Follow up to the European Parliament resolution on the European Semester for economic policy coordination: implementation of 2013 priorities, adopted by the Commission on 29 January 2014
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5.
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6.
Brief analysis/assessment of the resolution and requests made in it:

The Commission welcomes the European Parliament's resolution on this important issue and the debate and review of the current economic policies that took place in the Parliament.

The resolution is generally positive about the 2013 European Semester, but also indicates areas where the Parliament sees further room for improvement. It welcomes that the recommendations are more detailed, that they are fine-tuned to national specificities while remaining focused on growth-enhancing policies and fiscal stability, and that the euro area have a dedicated set of country-specific recommendations (CSRs). It calls for more to be done to stimulate growth, employment, investment, to address social concerns and to give a stronger role to the Parliament in the process.

The resolution is largely supportive of the European Semester and specifically welcomes:

· The euro area CSRs and the view that it is important to take into account the interdependence between EU economies (paragraph 8).

· The greater country specificity and more detail in the 2013 country specific recommendations. It is of great importance to achieve a high level of ambition in the implementation of the CSRs (paragraph 1).

· The aim to avoid a one-size-fits-all approach to the CSRs to ensure that recommendations are fine-tuned according to the national specificities while remaining focused on growth-enhancing policies and fiscal stability (paragraph 5).

· The importance placed on monitoring and implementing the CSRs, on multilateral surveillance and on the exchange of experiences and best practices (paragraph 9).

· The importance of growth-enhancing structural reforms, including ensuring access to finance, particular for SMEs (paragraph 29).

· The closer monitoring of the application of the new prudential rules and the banking sector practices, calling for more analysis and supervision of the shadow banking system (paragraph 29). The former will be covered by the Capital Requirements Regulation/Capital Requirements Directive legislative package on banks that will enter into force on 1 January 2014 and the Single Supervisory Mechanism, and the latter will be covered by the Communication on Shadow Banking, adopted in the beginning of September.

· The importance of agreement between Member States, the Commission and Parliament on the creation of the Single Resolution Mechanism (paragraph 32).

· The Commission's efforts in the tax area. On 6 December 2012 the Commission presented a package of concrete legislative and non-legislative measures to improve – in a coordinated way – tax transparency, enhance tax compliance, curb Aggressive Tax Planning and fight Tax Havens. The Commission will continue to advocate for a worldwide FTT (paragraphs 34, 35, 36).

Whilst the Commission is broadly in agreement with the vast majority of the suggestions raised in the resolution, there are two areas in which the Parliament's requests go further than what the Commission can agree to, and where the Commission is thus not considering a follow up. The first concerns various requests linked to the Troika and the second concerns committing to present an annual Europe 2020 progress report separate from the existing reporting.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

In its resolution, Parliament invited the Commission to take the following actions:

The European Semester:
· To monitor the compliance of all Member States’ reports with Europe 2020 targets, notably with regard to poverty reduction and employment, and to carefully look at the interconnections and interdependence between policies (paragraph 1), and to present a Europe 2020 progress report annually; (paragraph 13)

Progress on the Europe 2020 targets is regularly assessed and reported on annually at the moment when the Commission presents the country-specific recommendations. Regular reporting on progress on the Europe 2020 targets indeed forms an integral part of the Member States' National Reform Programmes and thus the Commission considers most appropriate to carry out such reporting in the context of the annual assessment of the National Reform Programmes.

· To investigate deeper the reasons for the huge and visible increase in internal divergences in competitiveness, fiscal consolidation and economic performance across Member States that have resulted from the functioning of the single currency, and in particular of the asymmetric impact of common policies; (paragraph 10)
The Commission has on several occasions published analyses on the accumulation of divergences in competitiveness, fiscal consolidation and economic performance across Member States. These analyses have appeared notably in the reports "Surveillance of intra-euro-area competitiveness and imbalances", European Economy 2010(1), "Current Accounts Surplus in the EU", European Economy 2012(9), "Macroeconomic Imbalances", European Economy-Occasional Papers, 99-110 and 132-144. The annual "Report on Public finances in EMU" (latest issue: European Economy 2013(4)) and "Labour market Developments in Europe", (latest issue: European Economy 2013(6)) and several pieces in the Quarterly Report of the Euro Area also provide the analysis requested by Parliament. The Commission will continue publishing its analyses on these issues as appropriate and it will keep monitoring the trends in particular in the context of the Alert Mechanism Report.

· To take a closer look into the quality of economic forecasts as previous Commission forecasts have more often than not been revised downwards; (paragraph 11)

The Commission's European Economic Forecasts (EEF) have a good track record of accuracy and compare well to those of other international institutions and private-sector forecasters
. In particular, the forecast errors of the EEF for the EU and euro area do not indicate any bias. The Commission staff is constantly working on improving the forecasting tools in order to enhance the accuracy of the EEF further.

· To introduce Europe 2020 national objectives into the recommendations issued to Member States under Economic Adjustment Programmes and to take proper account of the constraints created by these adjustment programmes in the delivery of such objectives; (paragraph 12)

The economic adjustment programmes for those Member States concerned are aimed at ensuring a return to macro-economic and financial stability and fiscal sustainability. These are the pre-conditions for sustainable growth and job creation, which are the ultimate objectives of the programmes and of the Europe 2020 strategy. The objectives of the adjustment programmes are therefore aligned with those of the Europe 2020 strategy. This is also reflected in the fact that the programmes are not all about ensuring sustainable public finances, they also include important growth-enhancing structural reforms covering the most important bottlenecks to macro-economic stability in the respective Member States' economies.

· To rectify the fact that no CSRs address the challenge posed by the impact of the labour taxation regime on long-term investment and the outcome in terms of job creation; (paragraph 14)
The Commission agrees that certain forms of labour taxation can indeed constitute an impediment to investment and job creation. Each Member State is assessed on its own merits, and several Member States have received CSRs advising precisely to shift taxation away from labour.

· To adequately reflect that European competitiveness "cannot and will not be based merely on costs" and reflect the importance of enhancing productivity in line with Europe 2020 goals in the "deficit" countries’ CSRs as these are the Member States which are in critical need of boosting their competitiveness; (paragraph 15)
The Commission agrees with this objective. Enhancing competitiveness and productivity of the economies is one of the key objectives in the 2014 Annual growth Survey. In addition, the Commission stresses in all its analysis the importance of cost and non-cost competitiveness aspects, and a number of country specific recommendations address the non-cost competitiveness aspects.

· To take CSRs in the field of environmental taxation and its job-creation potential into account in the upcoming AGS. To highlight the positive impact of partly shifting taxation from labour to environmental taxation in terms of growth, job and environmental objectives. To make single market governance a priority in the next AGS and in the European Semester 2014, and to take full account of the key growth areas and of the measures included in the Single Market Acts I and II. To raise the issue of specific policy guidelines on reducing gender inequalities and on increasing the participation of women in the labour market in the next AGS; (paragraphs 16, 74, 84)

The AGS takes due account of the relevance of environmental tax reform, as it states that tax should be designed to be more growth-friendly, for instance by shifting the tax burden away from labour to tax bases linked to consumption, property, and combatting pollution. It also puts strong emphasis on the need for further development of the Internal Market and gives immediate priority to ambitious implementation and follow up of reforms regarding the functioning of the labour market so that participation, notably of women, can be increased.

· To investigate and remove the obstacles preventing full delivery of the EUR 120 billion "Compact for Growth and Jobs" agreed in June 2012, the Project Bond initiative launched in November 2012 and the EUR 180 billion additional investment by the EIB; (paragraph 17)

According to the information available to the Commission, the EIB still expects to meet its 2013 lending targets under the Compact for Growth and Jobs within a +/- 10% range. Deals under the project bond initiative will be backloaded, as it takes time to develop projects, especially in the infrastructure sector and for a new instrument. Nonetheless, in July 2013, the first deal was signed and the related bond issued (the credit enhancement was provided by the EIB without EU budget support) and there are more in the pipeline. Protecting the EIB's AAA rating limits the universe of projects that EIB can finance, especially in programme countries.

· To submit as a matter of urgency legislative proposals with the aim of creating a genuine convergence process within the EU Semester, based on Europe 2020 objectives and including incentives supporting Member States in the implementation of structural reforms, such as a Competitiveness and Convergence Instrument (CCI), as well as provisions on ex-ante economic policy coordination based on the Community method. To include within the scope of a CCI financial support to structural reforms in areas that block economic dynamism and efficiency; (paragraphs 18, 19)

The Commission, in its two Communications on the ex-ante coordination of plans for major economic policy reforms and on a Convergence and Competitiveness Instrument (CCI) published on 20 March 2013, has set out several options and possible modalities to stimulate debate on modalities for increased ex-ante coordination and the installation of contractual arrangements and associated solidarity mechanisms. The preferences for modalities and scope of the CCI instrument as described in the resolution are largely in line with the approach taken in this Communication. Discussion on these issues is on-going. The European Council meeting of October 2013 agreed to return to some of these issues at its December 2013 meeting. The Commission will continue to work on the issue.

· To ensure that the content and the calendar of the fiscal adjustment path are adapted to the specificity of each country and, particularly in "deficit" countries, include the aforementioned flexibility and the full use of European structural and investment funds, sound and sustainable structural reforms and the identification of investments (notably in the CSR) essential to boost competitiveness; (paragraph 20)
The Commission recalls that the recent postponement of the deadline to correct excessive deficit which was granted to a number of Member States directly follows from the application of the flexibility embedded in the Stability and Growth Pact, which foresees that if effective action has been taken in compliance with a recommendation under Article 126(7) TFEU and unexpected adverse economic events with major unfavourable consequences for government finances occur after the adoption of that recommendation, a revised recommendation can be issued, including the possibility to extend the deadline for the correction of the excessive deficit.

The way the Commission envisages to balance productive public investment needs with fiscal discipline has been illustrated by a letter of Vice-President Rehn to the ECOFIN ministers on 4 July 2013. It should be recalled that the envisaged flexibility (the "investment clause") is only applied within the preventive arm of the Stability and Growth Pact (SGP), hence for countries that are out of the excessive deficit procedure and that respect the 3% deficit and debt reduction rules of the SGP. The Commission is not envisaging a Communication on the investment clause.

· To develop a coherent European external trade policy based on shared minimum standards, in particular in social and environmental matters. To develop a genuine European industrial policy, based on enhanced competitiveness and innovation, that focuses on restoring European industrial competitiveness and on scaling back policies which cause companies to relocate outside the EU. To continue with programmes designed to encourage entrepreneurship among young people; (paragraphs 25, 31)

The Commission is indeed determined to promote free, fair and open trade whilst at the same time asserting its interests, in a spirit of reciprocity and mutual benefit. EU trade policy has a significant contribution to make to boosting growth and jobs in Europe. An ambitious trade agenda could lead in the medium term to an overall increase of 2 % in growth and the creation of over 2 million jobs. The EU, whose trade performance is much better than is sometimes portrayed, is well positioned to benefit from globalisation.

The Commission is preparing a contribution on industrial policy which will be debated in the European Council in February 2014. Furthermore, COSME will continue to support entrepreneurship, with increased funds compared to the previous financial framework. Within COSME, the Commission will strive to intensify access of young people to the expanded business promotion programmes via increased awareness raising and simplification of access. The new EU programme for research and innovation Horizon 2020 will, among other things, support strengthening industrial leadership in innovation through major investment in key technologies, greater access to capital and support for SMEs.

· To carry out a thorough ex-ante assessment of both the short- and long-term impact of all the new recommended reforms and to derive all the necessary conclusions from previous recommendations, including those made to Member States under financial assistance programmes; (paragraph 26)

The Commission carries out ex-ante assessments of the macro-economic impact of structural reforms, based on structural indicators of labour and product markets which indicate in which areas Member States have the largest scope for improvement.

For financial assistance programmes, the economic and social impact of policies has always been a key concern in the policy design, as reflected in the Memorandums of Understanding. The Commission is enhancing the capacity to monitor employment and social developments in EMU in order to better coordinate a timely and adequate policy response to emerging challenges. The Commission also stresses that it is already closely monitoring economic and social developments in the Member States under financial assistance programmes. It is difficult to produce extensive ex-ante assessments of the impact of each reform under financial assistance programmes at the outset, because programmes tend to be prepared under extreme time pressure for countries having lost market access. As there are synergies between the reforms, which heavily depend on their joint and full implementation, forecasting macroeconomic developments is made much more challenging in times of high political and economic uncertainty. It also needs to be added that the exact composition of budgetary adjustment is not known ex-ante, being largely decided by governments in agreement with EC/IMF/ECB. This explains why the financial assistance programmes are flexible enough to cope with unanticipated economic challenges, as well as difficulties in implementation.

The Commission already publishes regularly reviews of the programmes and compliance reports. Ex-post evaluations should only be conducted after the expiration of programmes. In doing this, the political and financial sensitivity of certain information has to be taken into account.

· To submit legislative proposals to complete the EMU, as recommended by Parliament in its resolution of 20 November 2012 entitled "Towards a genuine Economic and Monetary Union". To establish a standalone scoreboard related to the EMU social dimension; (paragraph 27)

In follow up to the publication of the Commission Communication on a blueprint for a deep and genuine EMU significant progress has been made in further strengthening the framework of Economic and Monetary Union. In the short term the key priority is banking union. Significant progress has been made by e.g.: (i) the agreement on a Single Supervisory Committee and the Commission proposals and subsequent negotiations on a Single Supervisory Mechanism, which entered into force in early November 2013; (ii) the Commission's July 2013 proposal for a Single Resolution Mechanism, which remains under negotiation. Furthermore, work on strengthening economic union is being carried forward with the objective of taking decisions in December on the main features of contractual arrangements and of associated solidarity mechanisms which could then be developed in 2014. In further strengthening EMU, the Commission has also established an Expert Group to deepen the analysis on the possible merits, risks, requirements and obstacles of partial substitution of national issuance of debt through joint issuance in the form of a redemption fund and eurobills. This group has started working and will present its final report in spring 2014. The Commission will put forward, before the European elections, further ideas on the future of the European Union and on how best to consolidate and deepen the community method and community approach in the longer term.

On the social dimension of EMU, the Commission, in its Communication published on 2 October 2013, set out a number of proposals for strengthening which accommodates the requests made in the resolution. The Communication proposed to create a scoreboard of employment and social key indicators to be used in its draft Joint Employment Report to follow employment and social developments. It also proposed increased attention to the social developments in the in-depth reviews under the Macroeconomic Imbalances Procedure. These elements were already taken on board and reflected in the draft Joint Employment Report and the Alert Mechanism Report published on 13 November 2013. The Council (December EPSCO) approved the scoreboard to be used in the 2014 European Semester. The December European Council confirmed its relevance and called for its use in the European semester.

· To have the direct banking recapitalisation by the European Stability Mechanism (ESM) available as soon as the Single Supervisory Mechanism is in place, as announced by the Heads of State and Government of the Eurozone in their June 2012 declaration and to put forward a proposal to bring the ESM under the Community acquis while providing for comprehensive European Parliament democratic accountability; (paragraph 33)

The Commission remains supportive of establishing an instrument for direct recapitalisation under the ESM structure. This would indeed be a critical instrument in addressing the sovereign-banking loop that exists and which has proven a root cause of sustained challenges for both the financial markets and sovereigns. Work on finalizing the instrument's operational framework is on-going; however, the Eurogroup did agree to a set of main features in June 2013, which provide clarity and political agreement on the majority of critical elements.

The Commission's proposal for a Single Resolution Mechanism, which was released in July 2013, includes a proposed Single Resolution Fund established at European level, and is currently under negotiation with the co-legislators. The objective is adoption under the current Parliamentary cycle. The Commission strongly supports maintaining the timeline and ensuring that the concept of a single resolution fund, with financing in the case of resolution being provided from a central, European source, remain a focal point; this would be key to ensuring financial stability, the efficiency of any resolution operation, and mitigate risks that the resolution process is subject to capture by national interest.

The idea of incorporating the ESM into the Union framework would require a Treaty change, thus implying that this is a realistic option only for the medium- to long-term.

· To come forth with urgent action and a comprehensive strategy based on concrete legislative measures to fight tax fraud and tax evasion; (paragraph 34)

The Commission considers that its "Action Plan to strengthen the fight against tax fraud and tax evasion" of December 2012 as well as the two recommendations mentioned in the resolution contain a comprehensive strategy with concrete legislative and non-legislative measures to improve – in a coordinated way – tax transparency, enhance tax compliance, curb Aggressive Tax Planning and fight Tax Havens. The expert group "Platform for Tax Good Governance" will assist the Commission in preparing its report on the implementation of the two Recommendations of 6 December 2012 by the end of 2015. Further initiatives could then be taken.

· To apply the Six-pack and of the Two-pack, with the aim of reshaping the "troikas" into a legally sound structure under Community law, and to draw up proposals to reshape the Troika model. To revise the communication strategy of the Troika. To conduct and publish internal ex-post evaluations of its recommendations and its participation in the Troika; (paragraphs 37, 40)

The Commission wishes to underline that the current model functions well and that the three institutions have all brought different expertise to the negotiations; and that the programmes have benefited for this constellation.

The Commission agrees on the importance of how the Commission, the ECB and IMF are communicating on matters related to financial assistance programmes. However, the ECB and IMF are independent institutions, and the three institutions have to work together to improve the communication of the Troika.

The Commission already publishes regularly reviews of the programmes and compliance reports; it also attends dialogues in ECON. Ex-post evaluations should only be conducted after the expiration of programmes. In doing this, the political and financial sensitivity of certain information has to be taken into account.

· To ensure the proper formal involvement of the Parliament in all the steps of the European Semester process in order to increase the legitimacy of decisions which affect all citizens and to find ways to increase the visibility of the process; (paragraphs 39)

The Commission supports the active role of the Parliament in the new economic dialogue, and encourages the Parliament to continue taking it forward. The Economic Dialogue introduced by the Six-Pack provides for a transparent process of democratic accountability in the area of economic policy. The Commission can also welcome the contribution the Parliament is already making to the European Semester by way of its regular and timely reports. The Commission fully supports the Parliamentary week on the European Semester, organised for the first time in January 2013, as it seems a very good way to increase awareness at national level and also increase the visibility of the European Semester process.

· To ensure Member States actively involves their national parliaments, the social partners and civil society in the European Semester process as a whole, and particularly in the development, discussion, monitoring and evaluation of their NRPs; (paragraph 41)

The importance of greater ownership at national level was highlighted in the 2014 Annual Growth Survey, and the Commission continues to encourage Member States to involve national parliaments and all relevant parties, notably social partners and sub-national actors in the preparation and implementation of the national programmes and to report on that.

Sectoral contributions to the resolution on the European Semester 2013:

· To increase targeting of EU funding on all priorities under the Europe 2020 strategy, in particular through growth and employment policies, including combating youth unemployment and long-term unemployment, and creating lasting jobs; (paragraph 46)

As expressed in the Commission services position papers on the development of the Partnership Agreements and programmes for the period 2014-2020, the Commission fully supports targeting of EU funding on most pressing economic challenges through Europe 2020 earmarking. It also strives to ensure that the thematic allocation of funding for 2014-2020 adequately addresses the CSRs. The Commission consistently seeks to ensure that this approach prevails in the on-going negotiations with Member States on strategic programming of EU funding for 2014-2020.

· To ensure in its policy guidance and CSRs that the necessary flexibility that is needed on the labour market is balanced with adequate levels of social protection which are characteristic of our social market economy, and that labour market reforms aim at promoting high levels of employment quality in work, improving social risk management, achieving progress in the inclusion of vulnerable groups in the labour market, reducing in-work poverty, reconciling work and family life, promoting gender equality, promoting health and safety at work, strengthening the rights of workers with atypical contracts and improving social protection for self-employed workers; (paragraph 48)

The 2014 Annual Growth Survey confirms that tackling unemployment and social consequences of the crisis remain top priorities for the EU. Also a number of country specific recommendations aim at improving the resilience of the labour market and at fighting unemployment, labour market segmentation and undeclared work, while many others urge Member States to improve the accessibility and quality of education and training systems, notably as concerns their capacity to respond to fast changing labour market needs and with a view to raising overall skills levels. For example, it will be important to meet the needs of the sectors with high job-creating potential, such as green economy, healthcare and ICT. Moreover, additional efforts are needed to ensure the effectiveness of social protection systems, notably pensions and healthcare systems, in countering the effects of the crisis, to prevent poverty and to enhance people's opportunities to successfully participate in society and in the labour market, while ensuring the sustainability of public finance.

· For a European Pact for Youth Employment to put into effect the long-agreed measures and for new resources and measures to be committed to tackling youth unemployment. To propose a quality framework for traineeships and to implement the Alliance for Apprenticeships in an ambitious manner; (paragraphs 50, 55, 56)

The Commission has taken numerous actions within this field in recent years. The Youth employment package from 2012 included the proposal to Member States to establish a Youth Guarantee, a second stage consultation of EU social partners on a quality framework for traineeships and a proposal for a European Alliance for Traineeships. As a result, the Council on 22 April 2013 adopted a recommendation on establishing a Youth Guarantee. The Youth Guarantee and the issues of youth are strongly reflected in this year's country specific recommendations. A Commission proposal for a Council Recommendation on a Quality Framework for Traineeship is foreseen for December 2013. The Youth Employment Initiative reinforces and accelerates measures outlined in the Youth Employment package and aims at supporting particularly young people not in education, employment or training in regions with a youth unemployment rate above 25%. The Communication "Working together for Europe's young people – A call to action on youth unemployment" from earlier this year focuses on accelerating the implementation of the Youth Guarantee, the investment in young people, and on developing EU-level tools to help EU countries and firms recruit young people.

· To ensure that CSR also addresses the case of labour markets from which women are excluded and where no measure is foreseen to include them, and to increase the labour participation of women, older workers and workers with disabilities; (paragraphs 57, 58)

The Commission recalls that a number of CSRs aim at better inclusion of women in the labour market, notably, via the provision of adequate childcare facilities or taxation of second earners that keep the incentives to participate in the labour market high.

The Commission agrees that particular attention should be given to increasing the employability and labour market participation of women, older workers and workers with disabilities. It also agrees with the importance of affordable and accessible quality services related to early childhood education which was implicitly mentioned in the accompanying Communication to this year's country specific recommendations.

· To step up efforts to enforce single market legislation and to monitor enforcement. To strengthen single market governance by establishing, as a specific pillar of the European Semester, an annual Single Market governance cycle that includes the Internal Market Scoreboard, an annual report on the integration of the Single Market as part of the AGS, European Council guidance to Member States, national action plans aimed at implementing the Single Market guidelines, and dedicated CSRs. Regrets that the 2013 CSRs do not sufficiently address the growth, consumer-confidence and jobs potential of the proper implementation and enforcement of single market rules, but supports the emphasis of CSRs on the importance of removing unjustified restrictions and barriers to entry in the services sectors; (paragraphs 72, 73, 74, 76, 77)
The Commission fully agrees on the importance of a strong single market enforcement policy and takes a holistic view to enforcement that, apart from formal infringement proceedings, also includes support for effective transposition and implementation by Member States, empowering citizens and businesses to exercise their rights and support to administrations in Member States to correctly and expeditiously apply the rules.

Single market issues are among the priorities of the European Semester. They feature prominently in the Annual Growth Survey, supported by the annual Report on Single Market Integration published on the same day. Member States are expected to cover single market issues in their national reform plans, as per the reform priorities identified in the AGS, the annual single market integration report and country-specific recommendations, which for many Member States cover single market issues such as services and public procurement.

· To take due account of gender-related targets in national employment programmes, paying particular attention to women with elderly dependents, single mothers and women having children with disabilities. To pay proper attention to the issue of early school leaving; (paragraph 83)

The Commission agrees that the issue of gender gaps is important and that it is a priority to ensure that women do not have any obstacles to participate in the labour market. Early school leaving levels are gradually going down and Member States are making progress here. Early school-leaving stood at 12.7% in 2012, down from 13.4% a year earlier, but still concerns about 5.5 million people, over 40% of whom are unemployed. In 2012 in 12 Member States the rate was lower than the Europe 2020 target of 10%.
------------
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