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Timeto decide: action for growth, action for jobs

1. Introduction

The economic crisis has demonstrated that debt fuelled growth is unsustainable. To
tackle the crisis, the EU has undertaken aradical overhaul of its economic governance
structures (especidly in the Euro area) and of its financial sector. The challenge has
always been how to combine fiscal consolidation and convergence, stability and
growth.! These are integral to the new economic governance of the EU and we
cannot have one without the other: the growth dimension that is built into the EU's
new economic governance structures complements the consolidation dimension and
sound public finances are the requisite basis for lasting growth.

The economic situation remains fragile and varies across Member States. Overall the
EU isin mild recession. Strong stabilising policy actions have averted a credit crunch,
but without further determined action the EU can only expect a subdued recovery in
the second half of thisyear.

In October 2011 the Commission published "aroadmap to stability and growth"? with
five interdependent elements. It made clear that these should be implemented as a
package since the measures would reinforce each other. The aim of this package isto
break the vicious cycle of low growth, reduce tensions in sovereign debt markets and
the vulnerability of the banking sector and to create a virtuous cycle of robust and
sustainable economic recovery. The Commission called on the EU to

give adecisive response to the problems of Greece

enhance the Euro ared's backstops against the crisis

strengthen the banking system, namely through recapitalisation
frontload stability and growth enhancing policies

build a more robust and integrated economic governance.
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Good progress (briefly summarised in section 3 of this paper) has been made in most
of these areas, which are about creating the conditions for sustainable future growth.
Now the fourth element — frontloading stability and growth enhancing policies -
has moved to centre stage and needs to be pursued with the same determination and
speed as the other elements. The EU has a world class growth strategy in its Europe
2020 strategy and it has put in place the new economic governance structures
necessary to deliver its objectives. In this Schuman Day message the Commissions
calls on al European stakeholders to step up their efforts for growth and jobs by
accelerating the delivery of the Europe 2020 strategy, which istheright platform
for any new growth initiatives. The Commission has proposed a pro-growth budget
for 2013 and for the period 2014-2020. It has tabled legisative and other proposals

! For more detail see inter alia Europe 2020 — a strategy for smart, sustainable and inclusive

growth (COM(2010) 2020, Annua Growth Survey 2011 (COM (2011) 11), Annual Growth
Survey 2012 (COM(2011) 815, 2011 State of the Union speech of President Barroso
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that can start delivering growth now and getting people back to work. What is
urgently needed is the collective political will of Member States to decide now on
these proposals. This will be the response that the public and our international
partners are calling for and the message of hope and delivery that can only be
delivered through united action, deepening our economic and political integration.

2. Key ingredients for accelerating growth

To get the EU growing at a sufficient rate to create jobs, fund much needed
investment, remove administrative burden and simplify rules for SMEs and to support
Europe's social support systems a mix of ingredients is needed. Putting severa EU
level initiatives together would give us a clear plan for accelerating the
implementation of the Europe 2020 strategy and thus action for growth and jobs
in the EU in 2012.

STABILITY:

e Each Member State needs to pursue a fiscal consolidation strategy within the
parameters fixed at EU level under the new economic governance procedures.
For most of them correction of the excessive budgetary deficit remains the
priority. Steady delivery within the medium term EU parameters will help to
build market confidence, reducing the cost of borrowing for some Member
States and enabling those with greater fiscal space to increase growth
enhancing investments.

GROWTH ENHANCING STRUCTURAL REFORMS.

To regain competitiveness several Member States need to reform their labour markets,
create better conditions for business and adapt their tax laws to make them more
employment friendly. On 30 May the Commission will publish its country specific
recommendations for all 27 Member States in which it will address their key
structural weaknesses and recommend action to tackle them so that growth prospects
improve. The issue of excessive imbalances in some Member States will also be
addressed as part of this package.

The EU's Single Market till has untapped potential to deliver new sources of growth
and jobs. That is why the Commission proposed the Single Market Act and is
preparing a Single Market Act 1. Much can be done at EU and national level through
growth enhancing structural reforms, for example

e Full implementation of legislation that has already been agreed: Early
implementation of the Late Payments Directive® would ease the situation of
SMEs. If all Member States fully implemented the Services Directive it is
estimated that the EU would gain up to 1.8% in additional growth. The
Commission will make proposals to get more out of the Services Directive
to the June European Council.

e Removing obstacles in network industries. in addition to increasing
investment in 21% century infrastructure for the EU, the competitiveness of our
network industries can be improved, bringing benefits for business and
consumers aike. For example, road freight cabotage remains closed, ships
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travelling between EU ports must comply with formalities equivalent to those
that apply to imports from outside the EU and entry barriers make national rail
markets more expensive to use for citizens. High entry barriers and regulated
prices in the electricity and gas sectors add to costs for end users. Long and
uncertain permitting procedures delay and inhibit much needed investment —
the Commission has made proposals’ to reduce delays and to have a single
authority to deliver permits for cross border investments.

Going digital: as part of the Europe 2020 strategy the Commission has made
proposals to build a digital single market. These will be developed as part of a
second Single Market Act. Estimates show that EU GDP could grow by 4% by
2020 if the EU takes the necessary step to create a modern digital single
market.

Boosting innovation: the introduction of the long awaited EU patent would
reduce costs from € 36,000 to € 4,700 and meeting our 3% target for R&D
spending would create 3.7 million new jobs and boost EU GDP by € 800
billion by 2020.

Unleashing the potential of "green" growth: Whereas Europe's previous
industrialisation and growth were based on abundant and cheap resources, in
the 21st century there is a need for low-carbon and resource-efficient
solutions. The EU is heavily dependent on imported energy which adversely
affects our external balance. A new policy mix of regulatory, market and
voluntary measures is needed to promote investment in the greening of our
economies. Such an approach®can bring multiple benefits. For example,
throughout the crisis there has been strong job growth in the green economy. It
is estimated that® the energy efficiency and renewable energy sectors could
create up to 5 million jobs by 2020. These jobs call for different skill levels,
are spread across the EU and are locally based.

Strengthening employment policies: the Commission's recent employment
package’ encourages Member States to stimulate labour demand, reduce taxes
on labour, support skills development in areas with the biggest future job
creation potential such as the green economy, heath services and ICT. It
proposes to set up a European employment service to match job seekers and
jobs across borders and increase the involvement of the social partners. It
proposes key reforms to make labour markets more dynamic, stimulate
flexibility, ensure appropriate contractual arrangements and opportunities for
young people. It is estimated that up to 20 million new jobs could be created if
the package isimplemented.

Drawing on external sources of growth: by accelerating trade and
investment negotiations with dynamic third country partners, notably the EU's
neighbours. We should also accelerate the entry into force of already
concluded trade and investment agreements.
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TARGETED INVESTMENT IN GROWTH:

Solidarity and self interest among Member States call for smart ways of
combining future use of the EU budget with national funds to produce as a
powerful catalyst for growth. A strong drive for investment in growth could be
built around the following themes:

Targeting the EU structural funds more on competitiveness and
conver gence: for 2012 and 2013 the Commission has proposed to reallocate
some of the structural funds to support SMEs and youth training and
employment. A report on pilot actionsin 8 Member Stateswill be sent to the
June European Council. In its multiannual financial framework proposals the
Commission has proposed to link funding from the structural funds to its
country specific recommendations, thus ensuring that the funds promote
growth through structural reform, boosting competitiveness and convergence
and improving absorption capacity.

Targeted investment in 21% century infrastructure: much of Europe's
existing transport and energy infrastructure is ageing, is not equipped for
climate change and there are huge gaps in the new Member States. Europe is
lagging behind its main competitors in the deployment of the broadband
infrastructure necessary for high-speed Internet access. The Commission has
proposed a Connecting Europe Facility® (€ 50 bn as part of its multi annual
financial framework proposals) to provide the EU level modern links needed
in rail trangport, air traffic management and energy connections as well as to
deliver high speed broadband and ICT across the EU. The Commission has
also proposed to use project bonds’ to combine public and private funds in an
effective way of delivering key infrastructure investments.

Increasing the lending capacity of the EIB: as proposed in 2011, a paid
in capital increase (of at least € 10 bn) would help the EIB to expand its
lending capacity where it is most needed. This could be channelled towards
SMEs, the greatest source of job creation in the EU today. EU support for EIB
activities could come from expanding the risk sharing instruments with the
bank — the Commission is ready to increase structural fund support for EIB
managed projects that support SMES, research and innovation and in the
energy sector.

Taxing financial transactions as a sour ce of revenue for growth: in 2011*
the Commission proposed the creation of a common system of financial
transaction taxation so that this sector - which has received state aid and
guarantees of nearly €5 trillion - makes afairer contribution to public finances.
The Member States could channel their share of revenues into growth-
enhancing public investment (in addition to the contribution that could be
made through the EU budget's growth and investment actions).

10
11

A growth package for integrated European infrastructure (COM(2011) 676
CCOM (2011) 500 and COM (2011) 660 (pilot phase)

State of the Union speech 2011 by President Barroso

COM (2011) 594



3. Progress with other e ements of the October roadmap

Since the Commission published its Roadmap in October 2011 much has been done to
give a decisive response to the problems of Greece. A second EU/IMF programme
for Greece has been agreed and a one off private sector debt write down was
negotiated. In a recent Communication on Growth for Greece™ the Commission
provides full details on the intensive EU action to support Greece

There has aso been important progress in enhancing the Euro area's backstops
against the crisis: The "firewall" against sovereign contagion has been strengthened
by accelerating the setting up of the European Stability Mechanism and by combining
the resources of the European Financial Stability Facility with it., EU Member States
have made an important contribution to increased resources for the IMF. In 2011* the
Commission launched a consultation on the feasibility of different options for
stability bonds (joint issuance of debt in the Euro area). Once a sufficient level of
fiscal consolidation has been achieved, and the sovereign debt risk has been averted,
the Commission believes that the EU should give serious consideration to some form
of joint issuance of debt for the Euro area.

With the reformed Stability and Growth Pact the EU fiscal framework provides a
solid, rules-based system to secure fiscal discipline. It sets out clear reference values
for activating preventive and corrective action if limits are exceeded. The application
of these rules is based on economic analysis as well as legal provisions, together with
an overall assessment of the structural sustainability of public finances and allows for
objectively-based differentiation between Member States according to their fiscal
space and macroeconomic conditions. Central to the implementation of therulesisthe
assessment of the budgetary measures taken by the Member States in particular in
structural terms.

These principles are reflected in the EU's fiscal consolidation strategy which calls on
those Member States that have more fiscal space to let the automatic stabilisers
function fully and those Member States under close market scrutiny to tackle their
fiscal challenges as part of confidence building measures vis avis the markets.

Medium-term economic sustainability will be built through successive decisive steps
in structural reforms and financia stability. The Commission is currently assessing
the stability programmes presented by all Member States by the end of April. On this
basis and taking account of its Spring forecasts which will be published on 11 May,
the Commission will propose a common policy approach for the euro-area as a whole
at the end of May when it publishes its country specific recommendations as part of
the 2012 European Semester.

Action to strengthen the banking system, namely through recapitalisation, is
ongoing. By June 2012 all the main EU banks will have strengthened their capital
bases in a common effort coordinated by the European Banking Authority, and in a
way that does not lead to excessive deleveraging. The restoration of bank lending to
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the real economy has aso been aided by the European Central Bank's two longer term
refinancing operations. The EU is in the lead in implementing G20 commitments to
improve the regulation and supervision of the banking sector. The reform package
will be complete in June when the Commission will propose a common legidative
framework for the recovery and resolution of banks and investment firms. This will
provide a set of tools alowing for the managed failure of ingtitutions in crisis, without
taxpayers ultimately bearing the burden.

Major steps have been taken to build a more robust and integrated economic
gover nance. The new economic governance structures (based on the "six pack") are
up and running and 25 Member States have signed a new Treaty on stability,
coordination and governance in the economic and monetary union. The Commission
would like to see its proposals for Regulations' on further strengthening budgetary
surveillance in the Euro area adopted rapidly.

4. Next steps

The EU needs to show the same speed and determination in implementing its growth
agenda as it has already shown in fiscal consolidation. This short paper shows that
many proposals are on the table, waiting for Member State and European Parliament
endorsement. While the return to lasting growth will take time, a turn around can be
achieved by the end of thisyear if the necessary decisions are taken now.

On 30 May the Commission will adopt a major package of proposals as part of the
European Semester. These will include country specific recommendations for each
Member State, in depth reviews on 12 Member States™ and an overal
Communication on the Commission's conclusions drawn from the 2012 European
Semester of European economic governance.

The Commission's country specific recommendations will be discussed by the
EPSCO Council on 21 June and ECOFIN on 22 June.

The European Council meeting on 28/29 June will draw the 2012 European Semester
to a close, on the basis of the Commission's recommendations and other inputs from
the Commission which will include a package of proposals on the implementation of
the Services Directive. At that meeting the Commission will call for the rapid
adoption of the proposals mentioned in this paper, including for adoption of an
ambitious future budget for the EU, to create the conditions for a return to growth and
job creation across the EU.
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