID era
Beatriz Camacho Ávila

3.1. Climate emergency: a threat to human well-being and health  
of the planet

The severity of the climate change threat is unambiguous. Weather extremes such as heat-
waves, droughts, and floods are causing dangerous and widespread disruption in nature and 
affecting the lives of billions of people worldwide. As devastating as the COVID-19 pandemic 
is, with 6 million deaths, data seems to indicate that the effects of climate change will be 
worse6. The Paris Agreement’s goal of 1.5ºC seems optimistic to say the least and passing the 
2ºC threshold has been called “catastrophic” by scientists, “genocide” by island nations and 
“death to our continent” by African climate diplomats. In April 2022, the Intergovernmental 
Panel on Climate Change (the UN body for assessing the science related to climate change; 
IPCC) raised the alarm again on climate impacts and the closing window for action (2022a). 
The 1.5-degree goal requires fast and deep cuts in greenhouse emissions. 

3.2. The Green Deal transformation

The combination of two significant challenges, such as addressing the climate emergency on 
time and repairing the social and economic consequences of the COVID-19 pandemic, has 
resulted in massive economic recovery programmes on both sides of the Atlantic that include 
radically new policies to address climate change and a just transformation of our economies. 
This is grounded in transition policy innovations on climate change initiated a decade ago (see 
Bloomfield & Steward 2020). On the one hand, the scientific evidence is unequivocal: climate 
change threatens human well-being and the planet’s health. On the other hand, the US and 
the EU governments cannot ignore people’s intense concern about climate change. European 
citizens believe climate change is the single most serious problem facing the world, and 90% 
agree that greenhouse gas emissions should be reduced to a minimum while offsetting the 
remaining emissions to make the EU climate-neutral by 2050 (European Commission 2021). 
The majority of US adults (69%) prioritise developing alternative energy sources, such as wind 
and solar, over expanding the production of oil, coal and natural gas and favour the US taking 
steps to become carbon neutral by 2050 (Tyson et al. 2022).

6  A 20-year study estimates that more than 5 million people die each year globally because of excessively hot or 
cold conditions, and heat-related deaths are rising (Zhao et al. 2021).
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3.2.1. The Green New Deal in the US

On 20 January 2021, John Biden officially became the President of the US. The change in 
direction from the Trump era has been profound and immediate. Trump began his term re-
scinding or weakening a record number of regulations designed to cut emissions, opening 
new land to oil and gas drilling, and issuing permits for controversial oil pipelines. He also 
pulled the US out of the Paris Agreement. Trump’s environmental legacy will be complex 
and uneven, but surely its most lasting part will be the wasted years for climate action dur-
ing his presidency. 

In July 2020, Biden unveiled his Build Back Better Plan (BBB) during his presidential campaign. 
This was a $2 trillion investment plan “aimed at creating the jobs we need to build a modern, 
sustainable infrastructure now and deliver an equitable clean energy future” (The Biden Plan 
to Build a Modern, Sustainable Infrastructure and an Equitable Clean Energy Future 2020). 
The BBB agenda was divided into three parts:

 ̵ The American Rescue Plan (ARP) was announced in February 2021 and signed into 
law in March 2021 as a $1.9 trillion COVID-19 rescue package. The ARP was designed 
to guarantee an equitable economic recovery and immediately reduce child poverty, 
being one of the most progressive pieces of legislation in American history. 

 ̵ The American Jobs Plan (AJP), presented in March 2021, the part of the BBB agenda 
focused on investing in the nation’s infrastructure. The AJP was very similar to his 
presidential campaign proposal: $2.2 trillion in increased government spending during 
the period 2022-2031, and $400 billion in tax credits. 

 ̵ The American Families Plan (AFP), presented in April 2021, a social policy proposal 
that included welfare and social services spending. It consisted of about $1 trillion in 
investments and $800 billion in tax cuts for American families and workers.

Traditional aspects of infrastructure spending in the AJP (e.g. rebuilding America’s roads, 
bridges and rails, expanding access to clean drinking water, ensuring access to high-speed in-
ternet…) were incorporated into the bipartisan $1.2 trillion Infrastructure Investment and Jobs 
Act, which was signed into law on 15 November. The Senate initially passed the Bill in August, 
but it was stalled in the House of Representatives for months as Democrats worked through 
disagreements over whether to tie it to the passage of a larger climate and social spending 
package known as the Build Back Better Act. The latter had been announced in October 2021, 
and it included parts of the AJP merged with the AFP, representing a $1.7 trillion package. This 
Plan initially included a $555 billion investment for:

 ̵ Meeting US climate targets, achieving a 50-52% reduction in greenhouse gas emis-
sions below 2005 levels in 2030.

 ̵ Delivering substantial consumer rebates and ensuring middle-class families save mon-
ey as they shift to clean energy and electrification.

 ̵ Ensuring clean energy technology will be built in the United States with American 
made steel and other materials, creating hundreds of thousands of good jobs. 
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 ̵ Advancing environmental justice through a new Clean Energy and Sustainability Accel-
erator while delivering 40% of the investment benefits to disadvantaged communities.

 ̵ Creating a new Civilian Climate Corps that will conserve public lands, bolster commu-
nity resilience, and address the changing climate.

 ̵ Bolster resilience and natural solutions to climate change through a historic invest-
ment in coastal restoration, forest management, and soil conservation and support to 
farmers, ranchers, and forestland owners (The White House 2021).

However, the Build Back Better Bill failed to attract Republican support, and then struggled 
to attract moderate Democrat Senator Joe Manchin to use the budget reconciliation process. 
This special Congressional process only requires a simple majority vote with Vice President 
Kamala Harris as the tiebreaker. Going this route would have required all Democrat Senators 
to be on board—which proved impossible to execute. In March 2022, Manchin announced he 
would be willing to consider legislation that focuses on specific issues like prescription drug 
prices, tax reforms, and climate investments. Biden did not mention the Build Back Better as a 
whole during his last State of the Union Address, but only specific elements of the Bill. The un-
predicted return of rapid price increases has reshaped the political landscape and negatively 
impacted the President’s approval ratings. According to a Politico/Harvard survey (2022), only 
about one in three people believe the Build Back Better Act would help the country, less than 
one in four think it will help their own families, and more than four in ten believe that the 
Build Back Better Act and the infrastructure bill will increase inflation. Considering the instabil-
ity caused by the Russian invasion of Ukraine, the most probable scenario will be turning to 
bipartisan alternatives on some of the proposed issues. Whatever happens in this unpredict-
able scenario will have significant policy repercussions for the country and the Democrat party 
prospects in the November 2022 midterm elections.

3.2.2. The European Green Deal

In December 2019, the President of the EU Commission, Von der Leyen, announced the Euro-
pean Green Deal (EGD) during COP25. She presented an ambitious €1 trillion policy package 
to make the EU’s economy environmentally sustainable and the first climate-neutral continent 
by 2050. She also emphasised that none could be left behind and announced a Just Transition 
Fund that would leverage public and private funding (European Commission 2019a).

The EGD was an initial roadmap, and it was a milestone because it meant that concern over cli-
mate emergency had migrated from the margins to the core of the EU policymaking and also 
acknowledged the interconnection among economic, social, and environmental objectives:

“All EU actions and policies will have to contribute to the European Green Deal objectives. 
The challenges are complex and interlinked. The policy response must be bold and com-
prehensive and seek to maximise benefits for health, quality of life, resilience and com-
petitiveness. It will require intense coordination to exploit the available synergies across 
all policy areas.” (European Commission 2019b, p. 3).
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The EU response to the COVID-19 crisis was no exception, and it was designed to make Eu-
rope greener, more digital, and more resilient. The EU approved a stimulus package worth € 
2.018 trillion, that consisted of the EU’s long-term budget for 2021 to 2027 of € 1.211 trillion, 
topped up by € 806.9 billion through Next Generation EU, the temporary instrument to power 
the pandemic recovery (European Commission n.d.). In particular, 30 % of this budget will be 
spent on fighting climate change.

In July 2021, the European Commission launched the ‘fit for 55’ package to set the EU on course 
to reduce greenhouse gas emissions by 55% in 2030 to reach climate neutrality by 2050. The 
‘Fit for 55’ legislative package is essential because it will translate the EGD ambitions into law. 
Following the publication of the package, the files were sent to the Council of the EU and the 
European Parliament for discussion. Difficult negotiations were expected, but the new geopo-
litical reality with the Russian invasion of Ukraine has increased the foreseen complexity.

Table 1. The US and EU Green Deal timeline

US Green Deal Date EU Green Deal

Congresswoman Ocasio-Cortez in the 
House and Ed Markey in the Senate 
introduced a resolution calling for 
the creation of a 10-year national 
mobilisation effort or “Green New Deal”.

February 
2019

December 
2019

The President of the EU Commission, 
Von der Leyen, announced the European 
Green Deal during COP25. Some days after, 
it was presented in the communication 
(COM(2019)640).

April 2020

European Council president and European 
Commission President presented “A 
Roadmap for Recovery. Towards a more 
resilient, sustainable, and fair Europe.”

Biden unveiled his Build Back Better 
Plan during the presidential campaign

July 2020

EU leaders agreed to a comprehensive 
package of €1.8 trillion, which combines 
the multiannual financial framework (2021-
2027) and an extraordinary recovery effort 
under the Next Generation EU instrument.

September 
2020

The Commission adopted the 
communication “Stepping up Europe’s 
2030 climate ambition - Investing in a 
climate-neutral future for the benefit of 
our people”. It includes an updated 2030 
emissions reduction target of net 55 % 
compared to 1990 levels, from the current 
40 % emissions reduction target.
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November 
2020

The European Parliament and EU Member 
States in the Council, with the support of 
the European Commission, reached an 
agreement on the multiannual financial 
framework (2021-2027) and temporary 
recovery instrument, Next Generation EU.

December 
2020

The European Council endorsed a binding 
EU target of a net domestic reduction of 
greenhouse gas emissions by at least 55% 
by 2030, compared to 1990 levels.

Notice of re-joining the Paris Agreement
January 

2021
The Executive Order on Tackling the 
Climate Crisis at Home and Abroad is 
approved.

The American Rescue Plan is announced
February 

2021
 • The American Rescue Plan Act is 
signed into law

 • The American Jobs Plan (AJP) is 
announced.

March 
2021

 • Leaders’ Summit on Climate, 
gathering 40 world leaders.

 • The Made in America Tax Plan is 
announced

 • The American Families Plan (AFP) is 
announced..

 • Biden announced the new target for the 
U.S to reduce 50-52% of greenhouse 
gas emission levels by 2030.

April 2021

The Council and the European Parliament 
reached a provisional political agreement 
setting into law the objective of a climate-
neutral EU by 2050, and a collective, net 
greenhouse gas emissions reduction target 
of at least 55% by 2030 compared to 1990.

May 2021

 • The 27 Member states ratified the Next 
Generation EU recovery package.

 • EU ambassadors approved the final 
compromise text for the EU climate law, 
which was agreed between the Council’s and 
the Parliament’s negotiators in April 2021.

July 2021

 • The European Climate Law was published 
in the Official Journal on July 9th 2021 
and entered into force on July 29th 2021.

 • The European Commission launched 
the ‘fit for 55’ package to set the EU 
on course to reduce greenhouse gas 
emissions by 55% in 2030 to reach 
climate neutrality by 2050.

The Build Back Better framework is 
announced

October 
2021

The Infrastructure Investment and Jobs 
Act is signed into law

November 
2021

Source: made by the author.
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3.3. Four common aspects in their answers to the climate emergency in 
the post-COVID-19 era

Despite the gulf between European and US discourses, we can find four common aspects in 
their answers to the climate emergency in the post-COVID-19 era. 

3.3.1. Systemic or mission-led approach

The US Green New Deal and the European Green Deal reflect a new transformative policy ap-
proach that acknowledges the interconnection among economic, social, and environmental 
objectives and challenges more traditional, supply-side industrial and innovation policy based 
on the search for technologically driven solutions.

This is inspired by Roosevelt’s challenge-led New Deal as an answer to the Great Depression 
and international fascism. This idea returned to modern policy discussions in early 2007. New 
York Times columnist Thomas Friedman argued that addressing climate change and ending oil 
addiction in the US required a huge industrial project or a “Green New Deal” (GND) (2007).

At the heart of the GND is the transformation of crucial consumption/production economic 
systems (energy, transport, buildings and food) and a consensus around the need for public 
leadership. Even if the GND was part of Barack Obama’s 2008 platform, the idea did not take 
off until the national elections of 2018, when a younger generation of congresspersons arrived 
in Washington committed to addressing climate change while creating new green businesses. 
In February 2019, Congresswoman Ocasio-Cortez in the House and Ed Markey in the Senate 
introduced a resolution calling for the creation of a 10-year national mobilisation effort or 
“Green New Deal” (US Congress 2019). One month later, the world witnessed the COVID-19 
outbreak. GND politics could not cut through after the 2008 financial crisis, but the pandemic 
offered the definitive window of opportunity. 

3.3.2. Public investment for a shared purpose

This new transformative policy approach also acknowledges the need for the public sector to 
set direction and achieve inclusive and sustainable growth. Climate change was described 
as the ‘biggest market failure ever’ by the influential Stern Review (Stern 2006), and this has 
led to a growing view that the sustainability transition must involve public action. The Green 
deal policy initiatives on both sides of the Atlantic are underpinned by the belief that inclusive 
and sustainable growth requires not only a rate but also a direction, and the latter cannot be 
left to the private sector alone. 

Regarding economic proposals, Biden’s Administration has represented a big break not only 
with Trump but also with previous Democrat Administrations like Obama and Clinton Presi-
dencies. Based on the severity of the Climate and COVID-19 crisis, Biden has pursued a 
bold and aggressive program of Keynesian economic management. The American Rescue 



47

Plan Act and the Infrastructure Investment and Jobs Act together represent a $3.1 trillion 
package. President Biden has proposed a new corporate tax regime to finance this massive 
investment. His goal is to generate new funding to pay for his BBB agenda, fully paying for 
the investments within the next 15 years and reduce deficits in the years after. These are 
the corporate tax reforms included in his Made in America Tax Plan (US Department of the 
Treasury 2021, p. 3):

 ̵ Raising the corporate income tax rate to 28 per cent; 
 ̵ Strengthening the global minimum tax for U.S. multinational corporations; 
 ̵ Reducing incentives for foreign jurisdictions to maintain ultra-low corporate tax rates 

by encouraging global adoption of robust minimum taxes; 
 ̵ Enacting a 15 per cent minimum tax on book income of large companies that report 

high profits, but have little taxable income; 
 ̵ Replacing flawed incentives that reward excess profits from intangible assets with 

more generous incentives for new research and development; 
 ̵ Replacing fossil fuel subsidies with incentives for clean energy production; and 
 ̵ Ramping up enforcement to address corporate tax avoidance. 

In Europe, the 27 Member states ratified the Next Generation EU recovery package in May 
2021, despite obstacles in several national parliaments. This programme also represents a 
historic breakthrough in the EU economic policy, shedding decades of monetarist orthodoxy. 

The Next Generation EU is a €806.9 billion package that will be financed through market 
borrowing by the European Commission and, for the first time in its history, the Commission 
resource ceiling per year will be temporarily increased to 2% of EU members’ Gross National 
Income. The borrowed amounts will be repaid over a long-term period, until 2058. To help 
with the repayments, the EU will look into introducing new own resources to the EU budget, 
linked to the Carbon border adjustment mechanism (CBAM) or to the EU emissions trading 
system (ETS). The EU’s long-term budget for 2021-2027 (€ 1.211 trillion) will continue to be 
primarily financed through the EU’s own resources: customs duties, contributions based on 
the value-added tax collected by Member States and direct payments from national budgets 
(Körner and Böttcher, 2020).

From a general perspective, to fund the Green Deal, the EU will need an investment of 
around €260 billion every year by 2030 (European Commission 2020a). This commitment 
requires the private sector to deliver a substantial percentage of the necessary invest-
ment. The European Green Deal Investment Plan (EGDIP) is expected to mobilise at least 
€1 trillion in sustainable investments over the next decade. The EU budget is set to play 
a significant role in reaching these targets, with €503 billion. This will trigger additional 
national co-financing of around €114 billion over this timeframe on climate and environ-
ment projects (because EU programmes often require a contribution from Member States). 
Private capital markets are needed to bridge the remaining gap in funding, and the EU has 
launched The InvestEU Programme, with a target investment of €279 billion over 2021-
2030 (see figure 1).
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Figure 1. How will the European Green Deal Investment Plan be financed? How will the €1 trillion be mobilised?

3.3.3. Citizen engagement and multi-stakeholder participation in policymaking

Thirdly, the Green Deal innovative platform also challenges the policymaking paradigm 
based on expert inputs at the expense of non-expert knowledge from other parts of society. 
It includes procedures for broader inclusion, public engagement, co-creation and collabora-
tive decision-making. It also recognises that involving the final beneficiaries (e.g. citizens, 
SMEs, corporates, NGOs, etc.) in the policymaking process generates social trust, political 
legitimacy, public accountability and a sense of ownership of policy outcomes. In the EU, 
experience accumulated over a decade by the European Commission’s Joint Research Cen-
tre and the European Institute of Technology Climate KIC has shown that co-design and 
co-development processes with multi-stakeholder settings foster innovation and deliver 
systemic change (see Matti et al., 2022). An example from the US is the high-level listening 
tour in impacted communities from West Virginia to Wyoming proposed by the US Inter-
agency Working Group on Coal and Power Plant Communities and Economic Revitalization. 
Citizen engagement can also be a powerful way to de-politicise climate change and repair 
social divisions around adaptation and mitigation measures. As IPCC Working Group II Co-
Chair Debra Roberts said: 
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“Our assessment clearly shows that tackling all these different challenges involves everyone 
– governments, the private sector, civil society – working together to prioritise risk reduc-
tion, as well as equity and justice, in decision-making and investment” (IPCC 2022b, p. 2).

3.3.4. Leave none behind: a just transition

A final common aspect between the US and the EU Green Deal is that transforming our econo-
mies to achieve net-zero emissions by 2050 will have social costs, and workers and communi-
ties need to be protected. Partnerships between governments and industry should be built 
to manage the sustainability transition in a just, people-centred way. In the case of the EU, 
the Just Transition Fund will support with €19.2 billion the most affected communities by 
plans to shut down coal, peat and oil shale sectors or other emissions-intensive industries. 
The Commission has also announced a new Climate Social Fund expected to swell to €72.2 
billion for 2025-2032 to help citizens finance investments in energy efficiency, new heating 
and cooling systems, and cleaner mobility (2021). On the other side of the Atlantic, the US In-
teragency Working Group has identified the most vulnerable 25 coal-dependent communities 
and existing federal programmes with a total funding of $38 billion that could support them 
(2021). The Infrastructure Investment and Jobs Act clearly includes measures to support a just 
transition. It aims to create new jobs in different sectors via upgrading American airports and 
ports, building a national network of electric vehicle (EV) chargers, or tackling legacy pollution 
by cleaning up Superfund and brownfield sites, reclaiming abandoned mines, and capping 
orphaned oil and gas wells. Combined with the yet-not-approved Build Back Plan, it will add 
1.5 million jobs per year for the next ten years (Zandi & Yaros 2021).

3.4. Final note: accelerating global climate action after Ukraine invasion

Climate change is a global problem that requires a large, coordinated, fast and solidary action. 
This crisis will cost everyone, everywhere, though experts and world leaders have long warned 
that the costs are likely to be greater for developing countries (Borunda 2019). The 2021 
Glasgow Climate Pact may have been the best compromise possible at that time, considering 
the COVID-19 recovery efforts. But it was clearly insufficient. To achieve 2030 goals, govern-
ments worldwide will have to engage in much deeper, faster, and larger-scale decarbonisa-
tion. Even in an increasingly divided and conflicted world, the climate emergency cannot be 
postponed.

The US and Europe are geopolitically positioned to assume global climate leadership, espe-
cially after the Russian invasion of Ukraine7. First, even if most future carbon emissions will 

7  After the Trump era, there is no doubt about the US global reengagement. During his first day as President, 
Biden signed the instrument to bring the United States back into the Paris Agreement. In January 2021, he 
approved the Executive Order on Tackling the Climate Crisis at Home and Abroad, putting environmental justice 
and climate action at the centre of the federal government’s work. And three months later, Biden organised the 
Leaders’ Summit on Climate, gathering 40 world leaders
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come from emerging economies, we cannot forget that the US, Germany, the United Kingdom, 
and France are among the countries that have the highest cumulative CO2 emissions since 
1750 (The Carbon Brief n.d.). As such, there is a moral imperative to lead on climate solutions. 
Secondly, multilateralism is essential. Achieving the 1.5ºC goal requires all the G20 economies 
to cut global emissions by at least 40% by 2030 (Fyson et al. 2021)8. China is the top emitter of 
global greenhouse gas emissions, with 24% of the total global (see the top emitters in figure 
2). From a geostrategic point of view, even maintaining a containment strategy, both the US 
and the EU must reach a climate agreement with the Asian giant. Thirdly, the US and European 
Green Deal examples can inspire and mobilise global action against climate change within 
the framework of our shared history and values like human rights and democratic principles.

Figure 2. Historical Greenhouse Gas Emissions, top emitters % of the total global (2018)

Source: elaborated by the author using the Climate Watch online platform, available in https://www.climate-
watchdata.org/ghg-emissions?end_year=2018&start_year=1990

8  The G20 is a group of countries which collectively accounts for around 75 percent of global greenhouse gas 
(GHG) emissions, 80 percent of global GDP, and two-thirds of global population. The members of are Argentina, 
Australia, Brazil, Canada, China, India, Indonesia, Japan, Republic of Korea, Mexico, Russia, Saudi Arabia, South 
Africa, Turkey, the United Kingdom, the United States, the European Union (as a full member) alongside three 
of its Member States (France, Germany, and Italy). Spain is a permanent guest. The EU is represented at G20 
summits by the President of the European Commission and the President of the European Council.
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For all these reasons, the key question to answer before COP27 is how the US and the EU can 
1) continue implementing domestically their Green Deals, 2) organise international coopera-
tion and competition to accelerate global climate action and, at the same time, 3) consider 
their geopolitical priorities regarding both China and Russia. On the latter, although it is still 
too soon to know if the Ukraine conflict will advance or hobble the global decarbonisation 
efforts, the invasion has lent more political momentum to the climate action. 

This is a fossil fuel war, even if only considering that 45% of the EU’s total gas consumption 
is imported from Russia. According to the EU Commission, “the case for a rapid clean energy 
transition has never been stronger and clearer” (2022, p. 1), and on 8 March, the Joint Euro-
pean Action for more affordable, secure and sustainable energy (REPowerEU) was presented9. 
On 25 March 2022, in a joint announcement with the EU Commission, President Biden an-
nounced a joint Task Force with two primary goals:

 ̵ Diversifying liquefied natural gas (LNG) supplies in alignment with climate objectives. 
It includes ensuring a European demand for approx. 50 bcm/year of additional U.S. 
LNG consistent with both US and EU net-zero goals; efforts to reduce greenhouse 
gas intensity; and upgrading regulatory frameworks for energy security of supply and 
storage.

 ̵ Reducing the demand for natural gas by accelerating the market deployment of clean 
energy measures; increasing energy efficiency; expediting planning and approval for 
renewable energy projects and strategic cooperation; and advancing the production 
and use of clean hydrogen (The White House, 2022). 

These announcements call for optimism since green targets seem to be part of the response 
to the conflict. However, different variables could change governments’ priorities, such as the 
need for more significant military spending or the economic and social impact of high energy 
costs or the refugee crisis. Thus, three elements stand out:

 ̵ Both US and EU’s top priority is energy security. Some flexibility could be necessary 
for the short-term to achieve the maximum use of all available indigenous energy 
resources (natural gas; nuclear power; heavier reliance on the use of coal...).

 ̵ In the medium- and longer-term, the Green Deal goals coincide with those related to 
energy security. Making the US and EU less dependent on energy imports and more 
resilient will only be possible if the Green Deal policies are accelerated (energy ef-
ficiency improvements; investment in renewables and climate-neutral technologies 
such as green hydrogen or biochemicals). 

9  The REPowerEU plan is based on two pillars: 1) Diversifying gas supplies, via higher LNG imports and pipeline 
imports from non-Russian suppliers, and higher levels of biomethane and hydrogen. 2) Reducing faster EU de-
pendence on fossil fuels at the level of homes, buildings and the industry, and at the level of the power system 
by boosting energy efficiency gains, increasing the share of renewable and addressing infrastructure bottlenec-
ks. It also estimated that a full implementation of the Fit for 55 proposals would lower EU gas consumption by 
30% by 2030 (European Commission, 2022).
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 ̵ Both US and European governments need to focus on the most vulnerable and directly 
address social concerns due to the high energy prices (e.g. hand-outs to households, 
imposing price ceilings for gas and electricity prices, reducing tax rates).

The war in Ukraine has proved that these are unstable and unpredictable times. However, 
there is no doubt about the severity of the climate emergency, and weather extremes such 
as heatwaves, droughts, and floods will continue affecting billions of people worldwide. The 
stakes could not be higher, and as Jim Skea, IPCC Working Group III Co-Chair, recently said: 
“It’s now or never” (IPCC 2022b, p. 2).

REFERENCES

Bloomfield, J & Steward, F 2020, “The Politics of the Green New Deal”, The Political Quarterly, 
vol. 91, pp. 770-779. 

Borunda, A 2019, „Inequality is decreasing between countries—but climate change is slowing 
progress”, National Geographic, 22 April, viewed 5 June 2021 https://www.national-
geographic.com/environment/article/climate-change-economic-inequality-growing

Burgess, E & Wu, N 2022, “Dems agonise over Manchin’s wish list: Taxes, prescription drugs, 
climate cash”, Politico, 3 March, viewed 16 April 2022, https://www.politico.com/
news/2022/03/02/joe-manchin-democrat-bill-taxes-00013246 

Fyson, C, Geiges, A, Gidden, M, Srouji, J,& Schumer, C 2021, “Closing the Gap: The impact 
of G20 climate commitments on limiting global temperature rise to 1.5C”, Climate 
Analytics, World Resources Institute. https://climateanalytics.org/media/closingth-
egap_web.pdf

European Commission 2019a, Speech by President von der Leyen on the occasion of the COP25 
in Madrid, media release, European Commission, 2 December, https://ec.europa.eu/
commission/presscorner/detail/en/speech_19_6651

European Commission 2019b, Communication from the Commission to The European Parlia-
ment, The European Council, The Council, The European Economic and Social Committee 
and The Committee of The regions. The European Green Deal. COM/2019/640 final, 11 
December 2019, https://eur-lex.europa.eu/resource.html?uri=cellar:b828d165-1c22-
11ea-8c1f-01aa75ed71a1.0002.02/DOC_1&format=PDF

European Commission 2020a, Financing the green transition: The European Green Deal Invest-
ment Plan and Just Transition Mechanism, 14 January, viewed 15 April 2022, https://
ec.europa.eu/commission/presscorner/detail/en/ip_20_17

European Commission 2020b, The European Green Deal Investment Plan and Just Transition 
Mechanism explained, 14 January, viewed 15 April 2022, https://ec.europa.eu/com-
mission/presscorner/detail/en/ip_20_17 

https://www.nationalgeographic.com/environment/article/climate-change-economic-inequality-growing
https://www.nationalgeographic.com/environment/article/climate-change-economic-inequality-growing
https://www.politico.com/news/2022/03/02/joe-manchin-democrat-bill-taxes-00013246
https://www.politico.com/news/2022/03/02/joe-manchin-democrat-bill-taxes-00013246
https://climateanalytics.org/media/closingthegap_web.pdf
https://climateanalytics.org/media/closingthegap_web.pdf
https://ec.europa.eu/commission/presscorner/detail/en/speech_19_6651
https://ec.europa.eu/commission/presscorner/detail/en/speech_19_6651
https://eur-lex.europa.eu/resource.html?uri=cellar:b828d165-1c22-11ea-8c1f-01aa75ed71a1.0002.02/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:b828d165-1c22-11ea-8c1f-01aa75ed71a1.0002.02/DOC_1&format=PDF
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_17
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_17
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_17
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_17


53

European Commission 2021, “Special Eurobarometer 513”, Eurobarometer Surveys, viewed 
10 April 2022, https://europa.eu/eurobarometer/surveys/detail/2273. 

European Commission 2021, European Green Deal: Commission proposes transformation of 
EU economy and society to meet climate ambitions, 14 July, viewed 12 April 2022, 
https://ec.europa.eu/commission/presscorner/detail/en/ip_21_3541

European Commision 2022, Communication from the Commission to the European Parliament, 
the European Council, the Council, the European Economic and Social Committee and 
the Committee of the Regions. REPowerEU: Joint European Action for more affordable, 
secure and sustainable energy. COM(2022) 108 final, 8 March, https://eur-lex.euro-
pa.eu/resource.html?uri=cellar:71767319-9f0a-11ec-83e1-01aa75ed71a1.0001.02/
DOC_1&format=PDF 

European Commission n.d., The 2021-2027 EU budget – What’s new?, viewed 13 April 2022, 
https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/
whats-new_en

Friedman, T 2007, “A warning from the garden”, The New York Times, 19 January, viewed 10 
April 2022, https://www.nytimes.com/2007/01/19/opinion/19friedman.html.

Interagency Working Group on Coal and Power Plant Communities and Economic Revitaliza-
tion 2021, Initial Report to the President on Empowering Workers Through Revital-
ising Energy Communities, viewed 15 April 2022, https://netl.doe.gov/sites/default/
files/2021-04/Initial%20Report%20on%20Energy%20Communities_Apr2021.pdf

Intergovernmental Panel on Climate Change IPCC 2022a, Press Release 2022/15/PR, 4 April, 
viewed 16 April 2022 https://www.ipcc.ch/site/assets/uploads/2022/04/IPCC_AR6_
WGIII_PressRelease_English.pdfIntergovernmental Panel on Climate Change IPCC 
2022b, Press Release 2022/08/PR, 28 February, viewed 29 March 2022 https://www.
ipcc.ch/report/ar6/wg2/downloads/press/IPCC_AR6_WGII_PressRelease-English.pdf 

Körner, K. & Böttcher, B 2020, “Financing the EUs recovery: Increased budget ceiling and 
(new) EU revenues”, Deutsche Bank Research: EU Monitor. https://www.dbresearch.
com/PROD/RPS_EN-PROD/PROD0000000000510750/Financing_the_EU%27s_
recovery%3A_Increased_budget_ceil.pdf?undefined&realload=FckP9K084FkI2290ie
qBLH1vRgyfIMxUHW2~mvxP/pwcSEt9Q9TNqYzWA7LHkagy.

Matti C, Rissola, G, Martinez, P, Bontoux, L, Joval, J, Spalazzi, A, Fernandez, D 2022, Co-creation 
for policy: Participatory methodologies to structure multi-stakeholder policymaking 
processes, Matti, C & Rissola, G [Manuscript to be published in 2022].

POLITICO-Harvard T.H. Chan School of Public Health poll 2022, At the Beginning of the 2022 
Congress, where is the Public on the importance of Build Back Better Legislation, viewed 
14 April 2022, https://cdn1.sph.harvard.edu/wp-content/uploads/sites/94/2022/01/
Politico-HSPH-Jan-2022-poll-report-011822.pdf

https://europa.eu/eurobarometer/surveys/detail/2273
https://ec.europa.eu/commission/presscorner/detail/en/ip_21_3541
https://eur-lex.europa.eu/resource.html?uri=cellar:71767319-9f0a-11ec-83e1-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:71767319-9f0a-11ec-83e1-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:71767319-9f0a-11ec-83e1-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/whats-new_en
https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/whats-new_en
https://www.nytimes.com/2007/01/19/opinion/19friedman.html
https://netl.doe.gov/sites/default/files/2021-04/Initial%20Report%20on%20Energy%20Communities_Apr2021.pdf
https://netl.doe.gov/sites/default/files/2021-04/Initial%20Report%20on%20Energy%20Communities_Apr2021.pdf
https://www.ipcc.ch/site/assets/uploads/2022/04/IPCC_AR6_WGIII_PressRelease_English.pdf
https://www.ipcc.ch/site/assets/uploads/2022/04/IPCC_AR6_WGIII_PressRelease_English.pdf
https://www.ipcc.ch/report/ar6/wg2/downloads/press/IPCC_AR6_WGII_PressRelease-English.pdf
https://www.ipcc.ch/report/ar6/wg2/downloads/press/IPCC_AR6_WGII_PressRelease-English.pdf
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000510750/Financing_the_EU%27s_recovery%3A_Increased_budget_ceil.pdf?undefined&realload=FckP9K084FkI2290ieqBLH1vRgyfIMxUHW2~mvxP/pwcSEt9Q9TNqYzWA7LHkagy.
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000510750/Financing_the_EU%27s_recovery%3A_Increased_budget_ceil.pdf?undefined&realload=FckP9K084FkI2290ieqBLH1vRgyfIMxUHW2~mvxP/pwcSEt9Q9TNqYzWA7LHkagy.
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000510750/Financing_the_EU%27s_recovery%3A_Increased_budget_ceil.pdf?undefined&realload=FckP9K084FkI2290ieqBLH1vRgyfIMxUHW2~mvxP/pwcSEt9Q9TNqYzWA7LHkagy.
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000510750/Financing_the_EU%27s_recovery%3A_Increased_budget_ceil.pdf?undefined&realload=FckP9K084FkI2290ieqBLH1vRgyfIMxUHW2~mvxP/pwcSEt9Q9TNqYzWA7LHkagy.
https://cdn1.sph.harvard.edu/wp-content/uploads/sites/94/2022/01/Politico-HSPH-Jan-2022-poll-report-011822.pdf
https://cdn1.sph.harvard.edu/wp-content/uploads/sites/94/2022/01/Politico-HSPH-Jan-2022-poll-report-011822.pdf


54

Stern, N 2006, Stern Review Report on the Economics of Climate Change, London, HM Treasury, 
Cabinet Office, https://webarchive.nationalarchives.gov.uk/ukgwa/20100407172811/
https:/www.hm-treasury.gov.uk/stern_review_report.htm

The Biden Plan to Build a Modern, Sustainable Infrastructure and an Equitable Clean Energy 
Future 2020, viewed 12 April 2022, https://joebiden.com/clean-energy/

The Carbon Brief n.d., database, viewed on 1 December 2020, https://www.carbonbrief.org/
interactive-map-historical-emissions-around-the-world. 

The White House 2021, The Build Back Better Framework. President Biden’s Plan to rebuild the 
middle class, viewed 14 April 2022, https://www.whitehouse.gov/build-back-better/

The White House 2022, FACT SHEET: United States and European Commission Announce 
Task Force to Reduce Europe’s Dependence on Russian Fossil Fuels, 25 March, viewed 
on 4 May 2022, https://www.whitehouse.gov/briefing-room/statements-releas-
es/2022/03/25/fact-sheet-united-states-and-european-commission-announce-task-
force-to-reduce-europes-dependence-on-russian-fossil-fuels/ 

Tyson, A, Funk, C & Kennedy, B 2022, “Americans Largely Favor U.S. Taking Steps To Become 
Carbon Neutral by 2050”, Pew Research Center, 1 March, viewed 10 April 2022, 
https://www.pewresearch.org/science/2022/03/01/americans-largely-favor-u-s-tak-
ing-steps-to-become-carbon-neutral-by-2050/

US Congress 2019, “Recognising the duty of the federal government to create a green new 
deal’, H.Res.109, 116th Congress, First Session, February 2019, viewed 15 April 2022, 
https://www.congress.gov/bill/116th-congress/house-resolution/109

US Department of the Treasury 2021, The made in America Tax Plan, https://home.treasury.
gov/system/files/136/MadeInAmericaTaxPlan_Report.pdf

Zandi, M, Yaros, B 2021, “Macroeconomic Consequences of the Infrastructure Investment 
and Jobs Act & Build Back Better Framework”, Moody’s Analytics, macroeconomic-
consequences-of-the-infrastructure-investment-and-jobs-act-and-build-back-better-
framework.pdf (moodysanalytics.com)

Zhao Q, et al., 2021, “Global, regional, and national burden of mortality associated with non-
optimal ambient temperatures from 2000 to 2019: a three-stage modelling study”, 
Lancet Planet Health, vol. 5, pp. 415–425.

https://webarchive.nationalarchives.gov.uk/ukgwa/20100407172811/https:/www.hm-treasury.gov.uk/stern_review_report.htm
https://webarchive.nationalarchives.gov.uk/ukgwa/20100407172811/https:/www.hm-treasury.gov.uk/stern_review_report.htm
https://joebiden.com/clean-energy/
https://www.carbonbrief.org/interactive-map-historical-emissions-around-the-world
https://www.carbonbrief.org/interactive-map-historical-emissions-around-the-world
https://www.whitehouse.gov/build-back-better/
https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/25/fact-sheet-united-states-and-european-commission-announce-task-force-to-reduce-europes-dependence-on-russian-fossil-fuels/
https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/25/fact-sheet-united-states-and-european-commission-announce-task-force-to-reduce-europes-dependence-on-russian-fossil-fuels/
https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/25/fact-sheet-united-states-and-european-commission-announce-task-force-to-reduce-europes-dependence-on-russian-fossil-fuels/
https://www.pewresearch.org/science/2022/03/01/americans-largely-favor-u-s-taking-steps-to-become-carbon-neutral-by-2050/
https://www.pewresearch.org/science/2022/03/01/americans-largely-favor-u-s-taking-steps-to-become-carbon-neutral-by-2050/
https://www.congress.gov/bill/116th-congress/house-resolution/109
https://home.treasury.gov/system/files/136/MadeInAmericaTaxPlan_Report.pdf
https://home.treasury.gov/system/files/136/MadeInAmericaTaxPlan_Report.pdf
https://www.moodysanalytics.com/-/media/article/2021/macroeconomic-consequences-of-the-infrastructure-investment-and-jobs-act-and-build-back-better-framework.pdf
https://www.moodysanalytics.com/-/media/article/2021/macroeconomic-consequences-of-the-infrastructure-investment-and-jobs-act-and-build-back-better-framework.pdf
https://www.moodysanalytics.com/-/media/article/2021/macroeconomic-consequences-of-the-infrastructure-investment-and-jobs-act-and-build-back-better-framework.pdf


55

4. The Influence of the Biden Plan on the Two-Pillar 
International Tax Agreement
José Luis Escario

4.1. Introduction

With the arrival of the Biden Administration to power, global negotiations on the international 
tax architecture have done a 180-degree turn. These had already started in 2013, when discus-
sions began on the programme to fight “Base Erosion and Profit Shifting” (BEPS Plan), led by 
the OECD under the G20 mandate.

BEPS started off with an ambitious objective: getting rid of the loopholes in the international 
tax system from a multilateral approach. The programme’s main goal was to holistically coordi-
nate several measures that had previously been scattered throughout a variety of regulations, 
while at the same time updating any regulations that had been rendered obsolete through 
the effects of globalisation and the digital era.

But it soon became clear that the endeavour was not going to be that easy and the lack of 
consensus left several key issues unresolved. And so the first BEPS round drew to a close in 
December 2015, with the key issue of taxation of the digital economy still pending. 

Against this backdrop, a second negotiation process, BEPS2, began. This time, the forum for 
discussion was located in an enlarged OECD, in the so-called Inclusive Framework, which 
brings together not only OECD member countries, but also a number of developing nations 
(137 members in total). 

In 2018 and 2019, various documents came out of the Inclusive Framework dedicated to 
achieving more effective taxation of the digital economy. However, it was not until October 
2020 that three fundamental documents were published, which already contained concrete 
and elaborated solutions on the subject: the blueprints of Pillars I and II and the analysis of 
their economic impact. These documents are the ones that have actually served as the basis 
for the final text of the recently reached international tax agreement. The agreement was 
signed in October 2021 under the Inclusive Framework, following pre-agreements on the is-
sue by the G7 and G20. A new paradigm of international taxation centred on the “two-pillar 
system” is now being implemented worldwide, an analysis of which will be discussed below.

But before reaching that point, the BEPS2 negotiations ran seriously aground when the Trump 
Administration decided to abandon them mid-2020. It should be kept in mind that the US is 
home to most of the world’s digital economy giants so that without this country any agree-
ment on the matter would lose a large part of its scope.

However, with President Biden’s assuming office in January 2021, the US will go from being 
the main obstacle to the negotiations on a new international fiscal architecture to their leader. 
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The need to finance the new president’s Covid-19 recovery agenda, known as the ‘Biden Plan’, 
had much to do with the US government’s change of tack. The increase in military expendi-
tures as a result of the war in Ukraine has only bolstered this trend, given the need to find 
even more public resources to meet the new budgetary needs.

Unlike after the Great Recession of 2008, this time, faced with a pandemic, the US and the EU 
have followed similar exit strategies. Both sides of the Atlantic have opted for Keynesian fiscal 
policies and to implement macro-stimulus plans of unprecedented magnitudes in recent times. 

This is a major development, especially on the Europeans. The reader should recall that the 
EU decided to pursue, albeit not very successfully, austerity policies to deal with the sovereign 
debt crisis. A good example of this change of course is the Next Generation EU (NGEU) program, 
which will involve the largest mobilisation of public resources in the history of European integra-
tion over the next few years (EUR 750 billion, including grants and highly favourable loans). In 
terms of European GDP, the fiscal effort the EU will make in 2020, 2021 and 2022 is around 18%.

Several voices are now advocating for a ‘NGEU 2’ to address, with a strategy similar to the one 
the EU adopted for the pandemic, the major public expenditure that the challenges of the war 
in Ukraine will mean for Europe. 

Even so, the magnitudes of Biden’s stimulus program, at least in its initial sketches, overshad-
ow even those of the NGEU. If successful, they would entail fiscal support of around 25% of 
the country’s GDP. The main themes of the ambitious plan will be described below.

It should be noted that both the NGEU and the Biden Plan are not just funds to soften the 
blow of the economic consequences of the pandemic and restore the pre-pandemic growth 
level. In both cases, there is a transformative and reformist orientation that aims to acceler-
ate the processes of digital, ecological and socio-economic transition. It is a matter of taking 
advantage of the crisis as an opportunity to transform the productive model. And therein the 
name “Build Back Better” that Biden has chosen to designate his recovery programme.

The US plan does, however, have a stronger societal component. It is true that Europe, with a 
more developed welfare state, has long had some of the social coverage that the Build Back 
Better Plan now intends to implement.

We must recognise, regardless, the originality of the Biden Plan in resorting to the formula of 
direct aid to cover the needs of the most vulnerable in society in the face of the crisis. A clear 
case in point are the ‘family vouchers’ that have been distributed to parents with children in 
precarious economic situations. This makes a considerable contribution to making the state’s 
recovery efforts more visible to the public.

4.2. The funding of the Biden Plan and the American Fiscal Plan

The increase in public investments that will result from the recovery described above, as 
well as the new defence spending from the war in Ukraine, have increased the need for new 
resources. The ‘American Fiscal Plan’ prepared by the US Administration, although still pend-
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ing approval, foresees several ways to address this. Firstly, to develop a more effective fight 
against tax avoidance and evasion, a growing phenomenon in the globalised and digital world. 
Secondly, some taxes on higher incomes and large companies are expected to be increased. 
They are the ones most frequently under-taxed due to their greater possibilities for tax plan-
ning and gaining ad hoc tax benefits.

In particular, the ‘American Families Plan’, the centrepiece of Biden’s ambitious social agenda, 
is slated to be financed through an increase in capital gains and personal income and wealth 
taxes. In the latter two cases, the increase would be focused on high net worth individuals 
and the very highest incomes.

In the same vein, Biden’s recently presented budget proposal, which contemplates a 4% in-
crease in military spending to address the war in Ukraine, has proposed the creation of a new 
20% tax on the income of the wealthiest individuals (households with incomes over USD 100 
million).

But both the viability of Biden’s social agenda and his tax plan will depend to a large extent on 
negotiations with the Republican Party, negotiations that are expected to remain at a stale-
mate until the November 2022 midterm elections.

Even if both plans were to go ahead, it seems clear that their initial high hopes would be con-
siderably lowered as a result of the negotiation process between the two parties.

But the piece of the Build Back Better with the best prospects of finally succeeding, and the 
one that has served as the main impetus for the advancement of international fiscal negotia-
tions, is the ‘Infrastructure Investment and Jobs Act’. 

Its aim is to revive the economy and create jobs by counteracting the deficit that the US has 
had in the infrastructure sector since the 1970s. Several lines of action are planned, such as 
the reconstruction of roads and bridges, the improvement and expansion of the electricity 
grid, the deployment of 5G and broadband, as well as the expansion of electric vehicles to 
areas such as school buses. 

The Biden Administration’s idea is that the infrastructure deal will be powered by an increase 
in the corporate tax rate for large companies. It would entail an increase in the tax rate on 
their profits from the current 21% to 28%, with the notable exception of profits earned by US 
companies abroad, which would be subject to 21%.

And this is where the US government needs international coordination, with measures to 
mitigate tax competition between countries. Otherwise, it would risk that, given this type of 
income’s high mobility, establishing the 21% tax rate for foreign-sourced corporate earnings 
would place US companies at a competitive disadvantage relative to those based in other 
territories. Or even worse, that the 21% rate cause an artificial transfer of corporate profits 
obtained in the US to other ‘tax avoidant’ jurisdictions.
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4.3. Pillar II of the international tax agreement: a global minimum 
taxation for large multinationals

The above explains the US’s strong interest in quickly reaching a consensus on Pillar II of the 
international tax agreement. The purpose of Pillar II is to set a floor for tax competition be-
tween jurisdictions and to pull the growing race to the bottom in national corporate tax rates 
up short.

After intense discussions, in October 2021 an effective minimum taxation of 15% was agreed 
under the Inclusive Framework for large Multinational Corporations (MNCs). The rules that 
make up this second pillar, also known by the acronym GLOBE (Global Anti-Base Erosion 
Rules), aim to ensure that MNCs pay a sort of universal minimum tax. And that they do so as 
a transnational group as a whole, rather than as the individual companies that make up the 
group in isolation. 

This is an important development, as it departs from a principle that has hitherto been un-
questionably accepted in both the OECD and the EU: the arms length principle. Under this 
idea, the different companies comprising the multinational group are treated as independent 
companies in each country in which they operate. However, this principle is often a legal 
fiction, since economic reality shows us that transnational groups usually operate under a 
shared management and have a common strategy for the entire organisation. Breaking with 
the arms length principle and considering the group as a whole makes the artificial artificial 
profit shifting between parent company and subsidiaries as a result of their intra-group opera-
tions more difficult. 

Another key point of Pillar II is that it refers to an ‘effective’ minimum taxation rate, and not 
the statutory rate). The nuance is not a gratuitous one, since the former is calculated after 
deducting tax incentives and other tax benefits provided for in national regulations. Often, 
these are specifically designed to attract into their own territory certain MNCs or certain types 
of highly mobile income, such as royalties and other kinds of high-value intellectual property. 
The reference to the effective rate in setting the minimum taxation is therefore a more real-
istic way of ensuring that MNCs pay their fair share in taxes in each country in which they do 
business. 

A third positive aspect of Pillar II, this time clearly attributable to the Biden Administration’s 
work, is that the companies affected by it are not limited to the large tech sector, mostly 
American. Large companies in all economic sectors have finally been included in the new regu-
lation. When the BEPS2 process began, it should be recalled, the negotiations were mainly 
limited to the issue of under-taxation of the digital sector and it has been in this final phase 
of the process that the agreement’s scope has been broadened.

However, not all aspects of this two-pillar agreement are praiseworthy. For example, the 
Biden Administration aspired, along with other countries like France and Argentina, to set 
a minimum tax rate of 21%. Some organisations such as the Independent Commission for 
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International Corporate Tax Reform, the Intergovernmental Group of 24 and the African Tax 
Administration Forum have even advocated for a minimum rate of 25%.

The final percentage of 15% was a disappointment for the most ambitious parties. This is 
partly explained by the stiff resistance that countries such as Ireland and Singapore, with 
fairly low tax rates and which make tax competition one of the cornerstones of their economic 
policy, have put up. These countries wanted to avoid at all costs a minimum rate far from the 
one they have in their own regulations (12.5% in the case of Ireland) to not lose their appeal 
as territories offering ‘favourable taxation’. However, for classic tax havens, with zero or near-
zero tax rates, the Inclusive Framework agreement will be a serious setback, as will be seen 
in the section below.

This point of the minimum percentage of taxation set in the end has important repercussions 
for tax collection. The European Tax Observatory estimates that a minimum rate of 21% would 
have meant around EUR 100 000 million more revenue for the EU, compared to current col-
lection levels. A 15% rate, on the other hand, will cut this increase in income in half.

4.3.1. Operating rules for the overall minimum rate

Pillar II has several mechanisms that allow tax jurisdictions to re-tax those economic capacities 
that have gotten away from them through tax avoidance.

If a jurisdiction offers an effective rate below the internationally agreed 15%, then certain Pil-
lar II rules are triggered. First, there is the Income Inclusion Rule, which allows the residence 
jurisdiction (headquarters of the group’s main parent company) to recover the income of the 
unsettled tax. For this purpose, this jurisdiction imposes a top-up tax on the transnational 
group as a whole, which covers the difference between the rate actually paid by the MNC and 
the minimum tax rate (15%). So, for example, if an MNC with its parent company in Spain were 
to be taxed at only a 1% tax rate thanks to the advantages offered in a tax haven, the Spanish 
tax authorities could tax the artificially diverted profits at a rate of 14%. In this way MNCs lose 
the incentive to relocate their profits to jurisdictions with very low rates to reduce their taxes. 

The mechanism described above has not been without controversy, however, since it will 
result in a large part of the amounts recovered through minimum taxation going to rich coun-
tries (G7 members and EU member states). These countries will be the main ones that will 
be able to activate the Income Inclusion Rule because it is in them that the headquarters of 
multinational groups are most frequently located (residence principle). 

Pillar II has also included the Subject to Tax Rule (STR), to mitigate, if only partially, this bias 
in favour of resident countries and to the detriment of source countries (those where the 
MNC does business). Most low-income countries tend to fall into this category. The STR lets 
the source country collect a top-up tax when a subsidiary of a multinational makes payments 
particularly susceptible to tax avoidance, such as royalties or interest payments, to another 
company in the group (located in a territory with a tax rate under 9%). 
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4.3.2. Other shortcomings of Pillar II: the proliferation of exceptions to the general 
15% rule and a very high application threshold

But it is not even ensured in all cases that large MNCs will pay the discreet 15% rate. The in-
ternational agreement contains the so-called ‘substance carve-out’. These are exceptions that 
allow companies to pay a tax rate under 15% under certain conditions (that the companies 
have a large number of employees or tangible assets such as factories and machinery). In this 
way, companies will be able to exclude from the top-up tax income that is at least 5% of the 
value of tangible assets and 5% of payroll. 

This is not a minor issue, since the application of this type of exception, which is possible during a 
10-year-long transitional period, could in certain cases reduce the minimum tax rate of 15% by 30%.

Finally, another aspect of the minimum taxation agreement that could be improved has to do 
with the small number of companies affected by the regulation. Pillar II only applies to groups 
of MNCs that have a combined annual group turnover of at least EUR 750 million based on 
consolidated financial statements.

That means that the global agreement will limit its scope to the most profitable large com-
panies. In fact, it is going to affect an estimated 10 to 15% of the world’s MNCs, i.e. no more 
than 100 corporate giants.

4.3.3. Transposition of Pillar II into European law 

The EU intends to lead the process of implementing the international tax agreement reached 
and become one of the first areas in the world to apply it. The Commission has already rushed 
to present a proposal for a directive on minimum taxation (Pillar II).

However, it should be borne in mind that the transposition of the agreement requires unanim-
ity in the Council to move forward, something that was not possible at the ECOFINs in March 
and April 2022. In April, the Commission modified its proposal and, as a result, overcame the 
opposition of all the reluctant member states, except for Poland. Poland argued that until the 
Commission’s proposal on Pillar I (distribution of taxing rights rights) is known, no progress 
should be made in the transposition of Pillar II. This will slow the entire process down, since 
the presentation of the community initiative on Pillar I is still waiting on resolution of the final 
technical details and the signing of a Multilateral Convention on the subject in 2022. 

In the US, there is even more uncertainty as to whether ratification of the two-pillar agree-
ment (especially Pillar I) will actually happen. In this case, we will also have to wait at least 
until the results of the midterms in November to clear up the unknowns.

The transposition of Pillar II into EU law should be an opportunity to fill some of the gaps 
described above. First, member states should be allowed to go higher than the agreed 15%. 
Otherwise, the less ambitious countries would end up getting their way and dragging the rest 
down to considerably lower rates.
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Secondly, lowering the revenue threshold mentioned above (MNCs with a turnover of more 
than EUR 750 million) to include more companies in the scope of Pillar II would be important. 
One could even envisage the existence of various thresholds depending on the size of the 
economy the MNC operates in. This greater flexibility would allow certain developing coun-
tries (DCs) with small or medium-sized markets to maintain more acceptable collection levels 
than those currently envisaged. 

4.4. Pillar I of the international tax agreement: the creation  
of a supplementary nexus for the digital economy  
and the re-allocation of new taxing rights between countries

Unlike what has happened with Pillar II, where the most intense impetus came from the 
United States, the interest in moving forward with Pillar I comes more from the large Euro-
pean countries. These are the ones that together with the DCs have suffered the most from 
under-taxation in their territory by the digital giants.

It can therefore be said that Pillar I and Pillar II are part of an inseparable negotiation pack-
age, in which one part would probably not have been approved in the absence of the other. 
The United Kingdom, for instance, was reluctant to approve Pillar II, but finally adhered to the 
global agreement because it was in its interest that Pillar I go ahead. 

On the other hand, it should be remembered that the agreement on Pillar I is the result of a 
long negotiation process dating back to the beginning of the BEPS1 (2013). Indeed, during the 
discussion on BEPS Action 1, various alternatives were already being considered to meet the 
tax challenges of an increasingly buoyant digital economy.

Essentially, there was a growing awareness that the current international tax rules, mostly de-
signed in the early 20th century, were being rendered obsolete, especially after the emergence 
of the digital economy. As a result, digital companies have enjoyed a competitive advantage 
over brick-and-mortar companies providing similar services. 

The explanation for this anomaly is as follows. According to classical international taxation 
rules, the nexus that justifies that the profits of a MNC with its main headquarters in another 
country can be taxed by the jurisdiction where it carries out its activity (source jurisdiction), 
is that that company has ‘sufficient physical presence’ there, support associated with the 
MNC having a ‘fixed place of business’ (branches, offices or factories, among other things). It 
is understood that only in this way does the economic activity of the MNC in the territory in 
question have enough consistency to be taxable. 

However, large digital companies can easily operate, and generate huge profits, from outside 
the territory where they earn them through servers or search engines, for example. This al-
lows them to avoid the creation of an entry point (permanent establishment) that subjects 
their profits to taxation in the markets where they do business. This circumstance greatly 
facilitates the relocation of those profits to tax-favourable jurisdictions. 
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The paradigm of the phenomenon described above can be found in the so-called GAFA 
(Google, Amazon, Facebook and Apple), with business models that require little to no physi-
cal presence in the market jurisdictions.

Some large tech companies, such as Facebook or Google (now Alphabet), generate enormous 
value thanks to collecting and exploiting data from the regular monitoring of the (free) activity 
of internet users. The sale of advertising space to advertisers earns them huge profits, espe-
cially in the field of targeted advertising.

Other industry giants such as Amazon capture customers from thousands of miles away 
through websites where they offer their products and services. Customers can purchase them 
from anywhere through an electronic device with an internet connection. 

Hence the need, which Pillar I aims to address, to design a supplementary taxation nexus that 
takes into account the digital economy’s new business models. Models characterised, as we 
have seen, by new ways of creating value, which are based more on user contributions and the 
value of data than on the physical presence of the company where its customers are located.

The Big Tech companies have not shown, at least formally, much opposition to the global 
agreement of the two pillars. They have, however, to the implementation of national digital 
taxes, such as those in France, Italy, or Spain. They argue that introducing these unilateral 
measures country by country breaks with the aspiration of a European Digital Single Market, 
so important for digital businesses (large and small) to grow and compete globally. On the 
other hand, these national taxes may, according to GAFA, have the opposite effect to the one 
intended, as the large companies concerned will tend to pass on the additional costs incurred 
due to the new taxes to domestic SMEs and users.

Once the issue of the supplementary nexus for the digital economy has been resolved, Pillar 
I addresses the no less complex question of how to re-allocate taxing rights that arise after 
application of the new regulations between countries. 

In this regard, it should not be forgotten that most of the companies affected by the content 
of Pillar I conduct their business globally and that, consequently, there are usually numerous 
jurisdictions involved in this tax allocation.

In short, the purpose of Pillar I is to determine what portion of the profits subject to the new 
taxation is allocated to the market jurisdictions (where the users are) and what percentage is 
allocated to the residence jurisdiction (where the parent company is). To do so, Pillar I resorts 
to the modified residual profit split mechanism, which takes into account the nature of the 
new digital activities and the importance of the assignment of intangibles in certain MNCs’ 
tax avoidance schemes.

This is a mechanism that has been difficult to reach a consensus on, since the divergent inter-
ests of a number of countries have had to be reconciled. This is why the Inclusive Framework 
agreement has prioritised reaching a consensus, albeit a minimal one and even if there have 
not been ideal solutions found for some technical issues.
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In this regard, a first weakness of the Pillar I agreement is that to operationalise the tax base 
sharing formula chosen a complex distinction is made between routine corporate profits and 
residual profits. These are highly complex and indeterminate legal concepts that are prone to 
create confusion when applied.

But, above all, it is regrettable that only a tiny fraction of the global profits of the digital giants 
will be re-allocated from applying Pillar I. Specifically, 25% of the MNCs’ global profits will be 
redistributed to the market jurisdictions (where consumers and users are located), provided 
that the MNC obtains, in addition, a profitability of over 10% in those destination markets.

In short, the taxing rights re-allocation formula finally chosen has prioritised the aforemen-
tioned residence principle and, to a lesser extent, the sales factor. Other key factors in the 
generation of profits, such as employment (number of workers and salary) and assets held by 
the MNC in the country in question, have been marginalised.

In this way, the chosen mechanism differs from the profit allocation formulas used by major 
federal systems, such as the US’s. There, the ‘formulary apportionment system’ is used to inter-
nally allocate the tax bases among the various states where the multinational has a presence.

The CCCTB proposal itself, now renamed the BEFIT proposal,10 provides for a predetermined 
profit split formula composed of the three parameters mentioned above (sales, assets and 
jobs), each weighted equally. Other factors should now be included in this formula to adapt it 
to the peculiarities of the digital economy, such as the value of data and the intensity of user 
participation. 

The Commission’s CCCTB proposal, which has already been unsuccessfully presented twice, 
is inspired by legislation that has been working successfully in the US for decades. Experience 
has shown that formulary apportionment is the most effective system to disable corporate 
tax avoidance schemes. It is also the one that best reflects the contribution of each company 
that makes up the MNC (parent companies and subsidiaries) to the generation of value of the 
transnational group. This method also has the virtue of being based on objective parameters, 
closer to the company’s real economic activity than certain accounting techniques currently 
used by most countries.

Conclusions

It is to be hoped that the important, albeit insufficient, measures contained in Pillars I and II 
of the international tax agreement signed in October 2021 will be implemented as soon as 
possible, both at the global and the European level.

We are in an emergency situation, with several polycrises underway and the post-pandemic 
recovery at stake. The recovery has been particularly threatened by a sharp rise in inflation 

10  Common Consolidated Corporate Tax Base and Business in Europe: Framework for Income Taxation.
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for months and is now even more strained by the rise in energy and commodity prices from 
the war in Ukraine. 

All these factors should be the catalyst for a qualitative leap in the fight against corporate 
tax avoidance, which drains so much revenue from public coffers, as well as contributing to a 
serious increase in inequality.

Unlike what happened during the 2008 crisis, this time the effort required to achieve a ‘gradu-
al’ fiscal consolidation cannot fall mainly on the middle classes (employees, the self-employed 
and SMEs), with a very limited margin to reduce their tax burden through fiscal engineering 
manoeuvres.

The two-pillar agreement fills a particularly important gap in this context. It is deliberately aimed 
at big companies who are often under-taxed due to the high mobility of the income they gener-
ate and their ability to place it in those jurisdictions that are most convenient for them fiscally. 

Several of the companies affected by the new Inclusive Framework regulation have come out 
of the pandemic crisis quite successfully. The digital economy, which often allows having no 
physical contact with the customer, has shown itself to be more resilient than other sectors 
to the restrictions imposed during the Covid-19 crisis.

The viability of the NGEU and the Biden Plan will depend to a large extent on the effective-
ness of the tax measures discussed above. While it is true that the debt financing conditions 
in the markets obtained by the US and the EU to face the pandemic are excellent, it has to 
be acknowledged that, sooner or later, the debt contracted on both sides of the Atlantic will 
have to be repaid.

On the other hand, the philosophy of the American Fiscal Plan, with a plethora of unknowns still 
to be worked out from the point of view of its processing but already mature in terms of its de-
sign, should push the EU to be more ambitious in the search for new own resources. This seems 
to be the most appropriate way to deal with repaying the common European debt, generated on 
the occasion of the NGEU. Adopting a more comprehensive basket of European taxes than the 
one proposed so far would be prudent (Interinstitutional Agreement of 16 December 2020). Ad-
equately taxing the digital economy and a more effective fight against tax avoidance by large MNCs 
(the two parts of the recent international tax agreement) should play a decisive role in this regard. 

Finally, the transposition of the two-pillar global agreement into EU legislation should be taken 
advantage of to improve as many aspects as possible at that time. This is notwithstanding the 
more far-reaching reforms being undertaken in the medium term to remedy the agreement’s 
more serious defects, including, no doubt, a new distribution, one more favourable to the DCs, 
of taxing rights between countries. 

All of the above should not prevent us from recognising that the international tax agreement 
signed is an important step in the process of revising the international tax system. If is a sea 
change in the trend of the last thirty years towards unbridled international tax competition. 
This is extremely harmful to the health of public finances at a time when the need for new 
resources for states is more pressing than ever.
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5. Biden’s ‘Foreign Policy for the Middle Class’; 
achievements, failures, and the consequences of 
the Ukraine war
Vicente Palacio

5.1. US Foreign Policy after Trump: a “progressive” shift at home  
and abroad

The Donald Trump administration ended on January 20, 2022, after severe turbulence in 
American politics not seen since the Civil War, ushering in a period marked by the collec-
tive trauma of the riot of January 6. President Biden immediately announced a fundamen-
tal shift during his first 100 days in office and raised considerable expectations of change. 
Now, approaching the midpoint of President Biden’s first term, the American foreign policy 
doctrine is due an appraisal in the light of its achievements and failures, the response of 
the United States’ main ally, the European Union, or the changes resulting from the war in 
Ukraine.

The idea of a “foreign policy for the middle class” (henceforth FPMC) had its roots in the reali-
sation that the foreign agenda needed to take a turn to satisfy certain needs left uncovered by 
the domestic agenda in the last two decades. Thus, an initial feature of the FPMC is its strongly 
domestic-oriented nature1. It could be said that to a certain extent the partial disconnection 
of the foreign policy agenda from the needs of the American people created by the crisis also 
contributed to the populist wave embodied by Donald Trump and his policies (2016-2020). 
These mainly affected three areas: trade, security, and energy and the environment. The two 
main features of the “age of America First” (Haas, 2021) were trade protectionism and retreat. 
Prior landmark events that paved the way to the FPMC included: the speculative economy 
that burst with the dot.com bubble (2000); the wars in Afghanistan (2001-21) and Iraq (2003-
11); the subprime and financial crisis that began with the Lehman Brothers collapse (2007-10), 
and the COVID-19 pandemic (2020). A common thread is that they all involved members of 
foreign policy, security, or economic elites and that they resulted in a diversion of resources 
that harmed the middle and working classes (military spending versus social spending, etc.). 
This had been very clearly outlined in progressive circles of thought long before the November 
2020 election campaign that would carry the Democratic candidate Joe Biden to victory. Some 

1  The FPMC, as a blueprint for domestic-foreign action, would be transversal in nature. It contains different 
elements of realism, constructivism, or liberal internationalism and cuts across traditional currents of thought 
deeply rooted in American politics. That is the case of the four schools of US foreign policy famously identified 
by Walter Russell Mead: Jeffersonian (isolationism), Hamiltonian and Wilsonian (liberal internationalism), and 
Jacksonian (interventionism). 
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of the authors have risen to prominent positions in the Biden administration. An example of 
this was the future Secretary of State for Defence (Sullivan, 2018)

President Biden’s foreign policy vision was presented as an important shift in US foreign policy 
from the outset of his term of office. It can be taken as a central pillar of the Biden Doctrine. 
It is important to underline that the new approach shares a starting point with the preceding 
populist period. Both are an attempt to reorient the focus by advancing the interests of the 
middle class, of unions, and of workers –American Jobs– while simultaneously defending US 
national security interests. This renewed commitment to the middle classes in post-pandemic 
America, however, does not seek to be merely a Democrats’ version of Trump’s “America First” 
doctrine. Unlike the populist, the new foreign policy would aim to successfully balance do-
mestic and international goals across many domains –social, economic, fiscal, environmental, 
technological, and democracy promotion–, according to a progressive-oriented, multilateral, 
allies-friendly vision (Ahmed, Cutler, et al. 2020). This reorientation is firmly framed in the 
context of a post-Trump era marked by new threats to American interests and increasing 
competition abroad, mainly from China.

A second feature of the FPMC is its strong post-liberal imprint in the socioeconomic sphere, 
and very particularly in the fiscal field. In Biden’s view, improving the economic fortunes of 
the middle class is insurance against a Trumpist revival and a means of strengthening the 
domestic foundations of US diplomacy (Brands, 2022). The idea of justice or rebalancing on a 
domestic level –and consequently on an international level too– plays a key role. In this sense, 
Biden’s social and fiscal compact places clear limits on the globalist approach from the 1990s 
to the present day (Haas, 2021). So-called “Bidenomics” promoted from the start of the first 
term in January 2021 led to the legislative package known as the Build Back Better Act (BBB 
Act), although it was ultimately blocked in the Senate by Republican filibusterism but also by 
Democratic Senator Joe Manchin of West Virginia. All in all, the approval of the initial Ameri-
can Rescue Plan of $1.75 trillion, and the $1.2-trillion bipartisan Infrastructure and Investment 
Act, have changed the course of US economic policy at home and internationally too. This is 
the case of Biden’s legislative initiatives put forward by Treasure Secretary Janet Yellen for tax 
reform (“pay your fair share”), encompassing a fair tax on billionaires and US companies do-
mestically as well as an international agreement on a global tax reform of the digital economy 
in the OECD/G20 framework.

5.2. Testing the foreign policy for the middle class: domestic consensus 
and the international agenda 

An initial appraisal of the middle and working class oriented foreign policy put into practice 
by the Biden administration casts more shadows than light. Conceptually, it seems clear that 
the ambiguity and lack of a precise definition of terms such as “the American people” or 
“middle-working class” regardless of education level, ideology, race, state, leaves too much 
room for generalisation. Consequently, the practical implementation of the FPMC has been 
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problematic on at least two counts. The current FPMC needs a serious test in order to make 
an assessment and to provide further legitimacy and effectiveness to US foreign policy. What 
follows is not intended to be an exhaustive list of achievements and failures of all the issues 
involved in foreign policy, but only seeks to illustrate with a few selected cases the difficul-
ties in making US foreign outreach consistent and effective strictly from viewpoint of the 
principles of the FPMC.

First and foremost is a democratic test. A central theoretical assumption is that the line be-
tween domestic and foreign policy is an artificial one and that it needs to be firmly anchored 
in domestic politics (Ahmed, Cutler, et al. 2020). Equally importantly, if a progressive, trans-
formative foreign policy is to work, a strong domestic consensus is needed (Kupchan and 
Trubowiz, 2021). Bipartisan agreement on democracy, fundamental rights, energy, economic 
and monetary policy, or innovation is a prerequisite for success. Therefore, connecting for-
eign policy to the “needs and aspirations of the American people” would require a strength-
ened consensus on what this principle really means and how it translates into practice, 
not only in Congress (Democrats and Republicans) but also in a fiercely polarised American 
society. However, in this period, social and political polarisation in Congress, as well as the 
fragmentation of diverse policies and laws enacted in the different States, have prevented 
major agreements on a variety of domestic issues. Three of those issues are essential: social 
spending, fiscal policy, and democratic and institutional reform after the January 6 riot. In 
addition to party disputes, the gaps between rural and urban America, Black and white, have 
widened. 

Interestingly, however, in this period the damage to domestic politics has not had a pro-
portional manifestation in concrete foreign action and US strategy abroad, which has been 
less affected by turbulence than the former. Examples of this are the US withdrawal from 
Afghanistan, US policy on China or Putin’s Russia, the transatlantic relationship, strategic 
and trade agreements in the Asia-Pacific area (AUKUS, Quad), or international environ-
mental agreements. The main problem with the FPMC has been elsewhere: the lack of 
domestic consensus and fragmentation in the three policy areas mentioned above have 
tarnished the reputation of the US in Europe and worldwide. The “leading by example” 
principle –another core tenet of Biden’s doctrine for an American renewal– has been per-
manently challenged. 

These complex, not unidirectional domestic-foreign dynamics are illustrated by Biden’s so-
cial and economic policy, which has admittedly become the main reference for a progres-
sive, transformative foreign policy. The FPMC is about connecting the social agenda with 
trade, technical, military, and environmental policies abroad (Blinken, 2021). The FPMC has 
at its core the idea of a “New Deal” (social, fiscal, environmental) inspired by the expan-
sionary social and economic programs of F.D. Roosevelt or the Great Society of Lyndon B. 
Johnson. Yet Biden’s attempts to implement a Democratic social and fiscal compact have 
had a hard reality check. In just over 18 months (January 2021 to June 2022) the initial 
promise a “fiscal revolution” has been downscaled in scope, ambition, and cost. Biden’s 
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plan was intended to reverse Trump’s regressive tax reform of 2017 by imposing “pay your 
fair share” on corporations, the 700 super-rich, or the large estates. The goal was to finance 
the debt generated by the social and environmental plans and rebuild the middle-working 
class in the process. The current defeat of the BBB Act on the domestic front stands in 
stark contrast to the global agreement on the taxation of multinationals secured at the G20 
summit in Rome on October 30 and 31, 2021, in line with OECD Pillars I (profit sharing), 
and II (minimum taxation of 15%). While ratification of the agreement is pending in the US 
Congress, there appears to be no fundamental disagreement that would thwart its final 
approval. Even the large GAFAM corporations have spoken out in favour of an agreement 
that provides legal stability and predictability to their businesses. Here, then, the domestic 
difficulties for tax reform do not necessarily exist in the international arena, leaving the door 
open for further reform. 

Another case is the current US trade policy, which enjoys greater consensus than domestic 
tax reform. There is a widespread sensation in American society that past trade agreements 
(from the older NAFTA to bilateral trade with China or the TPP) have favoured the interests 
of the big corporations, while ignoring the interests of American workers in terms of rights, 
jobs, or welfare. The principle of “American Jobs First” then enjoys bipartisan consensus –or 
rather lack of disagreement– to the point that it has become a problem for the Europeans 
partners and other economies alike. The principle by which US economic renewal and com-
petitiveness is linked to “Buy American” policies – where federal government procurement 
relies on domestic goods – is unquestionable in today’s America. The current context of fierce 
competition with China, the post pandemic world, and the Ukraine war will likely reinforce this 
guiding principle in the coming decade. From a transatlantic viewpoint, the Biden administra-
tion has provisionally eased or resolved long-running trade disputes with the EU, which can 
be considered a success for the average worker on both sides of the Atlantic. For example, the 
agreement of June 2021 to put an end to a 17-year conflict over aircraft subsidies between 
Airbus and Boeing suspends tariffs for five years. It is unclear, though, if this will mean more 
than a temporary truce, bearing in mind that this kind of widely accepted “Americans First” 
principle has dangerous echoes of Trump’s “America First”. In parallel, support for national or 
pan-European procurement in basic goods and industrial strategic components has emerged 
as a powerful trend in the EU (French President Macron’s and EU Commission “Europe’s sov-
ereignty”). 

A second test to provide further legitimacy and effectiveness to the FPMC operates on an 
international level. A link must be established between American workers and those of Amer-
ica’s allies (mainly the European Union) and the developing economies. A long list of critical 
issues needs to be discussed with the allies and the rest of the players in a complex inter-
national system. In addition to the two questions posed by US Secretary of State Anthony 
Blinken (“What do we need to do around the world to make us stronger here at home?” and 
“What do we need to do at home to make us stronger in the world?”) (Blinken, 2022), there is 
a third fundamental question. That question could be formulated as follows: “What does the 
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US need to do to improve and enlarge the scope of a global middle class and make the world 
stronger and more stable, particularly with a view to its main partner, the European Union?”. 
The premise for doing so is very simple: in the absence of stability and prosperity globally, the 
American economy will not thrive in the medium to long run. Therefore, the challenge is how 
to make US foreign policy interests and priorities compatible with the needs and aspirations 
of others. The task is one of striking the right balance between the US domestic-international 
agenda (social, economic, fiscal, environmental, digital, security) and the interests of allies, re-
gions, and workers abroad by connecting people’s agendas through multilateral and regional 
networks and civil society.

To this end, a long list of critical issues still needs to be discussed with the allies and the rest 
of the actors in the international system in multiple fora. All these aspects have profound 
implications that go beyond US domestic politics, namely an increase or reduction of de-
fence spending, decarbonisation, promoting democracy through sanctions, international tax 
reform, digital regulation, international trade rules, the management of multilateral organ-
isations (UN, NATO, IMF, WB, G7, G20), and confrontation or engagement with world and 
regional powers (China, Russia, India, Brazil, Turkey, etc). 

In addition to the international tax reform, two areas can be noted where a domestic “pro-
gressive” agenda aligns with transatlantic and global interests. Even if the results have been 
modest so far, an example worth highlighting is the commitment made by President Biden 
to increasing cooperation with China on the environment or the zero net carbon emissions 
goal for 2050 (UN Climate Change Conference 2021, COP 26, October-November 2021). Or 
the commitment on health to combat the pandemic (COVID-19 relief through $650 billion in 
Special Drawing Rights in the framework of the IMF in July 2021).

Conversely, many US FPMC aspects related to the global agenda have not been fulfilled yet 
and need to be addressed. To name just a few: debt relief to poor countries; leadership in re-
forming multilateral institutions (IMF, World Bank, regional multilateral development banks); 
the global trade system (WTO); financial support for infrastructure projects in developing 
countries (as in the US-G7 led Build Back Better World initiative), or trade and investment 
policy in the Indo-Pacific (Crebo-Rediker and Rediker, 2022). On this last matter, the Biden 
administration is taking steps forward, as shown by the launch of the Indo-Pacific Economic 
Framework comprising the US plus a dozen countries during President Biden’s visit to the 
region in May 2022. The complexity of interests and dynamics involved in these processes 
suggests that a good “strategy for the middle and working classes” should be understood as 
an open question: a starting point, rather than a point of arrival, an ongoing bargaining pro-
cess, not an imposition. In particular, the US should work together with China to build a global 
middle class. A coherent progressive agenda would focus on cooperation rather than competi-
tion and would try to avoid the “decoupling” of economies. In particular, it is highly doubtful 
whether US-China competition for technological leadership, and the efforts to “reshore” and 
“friend-shore” production – leaving China out of Western circuits – would serve middle-class 
interests in the US and worldwide.
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5.3. Democracy promotion, human rights and sanctions

Strengthening American democracy and human rights has been a guiding principle of Presi-
dent Biden’s vision for restoring trust in democracy among the middle class from the out-
set. The idea of restoring democracy by the American people to make it stronger at home 
and abroad was at the heart of the FPMC. President Biden’s and Secretary of State Anthony 
Blinken’s leadership on this matter has been remarkable, putting forward a new language and 
initiatives, but it has not been accompanied by clear results in legislation or politics. 

During the early weeks of Biden’s tenure, there was a “momentum” of great expectation for a 
domestic renewal. Following the turbulence of the Trump era and the presidential elections, 
the institutions, government, administrations, and courts –at federal and state level– proved 
resilient and were put back on track. Racial tension and police violence against minorities was 
partially reversed. Yet disinformation, inequality. and polarisation persist. It quickly became 
apparent that partisan confrontation in the House of Representatives committee investigating 
the January 6 riot would still harm America’s democracy and tarnish its reputation in the world 
for years to come. Meanwhile, Democrat-led legislation aimed at improving voting rights is 
stalled in the US Senate. In October 2021, as many as 19 states had already enacted 33 laws 
making it harder for Americans to vote. Significantly, in December 2021 the Democracy Index 
downgraded US democracy to a “flawed democracy” (Economist Intelligence Unit (2021). 

On the transatlantic and international front, things did not go much better in practice. The 
Biden Doctrine defines our time as one marked by the struggle between democracies and au-
tocracies (Brands, 2021). The Summit for Democracy held on December 9-10, 2021, received 
strong support from the European Commission, but has produced no significant results so 
far. In the US, Europe, and across the globe social and economic gaps and polarisation have 
not dissipated, while corruption and organised crime persist in many regions of the world. 
The year 2021 marked a new low for democracies worldwide (EIU, 2021). The fact that some 
authoritarian countries were excluded from the conversation (Russia, China, Turkey, or Saudi 
Arabia) while others with dubious democratic credentials were invited (Brazil’s Bolsonaro, for 
instance) was controversial and counterproductive. Furthermore, the Summit may have trig-
gered a rapprochement of strategically major powers such as Russia and China to counter US 
hegemony in Eurasia and the Indo-Pacific. On the eve of the Winter Olympic Games on Febru-
ary 4 –just 3 weeks before the Russian army’s invasion of Ukraine– Presidents Putin and Xi Jin-
ping signed a declaration on “unlimited cooperation”. Meanwhile, although Washington has 
kept its distance from certain “hybrid” or “authoritarian” regimes in the Gulf, Latin America, or 
Africa, strong economic and geostrategic links remain. Double standards regarding the Israel/
Palestine or Saudi Arabia/Yemen conflicts continue to hobble US foreign outreach. 

The assertiveness of the State Department in verbally condemning human rights abuses and 
speaking out against authoritarian regimes is constant. Yet along with this, the biggest shift 
made by the Biden administration is related to the way it understands democracy promotion. 
The FPMC takes to its logical conclusion the recalibration –initiated by Obama and continued 
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by Trump– of interventionist policies accompanied by the use of military force to pull back 
from the greater Middle East (Afghanistan, Iraq, Syria). A large majority of the American people 
have lost faith in these interventionist policies of the Clinton and Bush eras. As a result of this 
fatigue, the US government is following the principle of not promoting democracy through 
costly military interventions or attempting to overthrow authoritarian regimes by force. The 
“regime change” policies of the first decade of the 21st century have been transformed into 
“trade wars” (China) or economic wars through sanctions (the recent example is the sanctions 
on the Putin regime as punishment for the invasion of Ukraine). In May 2022, bipartisan-led 
support from the US Congress for massive military aid to the Ukrainian government amounted 
to almost $40 billion (a first $33 billion aid package added to the $3.4 billion committed since 
Russia’s invasion). This sort of “fighting from behind” suggests a radical, long-term shift in US 
strategy regarding the management of conflict abroad.

5.4. The Ukraine War and the realignment of foreign policy priorities 

Gaps and inconsistencies have always been common in the field of American foreign policy, 
and the “Biden Doctrine” and the FPMC are no exceptions. In fact, we can expect deeper 
changes in the second part of Biden’s term. The underlying reason is that the FPMC was 
designed for a post-Trump, post-pandemic context. The outbreak of the war in Ukraine is 
producing new turbulence at both domestic and international level. It seems clear that the 
initial project of an FPMC needs to be updated in the light of the upcoming economic and 
social consequences of the Ukraine war and the new geopolitical landscape. After the Ukraine 
war, US domestic and international economic priorities will necessarily lead to a realignment. 
Further adjustments in terms of approach and priorities need to be carried out.

Russia’s invasion of Ukraine on February 24 has forced the Biden administration to change its 
domestic and foreign priorities. The immediate effect of the war and of Western economic 
and financial sanctions (and counteraction by Russia) is a situation marked by high inflation, 
rising energy prices, supply chain difficulties, a food crisis, and ultimately, the risk of a new 
global economic recession (Wolf, 2022). Western sanctions against Russia after its invasion of 
Ukraine are already causing a global food crisis owing to the blockade of production and the 
rise in transport prices (The New York Times (2022, May 19). It is still unclear how this will hit 
Western and developing economies, or how it will harm the US and Europe’s image in the eyes 
of developing economies and peoples with a colonial past that depend heavily on Russia and 
Ukraine for energy and food supplies. What is clear, though, is that the upcoming scenario will 
in no way benefit the middle and working classes in America, Europe, and elsewhere.

We are entering a new, extended period when the turbulence associated with the Ukraine 
war and rivalry with China will likely change policy priorities at home and abroad. Further eco-
nomic and political “decoupling” in the world economy because of Russian economic isolation 
might lead to a restructuring of the US economy and interests and a global repositioning in 
relation to Moscow and possibly Beijing too. 
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The FPMC could soon trigger scepticism on both sides of the Atlantic and be perceived as 
more a “progressive” slogan of the past than as a reality. To avoid this, the FPMC should be 
reshaped in a manner that mitigates the damage of the current crisis caused by the Ukraine 
war while maintaining a commitment to US welfare that is compatible with others’ welfare 
too. What’s more, building strong alliances with likeminded democracies to combat inequality 
and polarisation, lead the global governance agenda, and counter bad policy or human rights 
abuses by autocrats are duties for any American and European foreign policy doctrine. At this 
point, however, a balanced, consistent approach is required. There may be positive aspects for 
the Europeans and the Americans in the fact that the Russian invasion of Ukraine has acted 
as a catalyst for common action (NATO cooperation, further EU integration), but certainly 
not to the extent of prompting the self-fulfilling prophecy of a new Cold War. In this respect, 
consistency and prudence could well serve as a guide to the US promotion of democracy and 
human rights abroad, in two ways. One is a more inward-looking approach, a re-focus on the 
domestic front in order to rebuild American democracy. Second, a more cooperative stance in 
relation to “authoritarian” regimes (a sort of “political de-escalation”). The combination of the 
two could pave the way to a more stable and prosperous international environment. Again, 
the relationship with Beijing is the core aspect of the next US foreign policy. These relations 
cannot be seen solely through the rigid lens of democracy versus autocracy. The renewed US 
strategy towards China announced by US Secretary of State Blinken in May 2022, or trade 
initiatives such as the Indo-Pacific Economic Framework, are intended to counter China as the 
main rival. National public and private investment in innovation or dual-use technologies can 
be factors for improving jobs, wages, and the welfare of workers. But if the US-China competi-
tion degenerates into mutual mistrust, geopolitical confrontation, and aggressive protection-
ism, middle class status in the US, China, and Europe too will soon suffer. 

Finally, in the new context, the quality of our democracies in the US and Europe should be 
preserved through informed public debate. War and post-war propaganda and disinformation 
should be held accountable to public control. In this regard, for the next foreign policy, the 
management of mainstream media and social networks will play a decisive role in preventing 
mere subordination to public opinion and the polls.

5.5. Perspectives: the search for a new foreign policy paradigm 

A review of the developments in the new foreign policy paradigm of the Biden administra-
tion in its initial period (January 2021 to mid-2022) shows mixed results. It reveals a certain 
conceptual consistency and some practical achievements so far, but also ambiguity in is 
formulation and important policy gaps and failures. Originally, the FPMC was an attempt to 
put together a “progressive” agenda in a post-COVID-19 pandemic context and sought to 
satisfy the demands of the middle and working classes, connecting the domestic and the 
foreign. The FPMC aimed to remedy in a “progressive” manner a major trend of the recent 
period: the growing distance between the demands of the social majority (middle and work-
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ing class) and a “globalist” foreign policy that fails to take their interests into account. The 
modest achievements in this field have sat alongside temptations towards protectionism 
and isolationism. 

Now, the outbreak of the war in Ukraine is rapidly leading to the search for a new paradigm 
of US foreign policy that embraces the new realities and demands. That reformulation will be 
no easy task. The achievements of the FPMC –on taxes, social justice, democracy, environ-
ment, or in the digital arena– have not yet fully materialised and their success will be subject 
to internal political consensus within the US, as well as to unpredictable international dynam-
ics. We are living in very volatile times, with the unknown of the November 8, 2022, midterm 
elections in the background. The loss of the narrow Democratic majority in the Senate and 
Congress could block internal reforms and mark new directions abroad. It is still unclear which 
path the Biden administration will take from now on. Factors such as the war in Ukraine and 
its economic or energy implications, or the tactical movements of the Democrats and Re-
publicans prior to the midterm elections, as well as the new distribution of majorities in the 
Congress and the Senate, could lead to a paradigm shift.

From here, foreign policy options are opened that involve implicit ideological positions and 
different models. In this regard, there is currently no hegemonic paradigm in the US. The 
country is fractured on both sides, Democrats and Republicans, and within each side there 
is a battle raging between variants of old and new ideologies and foreign policy approaches 
aiming to “capture” this momentum: progressives versus conservatives, liberalism versus neo-
liberalism, neocon versus realpolitik, and, on the top of all this, Trump’s national populism 
versus globalism. These different options and the combinations of them will have different 
practical consequences. 

In this context, one possible option is a reorientation towards “warmongering”. By this, we 
mean only a political redefinition that prioritises the war in Ukraine (and potential conflicts 
with China in the Asia-Pacific area) as the central pillar around which a set of policies would 
be structured. In a worst-case scenario, persistent high inflation could lead to subordinating 
the agenda of fiscal justice to macroeconomic imperatives, or even to a global military race, 
despite claims by the US government (The White House, 2022). 

On the global stage, there could be a progressive “decoupling” of a US-led Western world from 
an “East” made up of China and Russia (and part of the Global South). Factors such as grow-
ing military spending, the forming of new alliances, the rhetoric of confrontation between 
democracies and authoritarian regimes, or the redefinition of global production and supply 
chains –from energy to technology– could soon translate into a redefinition of US domestic 
priorities, and vice versa. While it is still too early to know, this will likely add new factors that 
make it difficult for the FPMC to be consistent in providing a stable environment to serve 
middle class interests and values on both sides of the Atlantic and beyond. In the absence of 
both internal consensus and a minimum stable global environment, it is unclear whether the 
US government will be able to deliver foreign policy to the hands of the American people. 
Either way, all of the above points to an urgent reassessment of the FPMC paradigm and a 
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reset of priorities that does not lose sight of a strong social and economic perspective. The 
price of inaction could be a slide into economic recession and the return of protectionism, 
political turbulence, and national populism. 
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Conclusions and proposals1

On targeting corporate income and the wealthy and Fiscal Reform in the US

 • Over the last decades, the US economy has experienced a remarkable increase in 
wealth and income inequality. The discussion regarding the causes and policy impli-
cations of these trends have shaped the political arena during the last years. After 
decades of declining capital income taxes and chronic under investment in public in-
frastructure, there have been renewed calls for ambitious public investment projects 
and expansion of welfare programs financed, in part, by tax reforms targeting cor-
porate income and the wealthy. In one camp, critics argue that these types of fiscal 
reforms will disincentive private investment and ultimately hurt growth. In the other, 
proponents point to rising trends in inequality and suggest that these reforms are not 
detrimental to economic growth.

 • An important aspect has been the relative role that technology and capital deepen-
ing have played in driving inequality, compared to explanations that emphasise in-
stitutional factors, like changes in market structure or taxes. While improvements in 
technology, often attributed to advances in computerisation and digitisation, might 
have increased inequality by inducing firms to shift away from labor to more capital 
intensive production, they are considered growth-enhancing advancements that ulti-
mately would benefit the whole economy by appropriate redistribution mechanisms. 

 • Technology improvement is not the only remarkable change with distributional con-
sequences that the US, as a developed economy, has experienced during the last 
decades. A wide range of measures, including price-cost markups and market con-
centration, indicate a pervasive rise in market power that to some extent has been 
idiosyncratic to the US. The rise of market power provides an explanation for a number 
of secular trends that have characterised the US economy: the slowdown of productiv-
ity growth, the decoupling between wages and productivity, the rise of stock market 
valuations and the fall in business dynamism, among others.

 • A tax reform, aiming at increasing corporate and capital income taxes after decades 
of regressive tax changes, should be complementary to antitrust regulation in limiting 
and regulating the behaviour of large corporations and the wealthy. In doing that, I will 
comment on the sources of confusion and debate between US policymakers today, as 
they are approaching a new round of negotiations of President Biden’s FY 2023 budget 
tax proposal, a progressive tax reform has become an ever-more critical issue for the 
US and Europe.

1  The following conclusions and proposals have been drawn from the chapters of this Report, as well 
as from the discussions held in the US Trends experts’ meetings and seminars September 2021 - May 
2022
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On the International Tax agreement, the Biden Plan and Next Generation EU 

 • In mid-2022 we are facing an emergency, with several polycrises underway and the 
post-pandemic recovery in the balance. The recovery has been particularly threat-
ened by a months-long inflation spike and the increase in energy and commodity 
prices from the war in Ukraine is causing further strain. All these factors should be 
the catalyst for a qualitative leap in the fight against corporate tax avoidance, which 
drains so much revenue from public coffers while contributing to a serious increase 
in inequality. 

 • The global tax reform put forward by the Biden administration and the OECD frame-
work in the G20 summit in Rome in October 2021 is an important step in the process 
of overhauling the international tax system. The agreement, which includes a global 
minimum corporate tax rate of 15 %, (Pillar II), is a sea change that reverses the trend 
of the last 30 years towards unbridled international tax competition. This agreement 
benefits the health of public finances at a time when the need for new resources for 
states is more pressing than ever.

 • It is to be hoped that the significant, albeit insufficient, measures contained in Pillars I 
and II of the international tax agreement signed in October 2021 will be implemented 
as soon as possible, both at a global and European level. The two-pillar agreement fills 
a particularly important gap in this context. It is purposefully aimed at big companies 
that are often under-taxed owing to the high mobility of the income they generate and 
their ability to place it in those jurisdictions that are most convenient for them fiscally. 
Several of the companies impacted by the new Inclusive Framework regulation have 
come out of the pandemic crisis quite well. The digital economy, which often allows 
having no physical contact with the customer, has proven to be more resilient than 
other sectors to the restrictions imposed during the COVID-19 crisis.

 • The viability of the Biden Plan and Next Generation EU will depend to a large extent 
on the effectiveness of these tax measures. While it is true that the debt financing 
conditions that the US and the EU obtain in the markets to address the pandemic are 
excellent, it must be acknowledged that, sooner or later, the debt contracted on both 
sides of the Atlantic will have to be repaid.

 • The philosophy of the US Fiscal Plan, with a plethora of unknowns still to be worked 
out from the point of view of its processing but already mature in terms of its design, 
should push the EU to be more ambitious in the search for new own resources. This 
seems to be the most appropriate way to deal with repaying the common European 
debt generated by Next Generation EU. Levying a more comprehensive basket of 
European taxes than the one proposed so far would be prudent (Interinstitutional 
Agreement of 16 December 2020). Adequately taxing the digital economy and a more 
effective fight against tax avoidance by large multinational corporations (the two 
parts of the recent international tax agreement) should play a decisive role in this 
regard. 
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 • The transposition of the two-pillar global agreement into EU law should be used to 
improve as many aspects as possible at that time. Regardless of the outcome of the 
midterm elections, the EU must continue to move forward with its international agree-
ments on tax reform and avoid them being stalled by the Ukraine war. 

 • The deal still requires ratification by the US Congress, European parliaments, and the 
approval of other governments. Far-reaching reforms should be undertaken in the 
medium term to remedy the agreement’s more serious defects, including, no doubt, 
a new distribution of taxing rights among countries, one that is more favourable to 
the developing countries. 

On US and EU economic governance for the digital era

 • A transatlantic compromise on the digital economy is urgently required. The return 
of war to European soil is sowing the seeds of uncertainty and adding new items to 
the investment list, such as the acceleration of energy independence, humanitarian 
assistance, and defence. It is too early to predict the impact of the war on the global 
economic landscape, but the new world order calls for a strengthened framework of 
economic and political governance among like-minded territories based on coopera-
tion and trust.

 • This complex context cannot distract attention from the outstanding challenges for 
digital taxation that have been under study for years. The shortcomings that have 
eroded tax bases and diminished the opportunity to achieve the desired international 
tax fairness will continue to generate unintended effects if progress is not made in 
implementing the international agreements reached. Otherwise the best window of 
consensus for multilateral taxation of recent decades will be squandered and the ef-
fectiveness of multilateralism could be called into question. 

 • A new model of political and economic governance for the digital era should aim to 
achieve a more inclusive, fair, and sustainable society. Reducing the inequalities that 
already existed before the pandemic must take priority. To achieve this, collaboration 
is essential in two directions: multilateral and multistakeholder. Fora like the US-EU 
Trade and Technology Council can serve to coordinate joint measures in these fields.

 • On the multilateral side, the rule of “pacta sunt servanda” or “what is agreed is bind-
ing” must apply. The major multilateral agreements on taxation reached recently 
should be developed and implemented urgently and effectively to ensure a fairer and 
more balanced financing structure for the investments needed for recovery. Failure 
to implement these agreements could call into question tax fairness in the intangible 
economy and the effectiveness of multilateralism in the digital age. 

 • Regarding multistakeholderism, the reduction of inequalities will only be possible if 
the various players involved in the digital economy work together to achieve this com-
mon goal. The private sector can play a decisive role in digital transformation and 
green transition investment needs. In specific areas related to the digital divide, such 
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as access to connectivity or digital skills, private organisations are a driving force in 
meeting both their business objectives and social progress. Cooperation and shared 
purpose are based on the responsibility and capacity for action that each of the play-
ers in the digital economy must assume.

 • Resilience is essential in a scenario of geopolitical tensions and economic uncertainty. 
In this sense, anticipation, monitoring, and flexibility in the design of public policies 
are strategic elements for cushioning the impact of the economic slowdown. Antici-
pating the opportunities and potential risks related to rapidly advancing technology 
is essential to closing regulatory gaps and addressing the obsolescence of regulatory 
frameworks. The digital environment is a constantly evolving space, and policy and 
economic solutions must take this dynamism into account.

 • Digitalisation is playing a key role in the recovery plans. In the European Union, the 
Next Generation EU programme includes the digital transformation associated with 
the green transition as one of its three fundamental pillars, together with economic re-
covery and the strengthening of the healthcare system. The European Commission has 
identified some crucial areas for digitalisation, including connectivity infrastructures, 
digital skills and workforce, advanced technologies – such as artificial intelligence – 
and the digitalisation of public administration and SMEs.

On the US and EU Green Deals

 • The US “Green New Deal”-inspired Plan and the European Green Deal reflect a new 
transformative policy approach that acknowledges the interconnection among eco-
nomic, social, and environmental objectives and challenges more traditional, supply-
side industrial and innovation policy based on the search for technology driven solu-
tions. “Green deal” policy initiatives on both sides of the Atlantic are underpinned by 
the belief that the public sector is necessary to set direction and achieve inclusive and 
sustainable growth. 

 • A common feature of the US and EU Green Deals is recognising that transforming our 
economies to achieve net-zero emissions by 2050 will have social costs, and workers 
and communities need to be protected. Partnerships between governments and in-
dustry should be built to manage the sustainability transition in a just, people-centred 
way. Involving the final beneficiaries (e.g., citizens, SMEs, corporates, NGOs, etc.) in 
the policymaking process is also necessary as a powerful way to depoliticise climate 
change and repair social divisions around adaptation and mitigation measures.

 • To achieve the 2030 goals, governments worldwide will have to engage in much deeper, 
swifter, and larger-scale decarbonisation. Even in an increasingly divided world beset 
by conflict, addressing the climate emergency cannot be delayed. The US and Europe 
are geopolitically positioned to assume global climate leadership. The key question 
to answer before COP27 is how the US and the EU can 1) continue implementing do-
mestically their Green Deals, 2) organise international cooperation and competition 
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to speed up global climate action and, at the same time, 3) consider their geopolitical 
priorities regarding both China and Russia. The message should be clear: making the 
US and EU less dependent on energy imports and more resilient will only be possible 
if their green transition is accelerated.

On US Foreign Policy for the Middle Class: the domestic/international balance 

 • President Biden set out his foreign policy vision at the beginning of his administration. 
It is an attempt to reorient the focus by advancing the interests of the middle class, 
of unions, and of workers while simultaneously defending US national security inter-
ests. The US “foreign policy for the middle class” (FPMC) aims to successfully balance 
domestic and international objectives across many domains: social, economic, fiscal, 
environmental, technological, and promoting democracy. This reorientation should 
be framed in the context of a post-Trump era marked by new threats to American 
interests and increasing competition abroad, mainly from China. This renewed com-
mitment to the middle class in post-pandemic America, however, is in no way a Demo-
crats’ version of Trump’s “America First”. 

 • By way of example we can cite the initial American Rescue Plan of $1.75 trillion, 
or the $1.2 trillion bipartisan Infrastructure and Investment Act, a large down pay-
ment on economic renewal and competitiveness linked to “Buy American” policies 
(allocating domestic goods for federal government procurement). The implications 
of the Infrastructure Plan, focused digital connectivity, cybersecurity, or a greener, 
more resilient energy grid, go well beyond the domestic domain and affect interna-
tional industrial, energy or environmental policies. Another example is tax reform: 
Biden’s legislative initiatives for a fair tax on billionaires and US companies at home 
and abroad were accompanied by an international agreement on global tax reform 
in the OECD/G20 framework. All other initiatives have their transatlantic and inter-
national correlation, for example, on the environment (COP 26, UN Climate Change 
Conference 2021), or health (COVID-19 relief through $650 billion in Special Drawing 
Rights).

 • Russia’s invasion of Ukraine on February 24 forced the Biden administration to change 
domestic and foreign priorities. We are entering a new, protracted period when the 
turbulence linked to the Ukraine war and rivalry with China could change the priorities 
of the FPMC. Further economic and political decoupling because of Russian economic 
isolation might lead to a restructuring of the US economy and interests and a global 
repositioning in relation to Moscow and possibly Beijing too. Further adjustments in 
terms of approach and priorities need to be made. 

 • From a transatlantic perspective in the short and medium term, however, this realign-
ment looks less problematic in the case of Europe than in that of China because of the 
current transatlantic realignment in relation to NATO, Putin’s Russia, US exports of gas 
and military equipment to European allies, climate change, COVID policy, counterter-
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rorism, or the commercial challenges posed by China. Additionally, the two partners 
have settled trade disputes over subsidies to Airbus and Boeing and reached an agree-
ment over steel and aluminium tariffs. 

 • Still pending in 2022 is a double test for Biden’s FPMC. That test would provide further 
legitimacy and effectiveness. First and foremost, a democratic test: connecting foreign 
policy to the “needs and aspirations of the American people” will require an enhanced 
consensus at home (between Democrats and Republicans in the US Congress) on what 
that means. Social and political polarisation in Congress, however, poses considerable 
challenges to this task. Bipartisan agreement on democracy, fundamental rights, en-
ergy, or innovation should be recognised as a pre-requisite for success.

 • Second, the FPMC needs to be tested internationally. A link must be established be-
tween American workers and those of America’s allies and the developing econo-
mies. A long list of critical issues needs to be discussed with the allies and the rest of 
the players in the international system. All these aspects have profound implications 
that go beyond US domestic politics, starting with sustainable development (UN 2030 
Agenda), the increase in/reduction of defence spending, decarbonisation, democracy 
promotion through sanctions, international tax reform, digital regulation, interna-
tional trade rules, management of multilateral organisations (UN, NATO, IMF, WB, 
G7, G20), and confrontation or engagement with global and regional powers (China, 
Russia, India, Brazil, Turkey, etc). If it is to succeed, a US FPMC should be compatible 
with the needs and aspirations of others. The FPMC needs to be consistent with a 
global agenda that helps to build a global middle class and connect American workers 
to other people’s agendas through multilateral and regional networks and civil society. 
In this respect, a progressive agenda should focus on cooperation rather than com-
petition (namely in relation to China) and try to avoid the decoupling of economies. 

 • Strengthening American democracy and human rights is a guiding principle of President 
Biden’s vision for restoring trust in democracy among the middle class. However, the 
Summit for Democracies held on 9-10 December 2021, which was strongly supported 
by the European Commission, has produced no significant results so far. Instead, it has 
triggered a rapprochement of strategically major powers such as Russia and China. 
Domestically, partisan confrontation on the House of Representatives committee inves-
tigating the January 6, 2021, attack is still harming America’s image abroad. Meanwhile, 
legislation aimed at improving voting rights is stalled in the US Senate. 

 • In mid-2022 most of the goals of the FPMC related to the global agenda have yet to 
be met. A reassessment of the FPMC is needed to address its failures: debt relief to 
poor countries, lack of leadership in reforming multilateral institutions (financial; IMF, 
World Bank, regional multilateral development banks, European Bank for Reconstruc-
tion and Development), or trade (WTO), paralysis in the US-G7-launched Build Back 
Better World initiative of financial support for infrastructure projects in developing 
countries, or the absence of a coherent strategic trade and investment policy in the 
Indo-Pacific.
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