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I The Europe 2020 Strategy I

B .. 1.)Smart growth: developing an economy based on
" 3 knowledge and innovation

@k 2.) Sustainable growth: promoting a more efficient,
S®  greener and more competitive economy

]

ol

ﬁ 3.) Inclusive growth: fostering a high-employment
economy delivering social and territorial cohesion


http://ec.europa.eu/avservices/download/photo_download_en.cfm?id=206048
http://ec.europa.eu/avservices/download/photo_download_en.cfm?id=206061
http://ec.europa.eu/avservices/download/photo_download_en.cfm?id=206064

Europe 2020: flagships

Smart Growth

Innovation
« Innovation Union »

Sustainable

Growth

Climate, energy
and mobility
« Resource efficient
Europe »

Inclusive Growth

Employment and
skills

« An agenda for
new skills and jobs »

Europe 2020: targets

Proposed by the Commission and agreed by the European Council in June 2010:

all Member States were invited to set national targets on this basis.

EMPLOYMENT 75% of the population aged 20-64 should be employed

INNOVATION 3% of the EU's GDP should be invested in R&D

Education

« Youth on the
move »

Digital society
« A digital agenda
for Europe »

Competitiveness

« An industrial
policy for the
globalisation era »

Fighting poverty

« European platform
against poverty »

CLIMATE / ENERGY A reduction of greenhouse gas emissions by 20%

A share of renewable energies up to 20%

An increase in energy efficiency by 20%

EDUCATION The share of early school leavers should be under 10%
At least 40% of the younger generation should
have a degree or diploma

POVERTY Lifting at least 20 million people out of poverty




Euro Plus Pact

Agreed in Spring 2011 by the 17 Member States of the Euro area,

joined by Bulgaria, Denmark, Latvia, Lithuania, Poland and Romania.

FOSTER COMPETITIVENESS Monitor wages and productivity trends
Measures to increase productivity
FOSTER EMPLOYMENT Labour market reforms (‘flexicurity’)

Life-long learning

Tax reforms to raise labour participation

ENHANCE THE SUSTAINABILITY Pensions, health care and social benefits

OF PUBLIC FINANCES National fiscal rules

REINFORCE FINANCIAL National legislation for banking resolution

STABILITY Regular bank stress tests

STRUCTURED DISCUSSION ON TAX POLICY ISSUES

Lessons from the crisis

Insufficient regulation and supervision of the financial
sector. Large pan-European banks and integrated wholesale
financial markets, while supervision and regulation
remained national.

Insufficient implementation of reforms that enhance
growth/competitiveness and increase the adjustment
capacity of the economy.

No possibility to monitor macro-economic imbalances and
enforce implementation of policies to address them.

Imprudent fiscal policies by Member States. Insufficient
capability to enforce fiscal discipline of Member States at
the EU-level.

Markets failed to price sovereign risk properly. Absence of a
sovereign debt crisis resolution mechanism for euro-area
member states.
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Governance reform so far: coordination

TSCF (Fiscal compact)

Focus on debt
developments Crisis
Resolution

More effective
preventive arm of SGP

Numerical benchmark in the

Expenditure benchmark ve arm of the SGP EFSM/EFSF/
ESM

Sound fiscal
policy

Prevention and Structural reform g

correction of macro strategy
imbalances Europe 2

Better enforcement of
rules

New Regulation on Sanctions N |
New Directive on national ew surveillance

budgetary framev procedure and
JHeosiaHames possible sanctions Balanced
growth

Regulation and
supervision of
financial systems

Macro-prudential

supervision




Alert
mechanism

Economic reading
of early warning
scoreboard
indicators to
identify Member
States with
potential risks

Cammission

Macro-economic imbalances procedure

Preventive arm

In-depth review

Analysis to distinguish between
benign and harmful macroeconomic
developments and to identify policy
options

Policy response

==

Imbalance exists

| , Commission/Council
recommendations

under Article 121.2

The European Semester

- Integrated surveillance: public finances
(preventive arm of the Stability and Growth
Pact), imbalances (preventive arm of the
Macroeconomic Imbalances Procedure),
Growth and Jobs (Europe 2020 Strategy),
financial sector.

+ Giving priority to considering the
specific situation of each country as a
whole, as opposed to across the board
comparisons.

+ Ex-ante guidance to Member States, i.e.
before national decisions are taken.



The European Semester

i

Beginning of cycle

Orientations: publication
of Annual Growth
Survey & Alert
Mechanism Report
(imbalances procedure)

Publication of proposals for country-
specific recommendations. Publication
of analysis in Staff Working Document

Debate on
orientations

Council Committees pom——
and Council discuss loption of

Continuous

monitoring: studies,
missions, bilaterals,
thematic reviews in
Council Committees,

&c.

| implementation in
| national ]
| budgets/policies

Each Member State submits two reports to
Commission and Council in second half of April
describing national goals and policy actions:

1. Stability (euro area) or convergence (non-

euro area) programme. Focussed on
budgetary targets and policy.

2. National Reform Programme. Focussed on

country-specific recommendations, Europe 2020
targets and Euro Plus Pact commitments. Using
common and national indicators



Country-_Specific
Recommendations (CSRs)

* Covering a wide range of areas: public
finances, (preventive arm Stability and Growth
Pact), imbalances (preventive arm Macroeconomic
Imbalances Procedure), growth and jobs (Europe
2020), financial sector.

= Country-specific, focussing on key
challenges. No fixed number (2012: SE: 4, ES:
8).

» Analytical work, in-depth analysis and bilateral
meetings with Member States to underpin them.

The Commission Blueprint for deep and
genuine EMU

A comprehensive approach: financial, fiscal, economic and
political architecture. Economic, legal and institutional aspects.

e A gradual approach: short, medium and long term actions
o A balanced approach:

—Discipline and solidarity

—National and EA responsibilities

e A Treaty-based approach:
- deepening of EMU to be based on Treaty framework
- Euro area must be able to integrate quicker (Art. 136 TFEU)
- Treaty changes to be resorted to when indispensable



Deepening of EMU: the social dimension

Communication of 2 October: developing EMU
social dimension as an integral part of EU
economic governance, along three strands:

L Reinforced surveillance of employment and social
developments and strengthened policy coordination
within the European Semester (EU scoreboard and
MIP indicators)

L Enhanced solidarity and action in support of
employment and labour mobility

U Strengthening of social dialogue

social dimension in EU governance

Integrating a few employment and social
auxiliary indicators in the annual Alert
Mechanism Report used to detect economic
imbalances

e Aim: to better understand - when appropriate
in In-Depth-Reviews - social and
unemployment outcomes associated with
macroeconomic imbalances and better detect
social developments during adjustment
process; help in the formulation of policy

approaches
PP ]



Deepening of EMU: strengthening the
social dimension in EU governance

A new scoreboard in the draft Joint
Employment Report to monitor key
employment and social developments in the
framework of the European Semester

e Aim: to help identify and give political visibility
to the most serious trends and contribute to
shaping CSRs on labour market and social
issues.

¢ No agreement on thresholds in the Scoreboard
within the Commission.

To conclude

Development in the use of employment and social
indicators progressing within EU governance
framework

Need for integrated approach focusing on country
analysis and for avoiding mechanic use of
indicators, in isolation from other relevant variables

Avoid drawing conclusions from quick readings -
this is useful for communication purposes

To focus on improving their quality and timeliness
to increase their value added and use.



Eurogean
Cammission

Enhanced economic governance
in the EU

The 1st step: the Six-Pack

e A major reform proposed in September 2010 entered into
force in December 2011

The 2nd step: the Two-Pack
e Additional elements for the euro area proposed on
23 November 2011

The latest step, the Intergovernmental Treaty
» Transposing European rules and concepts in a national

setting, signed on 2 March 2012
19

Annual Growth Survey 2012

Put forward by the Commission on 23 November 2011 to map out the EU’s

growth and jobs priorities in 2012 and launch a new European Semester.

Five priorities Key areas for action

1. Pursuing differentiated = Pursue country-specific strategies to fit
growth-friendly fiscal national fiscal and macro-financial situation
consolidation Adopt right mix of expenditure and tax shifts

to maximise positive impact on growth

2. Restoring normal lending
to the economy

Strengthen capital positions of key banks
Facilitate more direct access to financing

3. Promoting growth
and competitiveness

Tap into existing sources: digital single
market, internal market for services, trade
Mobilise EU funds in support of growth
Fast-track key EU initiatives (cf. AGS annex)

4. Tackling unemployment and Pursue reforms for a growth-rich recovery
the social consequences of the = Supporting employment, notably through
crisis a Youth Opportunities Initiative

Protecting the vulnerable

5. Modernising public
administration

Improve business environment
Facilitate absorption of EU funds

10


http://ec.europa.eu/europe2020/reaching-the-goals/monitoring-progress/annual-growth-surveys/index_en.htm

Six-Pack on strengthening economic governance

Fiscal surveillance
- expenditure benchmark

- reference value on debt
- national fiscal frameworks

Surveillance of macro-
economic imbalances

New regulation on prevention &
correction of macro-economic
imbalances

Enforcement

New Regulation on effective
enforcement of fiscal surveillance

Stronger incentives & earlier,
graduated sanctions - RQMV

Enforcement

New regulation on effective
enforcement of surveillance of
macro-imbalances

Sanctions in case of continued non-
action/inssufficient action - RQMV

2

Fiscal policy : anchoring expenditure
over the cycle

Operational guidance for adjustment towards
medium-term objectives.

e expenditure growth does not exceed a medium-term
rate of potential GDP growth, unless matched by
discretionary revenue measures.

o Expenditure benchmark is centred on observable

budgetary aggregates under the control of government,

i.e. expenditure and discretionary revenue measure;

revenues at unchanged policies can follow their "natural
course".

08/11/2013 22
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Fiscal policy: putting debt criterion on
an equal footing with deficit criterion

So far only the deficit criterion has triggered
excessive deficit procedures and 3% threshold no
longer sufficient to ensure decline in debt
because of slowdown in potential growth

“Sufficiently diminishing debt” = distance with
respect to the 60% of GDP reference value
declines in the order of 1/20 per year, over the
three preceding years

08/11/2013 23

Two-Pack: Further strengthening Euro Area

Car

surveillance of fiscal policy & linking programme
surveillance to regular econ. surveillance

Enhanced monitoring for
all MS of the euro area

« Common provisions for
assessing draft national
budgetary plans

+ A closer monitoring of the
correction of excessive
deficits in euro area Member
States (only MS in EDP)

Enhanced surveillance for
financially fragile MS of the
euro area

Codifying common practice
of EU-IMF programmes

Possibility to recommend to
a euro area Member State
to ask for assistance

Aligning programme
surveillance with regular ,,
surveillance

12



Eurogean
Cammission

The latest step: Treaty on Stability,
Coordination and Governance in EMU - TSCG

New intensified commitments by 25 MS. The "missing part of the puzzle of the Stability and
Growth Pact”. To be integrated into the EU legal framework within 5 years and with an important

role for the Commission and EU secondary legislation.

/Economic Policy Coordination \
MS

. Coordination of major economic policy reform plans in euro area

Reinforced Governance
. Euro Summits at least twice a year
3 main chapters . President of the Euro Summit appointed by Heads of State or
Government of euro area MS
. Participation in Euro Summits of Heads of State or Government of
non-euro area MS having ratified treaty is foreseen for certain
discussions and at least once a year

k.and the FISCAL COMPACT 25/
[

The Fiscal Compact

Recalls main commitments of the SGP

Country-specific medium-term
objectives (MTOs)

Numerical debt reduction benchmark
under the EDP (= Six-Pack)

Ci I 's the SGP's toolb

p

Ex ante coordination of debt issuance
plans

Economic partnership programmes for
Member States in EDP

Strengthens implementation of the SGP

Implementation of MTOs at constitutional (or
equivalent) level of each signatory MS

Automatic correction mechanisms (triggered in
case of significant deviation... except if exceptional
circumstance) and monitoring by independent

institutions

More stringent lower limit for MTOs (-0.5%),
with a calendar for convergence

Behavioural commitment to support Commission
proposals/recommendations for EDPs in the euro
area

26
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Fiscal rules, surveillance and enforcement

in the euro area

T S T S T3 7 R
ALREADY IN PLACE OR  Deficits below 3% of GOP ’
ENTERING INTO FORCE
ON 2011 of GDP (= 2% of GOP)
Iyears) Member States (annual _ N _ .
y step
o M}mu
1. Non-terest bearing deposit at the opening of the:
Membet Otas when excessive defict procedure (0.2% of GOP a5 a rue)
‘se60us non-compkance with the rules
2. Fixed fine f non-compliance with recommendations o
comect (0.2%% of GDP as a ruie)
3. Variable fie f with
10 comect (0.2% of GDP +1/10th
required one)
AS SOON AS THE Common budgetary fimeénes. monitoringfor  As above.
ARTICLE 136 euro area Member States.
REGULATIONS ARE —— and reporting for - States
‘euro area Member States
decided o comectly,
European Council . Procedure
mazant) compiance with the rules: ouro area Momber States
under a.
(EFSF, ESM) adustment
budgetar programme o at serious
risk of financial instabilty.
ITAL Membes -
TREATY FOLLOWING hip trngement
COUNCIL Programme, and the yearly  proceedings through European Court o Justice; national
09.12.2011 y e b g
el Counci. .
excessive deficits. ‘commi to semi-automatic approval of Commission
recommendations to place a country under EDP

Dangerous feedback loops

Bank
funding——>

ey

Firewalls

FINANCIAL
STABILITY

“

Bank

<4+— recaps

.
Structural
reforms

SOVEREIGN | _
DEBT D "
*
Fiscal
discipline

ECONOMIC
GROWTH

?

Differentiated fiscal
consolidation & quality

of public finances

28
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Why do we need a Banking Union?

= Necessary for achieving a genuine EMU.

= Break the negative feedback loop between
sovereigns and banks.

= Prevent bank runs and strengthen overall
financial stability.

= Preserve the single market.

= Single supervision is the precondition for the
introduction of potential direct recapitalisation of
banks by ESM.

The Commission Blueprint

The short term (6-18 months)

Full deployment of on-going comprehensive
response ('Six-Pack'; 'Two-Pack'; Single Supervisory
Mechanism).

A Single Resolution Mechanism matching the Single
Supervisory Mechanism.

Ex-ante coordination of major structural reforms.

Detailing and incentivising structural reforms for
rebalancing: the 'Convergence and Competitiveness
instrument'.

A rapid decision on the MFF
Promoting public investment in the Euro Area
External representation of the Euro Area

| —

15



The Convergence and
Competitiveness Instrument

Promote the implementation of structural reforms
in Euro Area Member States by the set-up of
contractual arrangements between Member
States and Commission

Build on the existing EU surveillance framework
Increase ownership on EU and national level by
better dialogue and consensus building

Possible support in the form of positive financial
incentives.

The Commission Blueprint
The medium term (18 months to 5 years)

¢ Greater control of national budgetary policies:
a European collective control over national budgetary
policy in defined situations

e Scaling up the Convergence and Competitiveness
Instrument: a Euro area fiscal capacity, including
borrowing

e Towards conditional steps in debt mutualisation:
- European Redemption Fund =» tackling legacy debt
- Eurobills = financial market efficiency, conduct of
monetary policy

16



The Commission Blueprint for a deep and
genuine EMU—The long term (beyond 5 years)

e A full banking union (supervision, resolution,
deposit insurance) including 'fiscal backstop'

e An EMU cyclical stabilisation instrument:
- for asymmetric shocks only
or
- including symmetric shocks (implying
borrowing)
e Common public debt

Questions?

17



