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EXPLANATORY MEMORANDUM

On 26 March 2010, the European Council agreeddd=ilivopean Commission's proposal to
launch a new strategy for jobs and growth, Eurdp202 based on enhanced coordination of
economic policies, which will focus on the key aeahere action is needed to boost
Europe’s potential for sustainable growth and cditipeness. To that end, the European
Council agreed to set EU headline targets, whiatstitute shared objectives guiding action
of the Member states and of the Union. In the lighthese targets, Member States [have set]
their national targets. For its part, at EU lextee Commission will work to implement the
strategy, notably through its seven ‘flagship atiztes’, which have been announced in the
Europe 2020 Communication.

The Treaty on the functioning of the EU provideattMember States are to regard their
economic policies and promoting employment as mgti€ common concern and coordinate
them within the Council. In two distinct articlasprovides that the Council is to adopt broad
economic policy guidelines (Article 121) and empimnt guidelines (Article 148),
specifying that the latter must be consistent wite former. Given this legal basis, the
guidelines for employment and economic policies presented as two distinct — but
intrinsically interconnected — legal instruments:

* A Council Recommendation on broad guidelines fereébonomic policies of the Member
States and of the Union -Part | of the Europe 20B&grated Guidelines;

* A Council Decision on guidelines for the emploympaticies of the Member States -Part
Il of the Europe 2020 Integrated Guidelines.

These guidelines implemented by the above mentidegal instruments form together the
integrated guidelines for implementing the Europ2@strategy.

The " Europe 2020 Integrated Guidelines' set out the framework for the Europe 2020
strategy and reforms at Member State level. To ensure coherence and clarity, the
guidelines are limited in number and reflect therdpean Council conclusions. The
guidelines are integrated to ensure that nationdl BU-level policies contribute fully to
achieving the objectives of the Europe 2020 stsatéwllowing them in a synchronised
manner will help Member States reap the positivl-gper effects of coordinated structural
reforms, particularly within the euro area.

On this basis, Member States will draw up NatidReform Programmes setting out in detail
the actions they will take under the new strategth a particular emphasis on efforts to meet
the national targets and on measures to removédtteenecks that constrain sustainable
growth at national level. Building on monitoring tlye Commission and work done in the
Council, the European Council will assess every yba overall progress achieved both at
EU and at national level in implementing the siggteMacroeconomic, structural, and
competitiveness developments and overall financathbility will be examined
simultaneously.
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The "Europe 2020 Integrated Guidelines" are thieyohg:

Guideline 1: Ensuring the quality and the sustalitglof public finances
Guideline 2: Addressing macroeconomic imbalances

Guideline 3: Reducing imbalances in the euro area

Guideline 4: Optimising support for R&D and innoeat, strengthening the knowledge
triangle and unleashing the potential of the diggttmnomy

Guideline 5:  Improving resource efficiency and redg greenhouse gases emissions

Guideline 6: Improving the business and consumerire@mment and modernising the
industrial base

Guideline 7: Increasing labour market participatol reducing structural unemployment

Guideline 8: Developing a skilled workforce respmgdto labour market needs, promoting
job quality and lifelong learning

Guideline 9: Improving the performance of educatima training systems at all levels and
increasing participation in tertiary education

Guideline 10: Promoting social inclusion and cormigapoverty
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Recommendation for a
COUNCIL RECOMMENDATION
on broad guidelinesfor the economic policies of the Member States and of the Union

Part | of the Europe 2020 Integrated Guidelines

THE COUNCIL OF THE EUROPEAN UNION,

Having regard to the Treaty on the Functioning lid European Union, and in particular
Article 121(2) thereof,

Having regard to the recommendation from the Eusopg@ommission,
Having regard to the conclusions of the EuropeannCib,
Whereas:

(2) The Treaty provides that Member States areetiand their economic policies as a
matter of common concern and to coordinate therhinvithe Council. In accordance
with Treaty provisions, the European Union has ter and implemented policy
coordination instruments for fiscal policy (the 8ty and Growth Pact) and macro-
structural policies.

(2) The Treaty provides that employment guidelinesd broad economic policy
guidelines are to be adopted by the Council togiM@mber States’ policies.

3) The Lisbon Strategy, launched in 2000, was dhas® an acknowledgement of the
EU’s need to increase its productivity and competitess, while enhancing social
cohesion, in the face of global competition, tedbgmal change and an ageing
population. The Lisbon Strategy was re-launche@005, after a mid-term review
which led to greater focus on growth, more andengtibs.

4) The Lisbon strategy for growth and jobs helpedje consensus around the broad
direction of the EU’s economic and employment peic Under the strategy, both
broad economic policy guidelines and employmentglines were adopted by the
Council in 2005 and revised in 2068 The 24 guidelines laid the foundations for the
national reform programmes, outlining the key mastonomic, micro-economic and
labour market reform priorities for the EU as a Vehélowever, experience shows that
the guidelines did not set clear enough prioriaesl that links between them could
have been stronger. This limited their impact otmomal policy-making.
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(5)

(6)

(7)

(8)

9)

(10)

The financial and economic crisis that staite@008 resulted in a significant loss in
jobs and potential output and has led to a drandsterioration in public finances.
The European Economic Recovery Plémas nevertheless helped Member States to
deal with the crisis, partly through a coordinatéstal stimulus, with the euro
providing an anchor for macroeconomic stabilityeTdnisis therefore showed that EU
economic policy coordination can deliver signifitaasults if it is strengthened and
rendered effective. The crisis also underscored dlose interdependence of the
Member States’ economies.

The Commission proposed to set up a new siydmgthe next decade, the Europe
2020 Strategy to enable the Union to emerge stronger from tisésc and to turn its
economy towards smart, sustainable and inclusige/tiy. Five headline targets, listed
under the relevant guidelines, constitute shargdctises guiding the action of the
Member States and of the Union. Member States dhaake every effort to meet the
national targets and to remove the bottlenecksdabs$train growth.

As part of comprehensive ‘exit strategies’ tbhe economic crisis, Member States
should carry out ambitious reform programmes taisnsacroeconomic stability and
the sustainability of public finance, improve conifpeeness, and reduce
macroeconomic imbalances. Temporary measures uteadin response to the crisis
should be withdrawn in a coordinated manner when rcovery is secure. The
withdrawal of the fiscal stimulus should be implertesl and coordinated within the
framework of the Stability and Growth Pact.

Within the Europe 2020 strategy, Member Statesuld implement reforms aimed at
‘smart growth’, i.e. growth driven by knowledge andovation. Reforms should aim
at improving the quality of education, ensuring essc for all, and strengthening
research and business performance in order to geomaovation and knowledge
transfer throughout the EU. They should encourageepreneurship and help to turn
creative ideas into innovative products, serviges processes that can create growth,
quality jobs, territorial, economic and social csio@, and address more efficiently
European and global societal challenges. Making riest of information and
communication technologies is essential in thigexn

Member States should also, through their refgmogrammes, aim at ‘sustainable
growth’. Sustainable growth means decoupling ecooogrowth from use of
resources, building a resource-efficient, sustdmalnd competitive economy, a fair
distribution of the cost and benefits and explgitiEurope’s leadership in the race to
develop new processes and technologies, includiegngechnologies. Member States
should implement the necessary reforms to redusengpouse gases emissions and use
resources efficiently. They should also improve bhusiness environment, stimulate
creation of green jobs and modernise their indaidbase.

Member States’ reform programmes should fynalso aim at ‘inclusive growth’.

Inclusive growth means building a cohesive sodietyhich people are empowered to
anticipate and manage change, thus to activelycpaate in society and economy.
Member States’ reforms should therefore ensure sacemd opportunities for all

COM(2009)615, 19.11.2009
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(11)

(12)

(13)

(14)

(15)

(16)

throughout the lifecycle, thus reducing poverty andial exclusion, through removing
barriers to labour market participation especidtly women, older workers, young

people, disabled and legal migrants. They showdd alake sure that the benefits of
economic growth reach all citizens and all regidfissuring effective functioning of

the labour markets through investing in successfansitions, appropriate skills

development, rising job quality and fighting segmta¢ion, structural unemployment

and inactivity while ensuring adequate and sushdéénaocial protection and active
inclusion to reduce poverty, should therefore bthatheart of Member States’ reform
programmes.

The EU's and Member States' structural refarars effectively contribute to growth

and jobs if they enhance the EU's competitivene$isa global economy, open up new
opportunities for Europe's exporters and providenpetitive access to vital imports.

Reforms should therefore take into account thetiereral competitiveness implications
to foster European growth and participation in oped fair markets worldwide.

The Europe 2020 strategy has to be underpifoyedn integrated set of policies,
which Member States should implement fully anchatsgame pace, in order to achieve
the positive spill-over effects of coordinated stural reforms.

While these guidelines are addressed to Merfhates, the Europe 2020 strategy
should be implemented in partnership with all nadio regional and local authorities,

closely associating parliaments, as well as sqmainers and representatives of civil
society, who shall contribute to the elaborationnational reform programmes, to

their implementation and to the overall communaatn the strategy.

The Europe 2020 strategy is underpinned byallsr set of guidelines, replacing the
previous set of 24 and addressing employment aoaldbeconomic policy issues in a
coherent manner. The guidelines for the economiicips of the Member States and
of the Union, annexed to this Recommendation, atensically linked with the
guidelines for employment policies annexed to Cdubecision [...] of [...].
Together, they form the ‘Europe 2020 integratedliglimes’.

These new integrated guidelines reflect theckusions of the European Council. They
give precise guidance to the Member States on idgfitheir national reform
programmes and implementing reforms, reflectingrioependence and in line with
the Stability and Growth Pact. The guidelines vigitm the basis for any country-
specific recommendations that the Council may asfdte the Member States, or, in
the case of the broad guidelines on economic pslidior policy warnings that the
Commission may issue in cases of insufficient feHap to the respective country-
specific recommendations.

These guidelines should remain largely stalodil 2014 to ensure a focus on
implementation,

HAS ADOPTED THIS RECOMMENDATION:

EN

(1) Member States and, where relevant, the EU sholllitdo account in their
economic policies the guidelines set out in the @&gmwhich form part of the
‘Europe 2020 integrated guidelines’.
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(2) Member States should design national reform prograsnconsistent with the
objectives set out in the ‘Europe 2020 integrateidejines’.

Done at Brussels,

For the Council
The President
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Annex:
Broad quidéelinesfor the economic policies of the M ember States and of the Union

Guidedline 1: Ensuring the quality and the sustainability of public finances

Member States should implement budgetary consaidattrategies under the Stability and
Growth Pact and in particular recommendations adé@ to Member States under the
excessive deficit procedure, and/or in memorandanderstanding, in the case of balance-of-
payments support. In particular Member States shacthieve a consolidation of well beyond
the benchmark of 0% of gross domestic product (GDP) per year in stinat terms until
medium-term budgetary objectives have been readfisdal consolidation should start in
2011 at the latest, earlier in some Member Statesreveconomic circumstances make this
appropriate, provided that the Commission forecestginue to indicate that the recovery is
strengthening and becoming self-sustaining.

In designing and implementing budgetary consolafastrategies, they should favour taxes
that do not harm growth and employment and pragitjrowth-enhancing expenditure items
such as education, skills and employability, rese@nd development (R&D) and innovation
and investment in networks, for example high-speettrnet, energy and transport
interconnections. Where taxes may have to rise, should, where possible, be done in
conjunction with measures to make tax systems rgooeith-friendly by shifting the tax
burden from labour to other tax bases, for exarepdronmentally harmful activities. Tax
and benefits systems should provide incentivesakemvork pay.

Furthermore, Member States should strengthen radtimmdgetary frameworks, enhance the
quality of public expenditure and improve the sungthility of public finances through a

three-pronged strategy consisting of a fast packebt reduction, reform of age-related public
expenditure, such as health spending, and contrgptd raising effective retirement ages to
ensure that age-related public expenditure is Gradly viable, socially adequate and

accessible.

Guideline 2: Addressing macroeconomic imbalances

Member States should avoid unsustainable macroetornimbalances, arising notably from
developments in current accounts, asset marketshenblalance sheets of the household and
corporate sectors. Member States with large cuaecwunt imbalances rooted in a persistent
lack of competitiveness or prudential and taxafomlicies should address the underlying
causes by acting on fiscal policy, on wage devekqs) on structural reforms relating to
product and financial services markets, on laboarkets, in line with the employment
guidelines, or on any other relevant policy area.tHis context, Member States should
encourage the right framework conditions for wageghining systems and labour cost
developments consistent with price stability, proiity trends and the need to reduce
external imbalances. Wage developments should itdkeaccount differences in skills and
local labour market conditions and respond to ladiyergences in economic performance
across regions within a country.

Guideline 3: Reducing imbalancesin theeuro area

Euro area Member States should regard large arsilsfmrt divergences in current account
positions and other macroeconomic imbalances asattemof common concern and take
action to reduce the imbalances where necessarg. #iea Member States with large and
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persistent current account deficits that are roote@ persistent lack of competitiveness
should achieve a significant yearly reduction irugiural terms. Those Euro area Member
States should also aim to reduce real unit labostsc Euro area Member States with large
current account surpluses should pursue measuremtwve structural impediments to private
domestic demand. Similarly, the Euro area MembeateSt should act on any other
macroeconomic imbalances such as excessive pridabt accumulation and inflation
divergence. This is why macroeconomic imbalancesilshbe regularly monitored within the
Eurogroup, which should propose remedial actionsrwireeded.

Guideline 4: Optimising support for R&D and innovation, strengthening the knowledge
triangle and unleashing the potential of the digital economy

Member States should review national (and regioR&lP and innovation systems, ensuring
adequate and effective public investment, and trignthem towards higher growth while
addressing major societal challenges (for examplergy, resource efficiency, climate
change, social cohesion, ageing, health, and $gcufhe reforms should foster excellence
and smart specialisation, promote scientific intggrreinforce cooperation between
universities, research institutes, public, privae third sector players, both domestically and
internationally and ensure the development of siftectures and networks that enable
knowledge diffusion. The governance of researchitut®ns should be improved to make
national research systems more effective. To thi @niversity-based research should be
modernised, world class infrastructures developatiractive careers and mobility of
researchers promoted. National funding and procen¢rschemes should be adapted and
simplified to facilitate cross-border cooperatioknowledge transfer and merit-based
competition.

Member States’ R&D and innovation policies shouddsiet within an EU context in order to
enhance opportunities for pooling public and peviegsources in areas with EU value added,
exploiting synergies with EU funds, thus achievisgfficient scale and avoiding
fragmentation. Member States should integrate iation in all relevant policies and promote
innovation in a broad sense (including non-techgick innovation). With a view to
promoting private investment in research and intioma Member States should improve
framework conditions — notably with regard to thesimess environment, competitive and
open markets — combine fiscal incentives and ofimancial instruments with measures to
facilitate access to private finance (including+tspital), boost demand, in particular in eco-
innovation, (notably through public procurement aimderoperable standards), promote
innovation-friendly markets and regulations, andvpe efficient, affordable and effective
protection of intellectual property. In line witruigelines 8 and 9, Member States should
equip people with a broad range of skills neededrfoovation in all its forms, and should
ensure a sufficient supply of science, mathema#ind engineering graduates. School
curricula should strive to support creativity, ination, and entrepreneurship.

Member States should promote the roll-out and tgkef high-speed internet as an essential
mean for acceding to knowledge and participatinigsicreation. Member States should put in
place appropriate framework conditions for the dagevelopment of a digital single market
offering widely accessible online contents and ises: Public funding, including EU funding
instruments such as structural funds, agricultawad rural development funds, should be
targeted on areas not fully served by private itmest. Policies should respect the principle
of technological neutrality. Member States sho@eksto reduce the costs of network roll-out,
by coordinating public works; promote the deploymand use of modern accessible online
services, including by further developing e-goveenm e-signature, e-identity and e-
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payment; support active participation in the diggaciety, including through media and
digital literacy; and promote a climate of secustyd trust.

7]

The EU headline target, on the basis of which Mersibates will set their national targets, |i
that, by 2020, 3% of the EU's GDP should be ineesteR&D. An indicator which would
reflect R&D and innovation intensity is being degsd.

Guideline 5: Improving resource efficiency and reducing greenhouse gases

Member States should decouple economic growth firegource use, turning environmental
challenges into growth opportunities and makingcefht use of their natural resources. They
should implement the necessary structural refolmket successful under increasing global
carbon and resource constraints. In order to re@aussions, Member States should make
extensive use of market-based instruments, inauthmation, to support green growth and
jobs, incentivise the use of renewable energy dedn¢ climate-resilient technologies and
promote energy savings and eco-innovation. Memtae$s should phase out environmentally
harmful subsidies and ensure fair distributiontdit costs and benefits, limiting exceptions
to people with social needs. Member States shosgdregulatory, non-regulatory and fiscal
instruments, including energy performance standé&dgproducts and buildings, subsidies,
preferential loans and ‘green procurement’, to imiegse cost-effective adaptation of
production and consumption patterns, promote r@aycimake the transition to resource-
efficiency and a low-carbon economy and ensure rpgsgtowards decarbonising transport
and energy production while maximising Europearesgies in this respect. Member States
should develop smart, upgraded and fully intercotetetransport and energy infrastructures,
use Information and Communication Technologies,lim@ with guideline 4, to secure
productivity gains, ensure coordinated implemeatatf infrastructure projects and support
the development of open, competitive and integratevork markets. EU funds should be
fully mobilised by Member States to support thelsectives.

The EU headline target, on the basis of which Mersibates will set their national targets, (is
to reduce by 2020 greenhouse gases emissionslégsat?20% compared to 1990 levels or|by
30%, if the conditions are rightto increase the share of renewable energy souirtesr
final energy consumption to 20%; and to increasergy efficiency by 20%.

Guideline 6: Improving the business and consumer environment and modernising the
industrial base

Member States should ensure that markets workifi@gens and consumers. Member States
should put in place predictable framework condgi@md ensure well-functioning, open and
competitive goods and services markets, partigulirtough fostering the single market
integration and effective implementation and erdgarent of single market and competition
rules and developing the necessary physical imiretsire. Member States should continue to
improve the business environment by modernising lipuladministrations, reducing
administrative burdens, including by developingHer inter-operable e-government services,
removing tax obstacles, supporting small and mediized enterprises (SMES) in line with

The European Council of 10-11 December 2009 coleduthat as part of a global and comprehensive
agreement for the period beyond 2012, the EU witerits conditional offer to move to a 30%
reduction by 2020 compared to 1990 levels, provithetl other developed countries commit themselves
to comparable emission reductions and that dewgdppountries contribute adequately according to
their responsibilities and respective capabilities.
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the ‘Small Business Act for Europe’ and the ‘Thiakiall First’ principle, ensuring stable and
integrated financial services markets, facilitatagess to finance, improving conditions for
enforcing intellectual property rights, supportingernationalisation of SMEs and promoting
entrepreneurship. Public procurement should be usegrovide incentives to innovate,
particularly for SMEs, while respecting the prirle of market-openness, transparency and
effective competition.

Member States should support a modern, diversifteshpetitive, resource- and energy-
efficient industrial base, partly by facilitatingnyanecessary restructuring in full compliance
with EU competition rules and other relevant rulésl funds should be fully mobilised by
Member States in this context. Member States showdtk closely with industry and
stakeholders to contribute to EU leadership and patitiveness in global sustainable
development, particularly by encouraging corporatecial responsibility, identifying
bottlenecks and anticipating and managing change.
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