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ABSTRACT 
___________________________________________________________________________________________________________________________________________________________________________________________________________________  

 
At the Spring European Council meeting held in the Portuguese capital in 2000 
European Union leaders agreed to launch a bold economic reform agenda. The 
hope was that reforming Europe’s national economies would improve their 
performance and close the gap with the United States. In the six years since the 
launch of the “Lisbon Agenda” little progress has been made and the performance 
of many of the larger European economies has been poor. There are now worrying 
signs of protectionist behaviour, especially regarding barriers of cross border 
mergers, in some Member States. 
 
This weak performance was recognised by the EU and in 2005 the Agenda was 
relaunched with greater focus on the key economic priorities of more growth and 
jobs. At the same time all Member States are now required to produce an annual 
National Action Plan highlighting the policies they are pursuing to improve 
economic growth and increase employment. The Commission is charged with 
reviewing all the Action Plans in time for the Spring Council meeting at which 
heads of state discuss the Agenda. 
 
In advance of the 2006 Spring Council we make a number of recommendations to 
drive forward the priorities of growth and jobs and to strengthen the Agenda itself. 
 
In the current climate there is no appetite for increasing Europe’s ability to dictate 
economic policy: control of national economies is rightly a matter for Member 
States. There remains, however, an important role for the Commission to drive 
forward the completion of the internal market as this will make a crucial 
contribution to greater growth and more jobs. 
 
We also need to strengthen the system of peer pressure. We make a number of 
specific recommendations designed to improve the ways in which comparisons can 
be made between Member States and best practice can be shared. We conclude 
that, at the Spring Council, EU leaders should agree to set a common system of 
statistics to simplify comparison between economies; and, on the basis of this 
system, should agree to define a range of quantifiable targets for economic 
performance. 
 
Improvements should also be made to the format of the National Action Plans 
themselves. Currently many governments have chosen to include only their 
successes. By agreeing to set a template for these Plans, the Council will ensure 
that governments are obliged to address both the areas in which they are 
performing well and those in which they are being out-performed by others. 
 
Finally, we conclude that the low public profile of the Agenda is an obstacle to its 
success. From a UK perspective there are benefits to be gained from better 
publicising it as an initiative to improve growth and create more jobs in Europe. 
We also consider that there is an important role for Parliament to play in this 
respect. 
 

 



 

A European Strategy for Jobs and 
Growth  

CHAPTER 1: INTRODUCTION 

1. The European Union launched an ambitious reform agenda in the spring of 
2000 specifically to close the economic gap between the EU and the United 
States. Six years on, we consider that the need for rapid economic reform is 
even more urgent. 

2. According to the European Commission1 the EU faces two challenges, both 
internal and external. On the one hand, Europe must address the challenge 
of ageing populations which in the long-run will result in a considerable 
shrinking of the working age population compared to the retired population. 
Unless the decline in the size of the workforce is compensated for by 
increases in labour productivity, potential growth will drop dramatically to 
around 1 per cent by 2040, which is approximately half the current level. 
Such a decline in economic performance together with a rise in age-related 
expenditures would put European economies under considerable stress.  

3. At the same time, the increased pace of globalisation will expose the EU 
economy to a series of major economic challenges in the coming decades. 
The rising economies of the East pose major competitive threats and 
opportunities for European manufacturing and services. China, for example, 
is already the EU’s second largest trading partner. Its economy will soon be 
larger than that of any individual EU Member State. Many EU businesses 
are already taking advantage of the opening up of these new vast markets. 
However, EU based companies also have to face up to direct competition 
from low cost manufacturers and services firms. Member States must ensure 
their economies are sufficiently flexible and robust to be able to withstand 
this competitive pressure. 

The Lisbon Agenda 

4. At the European Council meeting in Lisbon in Spring 2000, EU Heads of 
State signed up to a series of growth and employment targets dubbed the 
Lisbon Agenda. The idea was to build a framework “within which Member 
States, working with the Commission can introduce a range of reforms to 
make Europe more competitive” (Q 244). Foremost in this agreement was 
the desire to: 

• to increase labour market flexibility; 

• to stimulate innovation; 

• to encourage more people to become entrepreneurs;  

• to invest more in research and development; and  

• to complete the internal market.  

                                                                                                                                     
1 European Commission, Common actions for growth and employment: the Community Lisbon programme, SEC 

(2005) 981, July 2005. 
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5. The European Commission predicted that the successful completion of this 
package of reforms would increase the EU’s underlying annual growth rate 
from around 2.25 per cent to close to 3 per cent by 2010, bringing it into line 
with the US. 

6. The Agenda was distinctive in the way it employed a range of policy tools in 
an effort to meet these economic reform goals. Classically the EU has used 
the Community method—where the Commission proposes draft legislation 
which is then jointly agreed by the Member States and the European 
Parliament—to make progress in areas such as the liberalisation of energy 
and services markets. But many key areas of economic reform such as labour 
markets and pension systems remained the prerogative of national 
governments. Thus the EU was forced to devise a system of benchmarking 
and peer pressure, known in EU jargon as the Open Method of Co-
ordination, to try and encourage governments to reach common targets. We 
discuss the Open Method of Co-ordination further in Chapter 3. 

A wasted half decade 

7. When the Agenda was agreed in March 2000, Europe was enjoying the 
fastest rate of economic growth for a decade. EU heads of government, 
meeting in the Portuguese capital, talked optimistically of matching or even 
bettering the stellar performance of the United States economy during the 
1990s, by the target year of 2010. Six years on, whilst other external factors 
have undoubtedly contributed to the economic slowdown, it is abundantly 
clear that the EU has not come close to meeting these lofty ambitions. The 
graph overleaf shows how real GDP growth rates in the EU have yet to 
return to the levels seen in 2000. 

FIGURE 1 
Real GDP growth rates 2000–2005 
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8. The optimism of 2000 has given way to a deep-seated pessimism about the 
EU’s long term economic prospects. While the EU economy is now showing 
some signs of recovery, most forecasters predict that growth will still not be 
fast enough to make great inroads into Europe’s job queues. We were told 
that growth has averaged 2.1 per cent between 1990 and 2005, compared 
with 3.1 per cent in the US. US productivity is around 10 per cent higher in 
terms of output per hour than in the EU. The annual rate of employment 
growth 1990–2005 was just 0.3 per cent compared with 1.2 per cent in the 
US. Overall, the EU employment rate stands at close to 63 per cent 
compared with 71 per cent in the US (pp 142–143). Notably, unemployment 
in France, Italy and Germany has been particularly high. Recently there have 
been worrying signs of protectionist behaviour, especially as regards barriers 
to cross border mergers, in some Member States. 

9. This is not to say that economic performance has been uniformly bad across 
the EU. We note that some Member States, most notably Sweden, 
Denmark, Ireland, the UK and Spain, have performed comparatively well 
during the first half of the decade. Similarly, many of the new Member States 
have enjoyed very good growth rates as the prospect and reality of accession 
has led to considerable structural economic reform in these countries. In 
contrast, the continuing weakness of France, Germany and Italy has acted as 
a brake on the overall EU economy. Appendix 7 contains data on growth 
rates in Member States.  

The Kok Report and the 2005 Mid-term Review 

10. By 2004 it was clear that the Lisbon Agenda was not working effectively. The 
EU consequently decided to charge a high level group, chaired by the former 
Dutch Prime Minister Wim Kok, with making recommendations for reform. 
The Kok committee reported in November 2004 concluding that “Lisbon’s 
disappointing delivery is due to an overloaded agenda, poor co-ordination 
and conflicting priorities and lack of determined political action”2. 

11. The Kok committee focused on two key problems. First, governments had 
been unable to resist the temptation to add new items to the already broad-
ranging Agenda. For example, EU leaders included a series of environmental 
and sustainable development goals following the European Council meeting 
in Gothenburg in June 2001. As the Kok report put it, “Lisbon is about 
everything and thus about nothing. Everybody is responsible and thus no one 
is. The end result of the strategy has sometimes been lost. An ambitious and 
broad reform-agenda needs a clear narrative in order to be able to 
communicate effectively about the need for it.”3 Second, it was apparent that 
the governance mechanisms—most notably the Open Method of Co-
ordination—were not generating meaningful action4. 

12. As a result of the Kok report the Commission proposed a revised strategy in 
February 2005. This was endorsed by EU leaders at the March 2005 
European Council5. The new Lisbon Strategy for Growth and Jobs follows 

                                                                                                                                     
2  Facing the challenge: the Lisbon strategy for growth and competitiveness, report from high level group chaired by 

Wim Kok, November 2004. 
3 Ibid. page 16 
4  See, for example, Q 93 and Q 140 
5  European Commission, Working together for growth and jobs: a new start for the Lisbon strategy, COM 

(2005) 24, 2 February 2005. 
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closely Kok’s call for the Lisbon Agenda to focus solely on the key objectives 
of growth and employment.  

13. While we are doubtful about some aspects of the Lisbon programme 
we consider that the successful implementation of the move to 
competitiveness at the heart of the Lisbon Agenda should now be a 
central priority for the Council, the Commission and the Member 
States. We fully support the conclusion of the Kok Committee to 
narrow the focus of the Lisbon Agenda to growth and jobs and 
consider that lessons should be learnt from the inadequate 
performance of Member States’ economies during the last six years. 

14. The Commission has also introduced a number of governance reforms. Each 
Member State must now produce an annual National Action Plan detailing 
the measures they plan to take to meet the Lisbon targets. These Plans 
replace the plethora of existing national and EU progress reports. The 
Commission also requested each EU country to appoint a “Mr or 
Ms Lisbon” at government level to oversee national reform efforts.  

15. However, the Commission rejected one key proposal made by the Kok 
committee. Rather than becoming tougher in naming and shaming slow-
reforming EU members, the Commission wanted to offer more support to 
those who struggle to fulfil their reform commitments. A number of Member 
States including Germany had argued that public criticism only played into 
the hands of their political opponents, making reform even more difficult. 
This argument was accepted by Commission President Barroso, himself a 
former prime minister. 

16. Despite the rejection of this controversial proposal, the Commission is keen 
to portray the revised Lisbon strategy as a clear break from the past. António 
Cabral, head of President Barroso’s cabinet, told us: “The new Lisbon is 
very distinct from the old Lisbon. Of course, they have a lot in common but 
it is quite different and sometimes the fact that we continue to use the word 
‘Lisbon’ is confusing and not always helpful” (Q 172). 

Improving Lisbon Governance 

17. The Commission and Council followed up the Mid-term Review with a 
substantial overhaul of the Lisbon governance mechanisms. This new 
approach is outlined in the Commission’s staff working paper, Working 
Together for Growth and Jobs: next steps in implementing the revised Lisbon 
strategy6. This seeks to replace a plethora of national and community 
reporting obligations with a streamlined reporting mechanism: 

• The EU is to work from just one set of integrated guidelines (the broad 
economic policy guidelines) to help ensure consistency between different 
strands of economic policy—macro-economic; micro-economic and 
employment; 

• On the basis of these guidelines, Member States will draw up national 
action plans annually. The action plans should detail progress made 
towards Lisbon in a succinct form (30–40 pages); 

• Member States should also seek to improve internal coherence of 
economic reform efforts by appointing a Lisbon coordination minister; 

                                                                                                                                     
6  SEC (2005) 622/2 Brussels, 29 April 2005 
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• The Commission has drawn up a Community Lisbon programme 
covering all action to be taken at Community level; and 

• The Commission has and will continue to present an annual review of 
national action plans and provide an overall assessment of 
implementation. 

Criticisms of the Mid-term Review 

18. In the evidence we have received, we note a number of criticisms of the 
revised Agenda. In particular, these have focused on the following three 
areas: 

• The argument that the poor performance of the EU’s economy is not 
due to insufficient structural reform, but rather that it is the result of 
suppressed domestic demand due to excessively tight monetary and/or 
fiscal policy—the domestic demand argument;  

• Opposition to narrowing the focus to the exclusion of the environmental 
measures championed by the original Agenda—the environmental 
argument; and 

• The argument that the new Agenda does not adequately support local 
initiatives driving forward the economy—the local argument. 

19. We reject these three criticisms. 

The Domestic Demand Argument 

20. The written submission from the European Trades Union Congress (ETUC) 
argued that the recent underperformance of European economies is not 
explained by any failure to implement the structural reforms suggested by the 
Lisbon strategy. The ETUC writes that many of the desired reforms have 
actually already been delivered. The European economy has been hampered 
instead by a depressed level of domestic demand which has restricted output 
and employment growth. 

21. The ETUC argues that “the lack of structural reform is not the reason why 
the European economy has showed such a dismal performance over the past 
years. A more adequate reason for dismal performance is to be found in an 
unbalanced European macro-economic policy regime … Another reason is 
structural mis-reform itself. In several Member States structural reforms have 
become an agenda of deregulation and dismantlement of worker’s rights and 
social protection. Feelings of insecurity are widespread amongst European 
workers, leading to high precautionary savings and low household demand, 
hence low economic growth” (p 118). The ETUC is also critical of the rules 
of the Stability and Growth Pact for preventing some governments from 
increasing expenditure to promote their economic and social goals. The 
ETUC concludes that a revised Lisbon Agenda should place greater 
attention on investment in education and training, in order to improve 
labour market conditions. Furthermore, the EU should encourage the 
European Central Bank to interpret more flexibly its inflation target to allow 
rates to fall. 

22. In contrast to the picture painted by the ETUC, a substantial body of the 
evidence we received stressed the paucity of EU reform efforts over the last 
six years. Moreover, a number of witnesses argued that European interest 
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rates are at very low levels and that some governments have been able to 
ignore the rules of the Stability and Growth Pact. For example, Lord George, 
former Governor of the Bank of England, told us that for the ECB, “inflation 
was, if anything, above where they would have liked to have seen it” (Q 130). 
Martin Wolf added: “whatever the European Union suffers from it is not a 
lack of credibility in the financial markets. The both nominal and real 
interest rates, both short and long, are astonishingly low” (Q 146). 

23. We do not agree with the argument presented by the ETUC that the 
reason for low growth in Europe lies in the ECB’s monetary policy or 
the constraints on Member States imposed by the Stability and 
Growth Pact. Indeed, we consider that the ECB has kept interest 
rates low. We therefore conclude that, in order to drive forward the 
goals of growth and jobs, genuine reform of Europe’s economies is 
necessary. 

The Environmental Argument 

24. Some of the evidence we received argued that the refocus of the Agenda on 
growth and jobs is too narrow as it excludes the environmental initiatives7. 
The argument presented is that Europe’s commitment to sustainable 
development should be better reflected in the objectives and implementation 
mechanisms of the Lisbon strategy. While we accept the importance of 
environmental policies we do not consider that they should be the 
primary focus of what is, after all, an economic agenda. Given the 
importance of improving economic growth and increasing the 
number of jobs available to Europe’s prosperity we believe that it is 
right that the Agenda should be focused on these crucial areas. 

The Local Argument 

25. Finally, the evidence from some local and regional government organisations 
expresses concern that the narrower interpretation of the Lisbon Agenda 
could lead to centralised targets that come at the expense of locally owned 
bottom up regeneration. The Regional Development Agencies, in particular, 
strongly argued that Lisbon provides a useful framework for local economic 
regeneration. We note in some of the submissions we have received8 that 
Lisbon has been a catalyst for local regeneration. However, we consider 
that it is right that the responsibility to decide how to deliver the non-
Community based Lisbon reforms rests with national governments. 
Where appropriate we expect that this will include using local and 
regional tiers of government. 

                                                                                                                                     
7 Agreed at the Gothenburg Council meeting in June 2001 
8 See, for example, the written evidence from Cornwall County Council (p 200) 
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CHAPTER 2: ACTION AT EUROPEAN LEVEL: COMPLETING THE 

INTERNAL MARKET AND OTHER COMMISSION ACTIONS 

26. Although many of the necessary Lisbon reforms are the responsibility of 
individual Member States, we believe the full realisation of the Internal 
Market is absolutely crucial to achieving greater European growth and more 
jobs and to making the European Union competitive in the global economy. 
As a result, the Commission has an essential role to play in ensuring the 
creation of a fully functioning Internal Market, that Internal Market 
legislation is implemented and applied properly, and that the EU better 
regulation agenda is continued with enthusiasm. 

27. In principle therefore, we welcome the publication in July 2005 of the 
Community Lisbon Programme9. In this document, the Commission writes 
that it will concentrate on eight key measures:  

• supporting knowledge and innovation;  

• reforming state aid policy;  

• simplifying the EU regulatory framework;  

• completing the internal market for services;  

• achieving agreement of the WTO Doha Round;  

• removing the obstacles to labour mobility;  

• developing a common approach to economic migration; and  

• helping to minimise the effect on individuals of national economic 
restructuring. 

28. We would expect all these objectives to be achieved. However, we believe the 
Commission should concentrate its immediate efforts on those areas where it 
has undisputed competence and is most likely to reach tangible outcomes. 
Working towards completing the Internal Market for services; simplifying the 
EU regulatory framework; reforming state aid policy in favour of R&D and 
SMEs; and reaching agreement of the WTO Doha Round should be the 
primary focus of the present Commission. This is because the Commission’s 
input into supporting knowledge and innovation and minimising the effect 
on individuals of national economic restructuring is severely limited by 
relatively small Community budgets for these policies. As current on-going 
discussion in 12 of the pre-enlargement Member States shows, the 
Commission’s ability to remove the obstacles to labour mobility also remain 
limited at present. 

The Internal Market 

29. The Commission’s role in working towards more growth and jobs is to 
ensure that maximum competition is achieved across the European Union by 
means of a fully functioning Internal Market. Witnesses agreed that 
significant progress has been achieved in breaking down the barriers to a fully 
functioning Internal Market: “energy markets are opening and liberalising; 

                                                                                                                                     
9  COM (2005) 330: Communication from the Commission to the Council and the European Parliament: 

Common Actions for Growth and Employment: The Community Lisbon Programme, 20 July 2005 
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the financial market integration on a whole range of dimensions is 
proceeding quite rapidly” (Q 145), a European capital market is starting to 
evolve and there has also been significant progress in the liberalising of the 
telecommunications market (Q 151). The European Parliament and the 
Member States in the Council should play their full part in ensuring that the 
Commission’s Internal Market objectives are achieved.  

30. It is clear that realising a fully functioning Internal Market is pivotal to 
making the EU competitive in the global economy. It is therefore in the 
interest of the individual Member States that the Commission continues to 
strive to achieve this goal. This is as true for the United Kingdom as it is for 
any Member State. The Financial Secretary told us that over half of all UK 
trade is conducted with Europe involving 700,000 companies based in 
Britain. He concluded that “a stronger and more successful European 
economy is going to help support a stronger and more successful UK 
economy in the longer term” (Q 248). Roger Liddle, former Adviser to 
Commissioner Mandelson agreed: “we lose out if France and Germany are 
not prosperous” (Q 90). However, much still remains to be done before one 
will be able to speak of a real European Union Internal Market. As 
Martin Wolf remarked, although the benefits of an Internal Market to 
Member States’ success in the global economy are clear to commentators, 
individual national Governments are not always supportive of liberalising 
Community policies (Q 145). The difficult passage of the Commission’s 
draft Services Directive, which seeks to liberalise the provision of services 
throughout the enlarged European Union, provides a clear example of 
national resistance to Internal Market principles10. 

The draft Services Directive 

31. Whereas Member States have long benefited from an internal market in 
goods, EU cross-border trade in services is woefully underdeveloped. The 
Commission’s 2004 attempt to lay the legislative foundations for an Internal 
Market in services has had a difficult passage through the European 
Parliament, and has met fierce resistance in a number of Member States. 
The Financial Secretary and European Commissioner McCreevy told us that 
the services sector generates around 70 per cent of EU GDP11, but accounts 
for only 20 per cent of EU trade (QQ 182; 247). These figures indicate the 
clear potential an Internal Market in services could bring to the European 
Union’s economic growth and the creation of jobs. 

32. As this Committee’s 2005 report concluded: “creating a competitive, single 
market in services offers significant benefits of choice, price and innovation 
for consumers and business users of service industries”12. The importance of 
Member States agreeing to an Internal Market in services is clear from the 
predicted benefit it would bring to growth and jobs in the European Union. 
The Minister cited the Commission’s estimates that implementation of the 
draft Services Directive would lead to the creation of 600,000 jobs and 
benefits to the EU economy of €37 billion. The UK Government also told us 

                                                                                                                                     
10  Proposal for a Directive of the European Parliament and of the Council on Services in the Internal Market. 

SEC(2004)21 
11  70% includes public services. Stripping out public services provided with no cost to the consumer, which 

would not be affected by the Commission’s draft proposal, the figure is about 54% according to the 
Commission’s Extended Impact Assessment on Services in the Internal Market (SEC (2004)21. 

12  European Union Committee, 6th Report (2005-06): Completing the Internal Market in Services, (HL 23) 
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that the European Central Bank has estimated that increasing competition in 
the euro area to United States levels, could boost economic output by up to 
12 per cent (Q 247). 

33. Despite these substantial predicted benefits, the draft Services Directive has 
met vocal opposition from MEPs and some pre-enlargement Member States. 
They have argued that the proposal’s central “Country of Origin Principle” 
would undermine labour and social standards, the quality of services and 
consumer protection among other things. Under this principle a business 
which provides services in the Member State in which it is established, is 
qualified to provide services on a temporary basis in any other Member 
States according to the regulations of its home Member State. Commissioner 
McCreevy told us that the European Parliament initially proposed no less 
than 1600 amendments (Q 187) and MEPs voted in plenary on a heavily 
amended version of the Commission’s draft on 16 February 2006. The 
European Parliament’s compromise version would still outlaw many of the 
barriers faced by service providers, but Member States would retain the right 
to impose conditions on external service providers for reasons of “public 
policy; public security; for the protection of public health; or for the 
protection of the environment”. The Country of Origin Principle has been 
dropped by the European Parliament and instead Member States are 
required only to “ensure free access to and free exercise of a service activity 
within its territory”13. 

34. In response to the European Parliament’s first reading text, the Commission 
expects to publish an amended version of the draft Services Directive by the 
end of April 2006.  

35. The Committee will scrutinise fully the Commission’s new draft 
Directive in order to reach a view on whether it would still further the 
Commission’s original objective of creating a vigorous Internal 
Market in services. We remain convinced that existing barriers to an 
Internal Market in services must be removed by speedy and robust 
European legislation.  

National Implementation of agreed Internal Market Legislation 

36. The Commission’s role as propagator of a functioning Internal Market does 
not stop once agreement on Internal Market legislation is reached because 
Member States have a mixed record in implementing the agreed EU 
legislation. In November 2005, the Commission published a report on the 
progress in creating the internal market for gas and electricity14. Member 
States agreed to open their gas and electricity markets in two directives which 
were finalised in 200315. Yet the Commission’s 2005 report identified a 
number of national barriers to an open energy market that still exist. These 
included the failure of many Member States to implement the 2003 
directives; practical national restrictions to allowing foreign competitors into 
their market; and a lack of liquidity in gas wholesale markets and gas 
transport capacity. The Commission cites similar problems with the 

                                                                                                                                     
13  The Services Directive: Key Articles and Amendments. Report adopted by the European Parliament 

Committee on the Internal Market and Consumer Protection. 
14  Communication from the Commission to the Council and the European Parliament: Report on progress in 

creating the internal gas and electricity market, COM (2005) 568 
15  Electricity Directive (2003/54/EC); Gas Directive (2003/55/EC) 
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implementation of some of the 42 agreed Financial Services Action Plan 
measures in its 2005 White Paper on Financial Services16. We agree with the 
view that more progress could be made if the EU Member States fully 
enforced existing EU internal market directives (Q 93).  

37. It is clear that there is a need for the Commission to fulfil its on-going 
duty and obligation in ensuring that agreed Internal Market measures 
are applied properly throughout the Union. We urge the Commission 
to take a firm and rigorous approach to applying the provisions of the 
Treaties and of EU legislation to the various instances where attempts 
have been or are being made by Member States to erect barriers to 
cross border mergers or other transactions. We consider that the 
Government should give the Commission their full support in 
following such a course, the application of EU law being the best 
defence available for the operation of the Internal Market. 

Better EU Regulation 

38. As we have noted above, national implementation of EU legislation has not 
always been as good as it could be. It seems Governments have not been 
persuaded of Mr Daly’s finding that “the economies with the best 
performance in Europe over the last ten years, have been the economies that 
have been quickest to implement their internal market directives” (Q 113). 
Perhaps as a result of this mixed “picture of light and shade” regarding 
national implementation of EU legislation (Q 194), the Commission is 
pursuing a wide-ranging exercise for better and simpler EU regulation.  

39. On 27 September 2005, the Commission announced that after screening 183 
pending EU laws, it had decided to scrap 68 altogether. A month later, the 
Commission announced that following a broad consultation of Member 
States and stakeholders, it would repeal, codify, recast or modify 222 basic 
legislations and over 1,400 related legal acts in the next three years17. 

40. This simplification process would start with the most heavily regulated 
sectors, such as cars, waste and construction. Other sectors such as 
foodstuffs, cosmetics and pharmaceuticals will follow. For such simplification 
to lead to the full desired effect, it is essential that it is also implemented 
quickly at national level by Member State governments. We expect 
governments to have in place a system that would ensure this.  

41. The Commission has also announced that it intends to tackle administrative 
burden, especially for small business, by simplifying cumbersome 
requirements to fill in forms. Mr Cabral, Adviser to Commission President 
Barroso referred to both of these initiatives as examples of what he believed 
the Commission should do, and that it did not mean “we are dismantling 
Europe” (QQ 175; 177). We agree with most of our other witnesses that the 
present Commission’s focus on better and simpler EU regulation will 
contribute to making the EU more competitive (QQ 14; 65). 

42. We welcome the Commission’s wide-ranging better regulation 
initiative as a further means for the Commission to contribute to the 

                                                                                                                                     
16  White Paper on Financial Services Policy (2005-2010), COM (2005) 629 
17  Implementing the Community Lisbon Programme: A Strategy for the simplification of the Regulatory 

Environment, COM (2005) 535 
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Lisbon goals of growth and more jobs by realising a fully effective 
Internal Market. 
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CHAPTER 3: ACTION AT NATIONAL LEVEL: STRUCTURAL 

REFORM BY MEMBER STATES 

Action at Member State Level 

43. Beyond the roles for the Commission in completing the Internal Market 
outlined in the previous chapter, the rest of the initiatives in pursuit of the 
Lisbon objectives must take place at national level. This is recognised both 
within and outside the Commission. In his written submission to us, David 
O’Sullivan, Secretary General of the Commission, wrote that the Lisbon 
Agenda “is a partnership between Member States and the Commission … 
for example it has become clear that persistent barriers to trade in services 
need to be tackled Europe-wide”18 whilst “to take a contrasting example, 
education and training is a national regional or local competence and rightly 
so. Traditions and systems are different and cannot simply be harmonised by 
EU legislation. So there it is Member States who must act”.19 

44. Speaking on behalf of President Barroso, Mr Cabral told us that within the 
College of Commissioners, “this attitude towards devolution and ownership 
was there from the start [of Barroso’s presidency] and it is clear in our 
documents that the Commission is there as a facilitator and an enabler” 
(Q 174). We agree with the Commission that the core responsibility 
for economic reform must lie with national governments. 

Open Method of Co-ordination 

45. To inform, co-ordinate and strengthen national level reforms Member States 
have agreed to follow a system along the lines of the Open Method of Co-
ordination. The Open Method was originally introduced at the Lisbon 
European Council in March 2000 specifically to drive forward the social 
policy goals of the Lisbon Strategy. Under the Open Method, Member 
States agree common guidelines and medium-term targets. Progress towards 
these goals is assessed against the targets by the Commission and the 
Council, on the basis of regular reports from the Member States. 
Fundamental to the Open Method are the twin mechanisms of peer group 
review and benchmarking. The Commission has no coercive mechanisms20. 
Lisbon is an agreement unsupported by any means other than peer pressure 
to ensure compliance. 

46. In the case of the economic aspects of the Lisbon Agenda, the guidelines are 
the 24 Integrated Guidelines for Growth and Jobs21 drafted by the 
Commission, which we list in appendix 8. Member States are encouraged to 
develop their own national policies in response to each of these guidelines. 
These policies are brought together in the annual National Action Plans 
which are submitted to the Commission for analysis and publication. We 
discuss these National Action Plans in greater detail in the following chapter. 

                                                                                                                                     
18  p 297 paragraph 17, Mr O’Sullivan makes clear that his evidence is given in a personal capacity. 
19  p 297 paragraph 18  
20  E. Szyszczak, “The New Social Policy Paradigm: A virtuous Circle?” 38 Common Market Law Review p1125; 

and “Social Policy in the Post-Nice Era” in A Arnull and D. Wincott, (eds) Accountability and Legitimacy in 
the European Union, Oxford, OUP, 2002 

21  COM(2005) 141 Final, Brussels, 14/04/2005 
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47. The key to the Open Method of Co-ordination approach is that Member 
States are given the opportunity to learn from each other by identifying and 
adopting best practice. John Healey MP gave a number of examples of how 
this is currently working. He told us, for example, that Poland “is taking 
quite a close interest in how we have set up JobCentre Plus and some of the 
other active labour market policies in place here” (Q 249). 

48. Indeed for the Commissioners and Ministers we spoke to, the Open Method 
of Co-ordination has been a success. Commissioner Špidla, for example, 
whilst recognising that it should not be applied to every area, pointed out 
that “if you look at the areas where the Open Method of Co-ordination is 
used they tend to be areas where the Lisbon Agenda has made progress and 
labour market figures in those areas are pretty much up to speed” (Q 161). 
Although he was not certain that the 2010 targets would be reached, he 
argued that the areas where the Open Method is used—employment for 
women and older people for example—are the areas where the most progress 
has been made. 

49. We consider that the Open Method has had few successes so far. 
However, there is clearly no appetite for an extension of Union 
powers permitting more central direction. We agree with UNICE that 
there are simply “no other means than to practise the Open Method 
of Co-ordination” (Q 167). In this report we have sought to outline ways 
to enhance the economic benefits of the Agenda via the operation of the 
Open Method. 

Entrepreneurship and SMEs 

50. Of the 24 Guidelines we consider those prioritising entrepreneurship and 
SMEs to be especially important. The 2005 Kok report stated that, 
“increasingly, new firms and SMEs are the major sources of growth and new 
jobs. Entrepreneurship is thus a vocation of fundamental importance, but 
Europe is not ‘entrepreneur-minded’ enough. It is not attractive enough as a 
place in which to do business. There are too many obstacles for 
entrepreneurs and therefore Europe misses many opportunities for growth 
and employment. Much can and must be done to improve the climate for 
business”22. 

51. The importance of SMEs and entrepreneurship was also a common motif in 
the evidence we received. In their written evidence, the Federation of Small 
Businesses wrote that “over the period 1995 to 1999, SMEs were the major 
job creators in the UK. Furthermore, it was the very smallest firms (1 to 4 
people) that contributed most to job creation … In the EU as a whole, SMEs 
account for two-thirds of total employment and account for approximately 
65 per cent of GDP” (p 246). In addition, a number of others noted the 
comparatively small average size of an EU based SME, and considerable 
effect on employment that would be seen if each SME in Europe grew 
enough to allow it to employ one extra worker. This was underscored by 
Mark Spelman from Accenture, who reported that “the average number of 
employees per small company in Europe is nine. In the US it is 17” (Q 237). 
We agree that it is important for national governments to develop 
policies to encourage the growth of SMEs. 

                                                                                                                                     
22  Facing the Challenge, The Lisbon Strategy for Growth and Jobs, Report from the High Level Group chaired by 

Wim Kok, November 2004, page 28 
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52. According to Commissioner Špidla, “the bulk of European legislation favours 
SMEs; it is good for them” (Q 160). This was reinforced by UNICE who 
praised the Commission’s Better Regulation Initiative as evidence that “there 
is not this tendency to over-regulate,” and suggested that “there is real self-
restraint now in the Community” (Q 168). The Commission’s annual report 
on the National Action Plans report underlines the importance of SMEs, 
identifying SME policy as one of four Priority Action Areas and suggesting 
five measures that should be taken to promote their growth: 

• By 2007, Member States should each set up a “one-stop shop” to assist 
future entrepreneurs and allow businesses to fulfil all administrative 
requirements in one place; 

• The average time to set up a new business should be halved by the end 
of 2007, and then to one week or less; 

• Entrepreneurship education should be provided as part of the school 
curriculum for all pupils; 

• Each Member State should properly measure administrative burdens, 
whilst the Commission will propose ways to reduce costs on businesses 
arising from EU rules; and 

• The Commission will remove the obligation to notify certain categories 
of small state aids, which it believes should help SMEs. 

53. With regard to the UK, John Healey told us that the Government had a 
“number of particular provisions which help businesses as they start and 
grow. We have the highest VAT registration threshold23—at about £60,000 
turnover—anywhere in Europe, for instance” (Q 264). To some extent, the 
SME-friendly nature of the UK is backed up in the Commission’s synthesis 
report: there is praise for the Government for “providing five days of 
enterprise teaching to all pupils aged 14 to 16”24, for example. However, the 
Commission also believe that “more could be done to reduce the time period 
for business VAT registration, to tackle the recent decline in 
entrepreneurship among ethnic minorities and to achieve the very ambitious 
target set for female entrepreneurship”25. 

54. We are pleased that the Commission recognises the importance of 
SMEs to the future prosperity of Europe and support the drive to 
lessen the burden of regulation on them. 

                                                                                                                                     
23 VAT registration threshold is the threshold value of taxable supplies (or sales) at which a business is 

required to register for VAT payments with HM Revenue and Customs. 
24  Time to Move Up a Gear, Communication from the Commission to the Spring European Council, COM 

(2006), part 3, page 27 
25  Time to Move Up a Gear, part 2, page 160 
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CHAPTER 4: NATIONAL ACTION PLANS 

55. Ministers at the European Council meetings in March and June 2005 agreed 
that each Member State should produce a National Action Plan as part of 
the relaunch of the Lisbon Agenda. According to the Government, these 
Plans give Member States “the opportunity to identify their own priorities 
and share best practice in meeting the challenges”26 of the Agenda. 

56. Following the publication of these Plans by all Member States, the 
Commission published a Communication Time to Move Up a Gear27. This 
Communication, in addition to a general review of progress towards the 
Lisbon objectives, contains summary and analysis of each of the National 
Action Plans. The Commission’s summary of the UK’s Action Plan is 
reprinted at Appendix 6. It is intended that this Communication will form 
the basis of a discussion between Heads of State at the forthcoming March 
Council meeting. 

57. Our analysis of the Action Plans indicates that Governments are keen to 
present their national economies and policies in the best possible light. 
Often, there is little discussion of areas in which countries are performing 
badly; in addition, statistics which present a more favourable picture are 
prioritised. Thus, for example, the UK National Reform Programme notes 
that whilst “the UK’s productivity performance has historically lagged 
behind that of other major economies”28, “the UK outperforms France and 
Germany on comparisons of output per person of working age”29. However, 
France and Germany remain well ahead of the UK on comparisons of output 
per hour worked. 

58. Furthermore our understanding of the UK Action Plan is that it contains 
policies which the UK has already developed in order to make the UK 
economy more competitive in a global, rather than strictly European, market. 
Nor do we see any policies derived from a study of other Member States’ 
actions.  

A template for Action Plans and an agreed system of statistics 

59. In spite of this tendency to concentrate on success, we do consider that 
Action Plans could be turned into valuable tools to facilitate the sharing of 
best practice and to encourage governments to concentrate on the goals of 
growth and jobs. We note the suggestion that under some circumstances 
these Plans could become little more than bureaucratic reports on 
approaches already taken by Governments. On balance we consider that, if 
properly applied, such a system of Plans could be a useful mechanism for 
sharing best practice among Member States. However, we consider that 
these could be made more effective. For example, during the discussions at 
the March Council, ministers should agree to set a template for the Action 

                                                                                                                                     
26  Lisbon Strategy for Growth and Jobs, UK National Reform Programme, HM Treasury, October 2005 

(Para 1.1) 
27  Communication from the Commission to the Spring European Council, Time to Move Up a Gear, COM 

(2006), 24/01/2004 
28  Lisbon Strategy for Growth and Jobs, UK National Reform Programme, HM Treasury, October 2005  

(Para 3.4) 
29  Ibid. (Para 3.6) Italics in original 
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Plans. Such a template would require Member States to give examples of 
where they are performing successfully, but would also require an analysis of 
the areas in which they are underachieving. Such analysis should include a 
review of the more successful practices operated in other Member States. 

60. We note that there are large variations in the format of the Action Plans 
presented by the Member States. Whilst the French Action Plan, for 
example, seeks to defend the French Government’s30 policy of croissance 
sociale or social growth, the Estonian Plan31 includes an annex detailing 
which of their policies fall under each of the Guidelines. This Action Plan 
also includes a series of graphs comparing the performance of their economy 
with the performance of all the other Member States. We consider this to be 
a good example of how an Action Plan should be structured as it indicates 
that the authors have sought to compare performance and policies across 
Europe. This format also makes comparison of relative performance by 
others easier. 

61. We note that before the 2005 relaunch of the Agenda there were seventeen 
quantifiable targets. These included ambitions for employment rates; 
research and development spending; internet penetration; e-government 
availability; transposition of internal market directives and environmental 
protection. However, the data tables in the country by country analysis 
contained in the Commission’s 2005 report on the Action Plans mention 
only two targets: a 70 per cent employment rate and 3 per cent gross 
domestic expenditure on R&D by 2010. We consider that the Open 
Method of Co-ordination could be strengthened by agreeing to use 
other quantifiable targets as this would facilitate comparison between 
Member States’ performances. 

62. We support the idea of National Action Plans, however we consider 
that they could be made more effective. We suggest that the March 
Council should agree to set a template for future Plans which focuses 
on sharing information on best practice and relative performance in a 
comparable format. 

63. To help the assessment of the Plans, Member States should agree to use a 
common system of statistics in the Action Plans. We consider that such a 
system will make comparison of performance across Member States, and 
more widely with other economies, easier and more effective. We note that 
there will be political and technical difficulties involved in agreeing to such a 
system. According to Mark Purdy from Accenture, for example, “it is not an 
issue about availability of data. The EU publishes over 100 structural 
indicators covering almost every aspect of this process, so the data is there. 
The problem is that the whole debate around Lisbon comes at a very 
technical level … the challenge is how do we concentrate on a smaller set of 
statistics that are really meaningful to the average EU citizen” (Q 229). 

64. We consider that it should possible to come to an agreement on a set of 
statistics for use in the Action Plans. Kevin Daly told us that whilst, for 
example, there are “measurement issues relating to productivity”, in his work 
he had been able to ensure a comparison of “productivity on a like-for-like 
basis” (Q 97). We note that agencies including the OECD, the ILO and 

                                                                                                                                     
30 Programme National de Reforme pour une croissance sociale, Government of the French Republic, October 

2005 
31  Estonian Action Plan for Growth and Jobs 2007–2007, Government of Estonia, 13 October 2005 
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Eurostat have been working to produce accurate and internationally 
comparable economic statistics. Indeed, the Commission’s synthesis report 
“presents 14 short-listed structural indicators derived from the European 
statistical system”32. These indicators are presented, on a country by country 
basis, in both tabular and graphical forms. The graphs of each country’s 
performance also provide a visual comparison with average performance of 
the 25 Member States, in order to illustrate “in which areas a particular 
Member State is performing better or worse than the European average”33. 
The data and charts relating to the UK are reprinted at Appendix 6. 

65. We consider that at the Spring European Council preparations should 
be made for a common system of statistics for use in the Action Plans 
and the Commission’s synthesis report, so as to enable more effective 
and easier comparison of the performances of Member States. At the 
same time, Heads of State should agree to make greater efforts to 
present these statistics in a more balanced, comprehensive and 
informative manner, so as to highlight those areas in which countries 
are performing not only well, but also less well. 

Analysis and Implementation of the Action Plans 

66. Whilst in the evidence we have received there is general support for the 
Action Plans, we consider that it is crucial that governments are encouraged 
to use them to their full advantage and to implement the reforms contained 
in them.  

67. With this in mind, we have sought to analyse other methods to bring about 
economic reform. One of the recommendations of Wim Kok’s report in 
advance of the Mid-Term Review was for a system of naming and shaming 
those who did not perform well in pursuit of the Lisbon objectives. The 
report recommended that, “the European Commission should deliver, to the 
Spring European Council in the most public manner possible, an annual 
league table of Member State progress towards achieving the 14 key 
indicators and targets. Countries that have performed well should be praised, 
those that have done badly castigated”34. 

68. In the evidence we received from the Commission there was little appetite for 
this sort of role. Mr Cabral told us that the Commission was not in a 
“position of school mastering … Member States [along the lines of] ‘In 
France you do this; in the UK you should do that’” (Q 172). 

69. It is important to note that within the Commission the 2005 National Action 
Plans are viewed as a stepping stone to a more developed system. According 
to Mr Cabral, they are “the first step: setting the scene and encouraging 
ownership and devolution” (Q 174). Further benefits from the Action Plan 
system will come in future years when the Commission’s annual report will 
seek to analyse the success of Member States in achieving the objectives set 
out in their Plans. Mr Cabral envisaged that future Commission reports 
would state that “Member State X was clearly a success in the sense that all 
the actions which were foreseen had been completed, but Member State Y 

                                                                                                                                     
32  Time to Move Up a Gear, Part 2, page 7 
33  Ibid. page 8 
34  Facing the Challenge, Report from the High Level Group chaired by Wim Kok, page 43 
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unfortunately, due to this and that, fell short of expectations”  
(Q 174). 

70. Many of those we spoke to supported this idea of seeking to ensure that 
policies promised in the Action Plans are actually delivered. According to 
Mr Mingasson of UNICE, “we should find a way of monitoring the 
implementation” (Q 165) of the Action Plans. Indeed, the ECOFIN Council 
have stated that Member States, the Council and the Commission should 
monitor and evaluate rigorously the implementation and impact of economic 
reforms to assess whether the level of action and ambition is commensurate 
to the challenge. This was taken up by Mr Goebbels MEP (Luxembourg, 
Socialist) who told us that “it is now very important that national 
parliaments, the House of Lords, the House of Commons and all the other 
parliaments do their job: control and scrutinise their national governments, 
so that we will finally achieve something more decent” (Q 193). 

71. There is a clear role for the Commission to provide objective analysis 
and comparison of Member States’ performances. We also consider 
that there is a role for the Commission in identifying and highlighting 
areas of best practice among Member States. 
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CHAPTER 5: COMMUNICATING THE MESSAGE OF LISBON 

72. As has become clear in previous chapters, the future success of the Lisbon 
Agenda is largely dependent on actions taken at national level. The emphasis 
is on governments identifying areas where improvements can be made and 
adopting policies to improve the performance of their economies in these 
areas. As Roger Liddle told us, “the Commission could produce as many 
analyses of what Member States are doing as it wants, but unless the Heads 
of Government themselves take this job seriously then it is not going to have 
much impact” (Q 84). In this final chapter we examine how, through 
communicating the message of Lisbon to Europe’s citizens, pressure can be 
put on political leaders to drive forward the Agenda’s goals. The challenge is 
to engender a desire for reform within Member States. 

Engaging the Union’s citizens in the Lisbon Agenda 

73. The approach we have outlined thus far has sought to encourage 
governments to compare their performance with the economies of other 
Member States; and to identify and adopt best practice. Many of those who 
gave evidence to us suggested that governments needed to be encouraged to 
do this by their citizens. For Mark Purdy of Accenture, “what matters to the 
EU citizen is essentially income, employment, opportunity and participation 
rates. We have to find a way of making those statistics more widely known 
and creating pressure on national governments to follow the best practice” 
(Q 229). 

74. For this approach to work, it is important that there is a general awareness of 
the Lisbon Agenda. However, many of those we met during our inquiry 
stressed the lack of recognition of the Lisbon Agenda. Even Members of the 
College of Commissioners emphasised this problem: Commissioner 
McCreevy told us that people “will probably think it is a football team or 
something” (Q 181). The situation in the UK is no better: John Healey MP 
estimated that recognition even among British parliamentarians was 
“relatively low” (Q 251). This is brought into sharper focus when the 
Agenda’s public profile is compared to the Kyoto Protocol. As Klaus-Heiner 
Lehne MEP (Germany, EPP) told us, “as a term everybody knows what 
Kyoto means. Nobody can say that for Lisbon” (Q 193). We consider that 
the low public profile of the Agenda is an obstacle to its success. 
Effectively communicating the positive message of more jobs and 
growth is vital to creating the level of public interest that is required 
to put pressure on national governments to pursue economic reform. 
Focussing the presentation of the Agenda on the goals of growth and 
jobs will have a beneficial impact on its credibility. We therefore 
support the Commission’s decision to rebrand the Agenda the 
European Strategy for Growth and Jobs. 

Publication of the UK Nation Action Plan, the Commission’s Synthesis 
Report; and a Minister with Responsibility for Lisbon Policies 

75. We note that the publication of the UK’s National Reform Programme did 
not receive great publicity. We are surprised that the Government did not go 
to greater efforts to communicate its launch. John Healey MP told us that 
“there was not a press conference but there was press work and there was 
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information given to Parliament” (Q 252). There is even a mild, implicit 
criticism in the Commission’s annual report: “some consultation took place 
… but wider consultation could have strengthened the integration and 
ownership of the NRP”35. Given the Government’s role in lobbying for the 
Agenda in 2000, we are also surprised at the lack of interest in the launch of 
the National Action Plans. We consider that the Government has missed 
an excellent opportunity to publicise the drive for growth and jobs 
which is at the heart of the Lisbon Agenda. We urge the Government 
to do better. The publication of next year’s Action Plan should be the 
centrepiece of their strategy. 

76. In contrast to the Action Plan which was not laid before Parliament, the 
Commission’s review report has been deposited by the Government for 
scrutiny in the relevant committees of both Houses. Although this arrived too 
late to be considered fully in this report, we will be considering it in the usual 
fashion in the coming weeks. 

77. The Minister also confirmed that the Government does not intend to 
appoint a minister to oversee the Lisbon policies and to take responsibility 
for promoting and communicating Lisbon related policies despite the 
Council’s decision that Member States should do so. However, he did imply 
that ultimately the Chancellor of the Exchequer was responsible for these 
policies: “if you are looking for, in practice, a driver of this set of economic 
reforms spanning the different departments and policy areas over the last few 
years, it has generally been the Chancellor who has set the pace on this” 
(Q 270). If the Chancellor is already responsible, we suggest that this 
is made public. We consider that the public identification of such a 
high level minister would have a very positive effect on public 
awareness of the Agenda; and would send a strong message to other 
Member States about the UK’s commitment to the Agenda and its 
objectives. 

78. At a European level we note that, whilst the European Council has agreed to 
discuss the Agenda on an annual basis, neither the ECOFIN nor 
Competitiveness Council has been given responsibility to keep a watching 
brief on the Agenda. We consider that progress towards the Agenda’s 
goals would benefit from giving responsibility for monitoring the 
Agenda to one Council. Equally we believe that the Commission and 
the European Parliament must not allow the European strategy for 
growth and jobs to fall out of the public consciousness. 

The Role of Parliament 

79. We were struck by the fact that, although the Agenda is sometimes referred 
to as part of wider discussions, there have not been any recent debates in 
either House specifically on it. This is in contrast to a number of other 
Member States, whose National Action Plans indicate that parliaments have 
been more involved in drawing up and scrutinising the Lisbon policies. We 
believe that parliamentary committees should keep a watching brief 
on the Agenda and we will seek to return to it ourselves in the future. 
We consider that parliamentary debates on the Agenda would help to 
raise its profile and engage citizens in the relative economic 
performance of the Member States and the urgency and desire for 
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economic reform in Europe. We urge Members of both Houses to 
seek regular debates on the Agenda and ask the Government to 
consider formally laying the annual Action Plan before Parliament. 
We therefore make this report to the House for debate. 
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CHAPTER 6: SUMMARY OF CONCLUSIONS 

The Lisbon Agenda 

80. While we are doubtful about some aspects of the Lisbon programme we 
consider that the successful implementation of the move to competitiveness 
at the heart of the Lisbon Agenda should now be a central priority for the 
Council, the Commission and the Member States. We fully support the 
conclusion of the Kok Committee to narrow the focus of the Lisbon Agenda 
to growth and jobs and consider that lessons should be learnt from the 
inadequate performance of Member States’ economies during the last six 
years. (paragraph 13) 

81. We do not agree with the argument presented by the ETUC that the reason 
for low growth in Europe lies in the ECB’s monetary policy or the constraints 
on Member States imposed by the Stability and Growth Pact. Indeed, we 
consider that the ECB has kept interest rates low. We therefore conclude 
that, in order to drive forward the goals of growth and jobs, genuine reform 
of Europe’s economies is necessary. (paragraph 23) 

82. While we accept the importance of environmental policies we do not 
consider that they should be the primary focus of what is, after all, an 
economic agenda. Given the importance of improving economic growth and 
increasing the number of jobs available to Europe’s prosperity we believe that 
it is right that the Agenda should be focused on these crucial areas. 
(paragraph 24) 

83. However, we consider that it is right that the responsibility to decide how to 
deliver the non-Community based Lisbon reforms rests with national 
governments. Where appropriate we expect that this will include using local 
and regional tiers of government. (paragraph 25) 

Action at European Level 

84. The Committee will scrutinise fully the Commission’s new draft Services 
Directive in order to reach a view on whether it would still further the 
Commission’s original objective of creating a vigorous Internal Market in 
services. We remain convinced that existing barriers to an Internal Market in 
services must be removed by speedy and robust European legislation. 
(paragraph 35) 

85. It is clear that there is a need for the Commission to fulfil its on-going duty 
and obligation in ensuring that agreed Internal Market measures are applied 
properly throughout the Union. We urge the Commission to take a firm and 
rigorous approach to applying the provisions of the Treaties and of EU 
legislation to the various instances where attempts have been or are being 
made by Member States to erect barriers to cross border mergers or other 
transactions. We consider that the Government should give the Commission 
their full support in following such a course, the application of EU law being 
the best defence available for the operation of the Internal Market. 
(paragraph 37) 

86. We welcome the Commission’s wide-ranging better regulation initiative as a 
further means for the Commission to contribute to the Lisbon goals of 
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growth and more jobs by realising a fully effective Internal Market. 
(paragraph 42) 

Action at National Level 

87. We agree with the Commission that the core responsibility for economic 
reform must lie with national governments. (paragraph 44) 

88. We consider that the Open Method of Co-ordination has had few successes 
so far. However, there is clearly no appetite for an extension of Union powers 
permitting more central direction. We agree with UNICE that there are 
simply “no other means than to practise the Open Method of Co-ordination” 
(Q 167). (paragraph 49) 

89. We consider that it is important for national governments to develop policies 
to encourage the growth of SMEs. (paragraph 51) 

90. We are pleased that the Commission recognises the importance of SMEs to 
the future prosperity of Europe and support the drive to lessen the burden of 
regulation on them. (paragraph 54) 

National Action Plans and Peer Pressure 

91. We consider that the Open Method of Co-ordination could be strengthened 
by agreeing to use other quantifiable targets as this would facilitate 
comparison between Member States’ performances. (paragraph 61) 

92. We support the idea of National Action Plans, however we consider that they 
could be made more effective. We suggest that the March Council should 
agree to set a template for future Plans which focuses on sharing information 
on best practice and relative performance in a comparable format. 
(paragraph 62) 

93. We consider that at the Spring European Council preparations should be 
made for a common system of statistics for use in the Action Plans and the 
Commission’s synthesis report, so as to enable more effective and easier 
comparison of the performances of Member States. At the same time, Heads 
of State should agree to make greater efforts to present these statistics in a 
more balanced, comprehensive and informative manner, so as to highlight 
those areas in which countries are performing not only well, but also less 
well. (paragraph 65) 

94. There is a clear role for the Commission to provide objective analysis and 
comparison of Member States’ performances. We also consider that there is 
a role for the Commission in identifying and highlighting areas of best 
practice among Member States. (paragraph 71) 

Communicating the Strategy for Jobs and Growth 

95. We consider that the low public profile of the Agenda is an obstacle to its 
success. Effectively communicating the positive message of more jobs and 
growth is vital to creating the level of public interest that is required to put 
pressure on national governments to pursue economic reform. Focussing the 
presentation of the Agenda on the goals of growth and jobs will have a 
beneficial impact on its credibility. We therefore support the Commission’s 
decision to rebrand the Agenda the European Strategy for Growth and Jobs. 
(paragraph 74) 
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96. We consider that the Government has missed an excellent opportunity to 
publicise the drive for growth and jobs which is at the heart of the Lisbon 
Agenda. We urge the Government to do better. The publication of next 
year’s Action Plan should be the centrepiece of their strategy. (paragraph 75) 

97. If the Chancellor is already responsible for overseeing the UK’s policies to 
achieve the Lisbon goals, we suggest that this is made public. We consider 
that the public identification of such a high level minister would have a very 
positive effect on public awareness of the Agenda; and would send a strong 
message to other Member States about the UK’s commitment to the Agenda 
and its objectives. (paragraph 77) 

98. We consider that progress towards the Agenda’s goals would benefit from 
giving responsibility for monitoring the Agenda to one Council. Equally we 
believe that the Commission and the European Parliament must not allow 
the European strategy for growth and jobs to fall out of the public 
consciousness. (paragraph 78) 

99. We believe that parliamentary committees should keep a watching brief on 
the Agenda and we will seek to return to it ourselves in the future. We 
consider that parliamentary debates on the Agenda would help to raise its 
profile and engage citizens in the relative economic performance of the 
Member States and the urgency and desire for economic reform in Europe. 
We urge Members of both Houses to seek regular debates on the Agenda 
and ask the Government to consider formally laying the annual Action Plan 
before Parliament. We therefore make this report to the House for debate. 
(paragraph 79) 
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APPENDIX 1: SUB-COMMITTEE A (ECONOMIC AND FINANCIAL 
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APPENDIX 2: LIST OF WITNESSES 
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written evidence; those marked * gave oral evidence only; those without an asterisk 
gave written evidence only. 
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Mr Malcolm Harbour MEP 

* Mr António José Cabral, Cabinet of President Barroso, European 
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European Round Table of Industrialists 

** European Trade Union Confederation 

Federation of Small Businesses 
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* Mr John Healey MP, Financial Secretary, HM Treasury 

Mr Walter Herriot, St John’s Innovation Centre 

Industry, Research and Energy Committee, European Parliament 

Mr Josef Janning, BertelsmannStiftung 

Joint Nature Conservation Committee 

* Mr Ivan Lewis MP, Economic Secretary, HM Treasury 

* Mr Roger Liddle, Cabinet of Commissioner Mandelson, European 
Commission 

Local Government Association and Local Government International 
Bureau 
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Local Government Rural Network 

* Lisbon Co-ordination Group, European Parliament 

Mr Philip Lowe, European Commission 

Dr Gerard McCann, St Mary’s University College 

* Commissioner McCreevy, Commissioner for Internal Market and Services, 
European Commission 

Objective One Partnership 

One NorthEast 

Mr David O’Sullivan, Secretary General, European Commission 

* Professor Maria Rodrigues, Professor of Economics, ISCTE 

Scottish Executive 

** Commissioner Špidla, Commissioner for Employment and Social Affairs, 
European Commission 

** Trades Union Congress 

* UNICE 

Mr Günter Verheugen, Vice-President, European Commission 

Welsh Local Government Association 
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APPENDIX 3: CALL FOR EVIDENCE 

The Sub-Committee, under the Chairmanship of Lord Radice, has decided to 
conduct an inquiry into the Lisbon Agenda which, since the Commission’s March 
2005 mid-term review, has been relaunched as the strategy for growth and jobs36. 
The Sub-Committee will be considering the fundamental issues relating to the 
Lisbon Agenda and will seek to answer the following key questions: 

• Is the refocus of the Lisbon Agenda on jobs and growth following 
the 2005 mid-term review useful? 

• What are the most appropriate mechanisms for achieving more 
jobs and growth in Europe? 

• What are the different social models in Europe and what is their 
contribution to improving growth and increasing employment? 

The Sub-Committee would welcome written comments on these issues; and, in 
support of such comments, the Sub-Committee would be interested to receive 
answers to the questions below. The Sub-Committee is particularly interested to 
receive submissions based on economic facts. 

• The relevance of the Lisbon objectives: 
 Do the Lisbon objectives reflect the goals which Europe should 

aspire to achieve? 
 Are Member States still looking for economic reform? 
 Are Member States still looking for the same economic reform 

as they were in 2000? 
 What is the attitude of the new Member States to the 

objectives? 

• The 2010 target date: 
 Does the 2010 date have any significance? 
 Are the objectives likely to be achieved by 2010? 
 What can be done to achieve the Lisbon objectives? 

• National or European level policy: 
 Should the Lisbon Agenda goals be a matter only for 

individual national governments? 
 Which specific activities can only be undertaken at EU level; 

and which particular activities should Member States take on? 
 What role should the Commission have in encouraging the 

goals of jobs and growth? 

• European Union mechanisms: 
 Are the Broad Economic Policy Guidelines and the 

Employment Guidelines, which have now been renamed the 
Integrated Guidelines for Growth and Jobs, appropriate and 
effective? 

                                                                                                                                     
36  This document can be found at: http://europa.eu.int/growthandjobs/pdf/COM2005_024_en.pdf 
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 Are there other possible mechanisms which could drive 
forward Member State initiatives for achieving the goals of 
growth and jobs? 

 How can Member States’ best practice in achieving growth 
and jobs be identified? 

 Should this best practice be encouraged by legislation, 
competition through market forces, or in some other way? 

 How can the reform of EU state aid rules encourage progress 
towards the Lisbon objectives? 

• Social and economic models: 
 Which elements of the different social models in the EU are 

succeeding in the global economy? 
 To what extent do elements of the different social models act 

as a break on economic growth? 
 Do any social models distort EU-wide growth? 
 Does every country need to have the same social model for the 

targets of growth and jobs to be achieved? 

• Member States’ commitment: 
 Are some Members States more committed to the Lisbon 

objectives than others? 
 What can be done to encourage Member States to pursue the 

Lisbon objectives? 

 

GUIDANCE TO THOSE SUBMITTING WRITTEN EVIDENCE 

Written evidence is invited in response to the questions above, to arrive by 
no later than Monday 10 October 2005. 

The questions above cover a broad range of topics and there is no need for 
individual submissions to deal with all the issues. Evidence should be kept as short 
as possible: submissions of not more than four sides of A4 paper of free-standing 
text, excluding any supporting annexes, are preferred. Paragraphs should be 
numbered. 

Evidence should be sent in hard copy and electronically to the addresses below. 

Evidence should be attributed and dated, with a note of the author’s name and 
position. Please state whether evidence is submitted on an individual or corporate 
basis. 

Evidence becomes the property of the Committee, and may be printed or 
circulated by the Committee at any stage. You may publicise or publish your 
evidence yourself, but in doing so you must indicate that it was prepared for the 
Committee. 

Submissions will be acknowledged. Any enquiries should be addressed to: Ed 
Lock, Clerk of Sub-Committee A, Committee Office, House of Lords, London 
SW1A 0PW; telephone 020 7219 3616; fax 020 7219 6715; e-mail 
locked@parliament.uk. 

This is a public call for evidence. You are encouraged to bring it to the 
attention of other groups and individuals who may not have received a 
copy directly. 



 A EUROPEAN STRATEGY FOR JOBS AND GROWTH 41 

APPENDIX 4: GLOSSARY 

 

BCC  British Chamber of Commerce 

BEPG  Broad Economic Policy Guidelines 

CBI  Confederation of British Industry 

CSG  Community Strategic Guidelines for Cohesion 

DTI  Department of Trade and Industry 

EIA  Extended Impact Assessment 

EMU  Economic and Monetary Union 

ERN  English Regions Network 

ETUC European Trade Union Confederation 

EU  European Union 

EU10 Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, 
Malta, Poland, Slovak Republic, Slovenia 

EU15 Belgium, France, Germany, Italy, Luxembourg, Netherlands, 
Denmark, Ireland, United Kingdom, Greece, Portugal, Spain, 
Austria, Finland, Sweden 

EU25 Belgium, France, Germany, Italy, Luxembourg, Netherlands, 
Denmark, Ireland, United Kingdom, Greece, Portugal, Spain, 
Austria, Finland, Sweden, Cyprus, Czech Republic, Estonia, 
Hungary, Latvia, Lithuania, Malta, Poland, Slovak Republic, 
Slovenia 

FSAP  Financial Services Action Plan 

FSB  Federation of Small Businesses 

GDP  Gross Domestic Product 

HMT  HM Treasury 

ICT  Information and Communication Technologies 

OECD Organisation for Economic Co-operation and Development 

NAP  National Action Plan 

NRP  National Reform Programme 

NSRF  National Strategic Reference Frameworks 

PSA  Public Service Agreement 

PPS  Purchasing Power Standard 

R&D  Research and Development 

RDAs  Regional Development Agencies 

RTD  Research and Technological Development 

RTDI  Research, Technological Development and Innovation 

SMEs  Small and Medium Enterprises 
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TNCs  Transnational Corporations 

TUC  Trades Union Congress 

UNICE Union des Industries de la Communauté Européenne 

WTO   World Trade Organisation 
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APPENDIX 5: REPORTS 
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Annual Report 2005 (25th Report session 2005–06, HL Paper 123) 

Economic migration to the EU (14th Report session 2005–06, HL Paper 58) 
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Paper 23) 

The Future Financing of the Common Agricultural Policy (2nd Report session 
2005–06, HL Paper 7) 

Annual Report 2004 (32nd Report session 2003–04, HL Paper 186) 

The Future of Europe—The Convention’s Draft Constitutional Treaty (41st 
Report session 2002–03, HL Paper 169) 

Review of Scrutiny of European Legislation (1st Report session 2002–03, HL 
Paper 15) 

Session 2005–2006 Reports prepared by Sub-Committee A 

The World Trade Organization: Hong Kong Ministerial 13th–18th December 
(17th Report, HL Paper 77) 

The 2006 EC Budget (5th Report, HL Paper 22) 

Other Relevant Reports prepared by Sub-Committee A 

Future Financing of the European Union (6th Report session 2004–05, HL Paper 
62) 

Evidence from the Financial Secretary on the proposed reforms of the Stability 
and Growth Pact (7th Report session 2004–05, HL Paper 74) 

Proposal to ban trade in products used for capital punishment or torture (8th 
Report session 2004–05, HL Paper 75) 

The 2005 EU Budget (21st Report session 2003–04, HL Paper 131) 

The World Trade Organization: the role of the EU post-Cancún (16th Report 
session 2003–04, HL Paper 104) 

Evidence from the Financial Secretary on the Stability and Growth Pact and the 
European Central Bank (14th Report session 2003–04, HL Paper 88) 

 



44 A EUROPEAN STRATEGY FOR JOBS AND GROWTH 

APPENDIX 6: NATIONAL ACTION PLAN FOR THE UNITED KINGDOM 

 

1. The United Kingdom’s real GDP grew 3.2% on average in 1996–2000, well 
above the EU average, with GDP per capita at 117% of the EU average in 2004. 
GDP continued to grow relatively well with favourable labour market outturns. 
Labour productivity growth has been a bit faster than the EU average. The 
employment rate at 71.6% is high and exceeds the Lisbon target. The 
unemployment rate has been broadly stable and is at an historic low (4.7% in 
2004). 

PART I: GENERAL ASSESSMENT 

2. The UK National Reform Programme (NRP) sets out broad policy priorities: 
maintaining fiscal sustainability in the face of demographic challenges; building an 
enterprising and flexible business sector; promoting innovation and R&D; 
widening opportunities for the acquisition of skills; increasing innovation and 
adaptability in the use of resources; and ensuring fairness through a modern and 
flexible welfare state. The Commission broadly shares the NRP’s analysis of the 
main priorities but notes that improving transport infrastructure is also an 
important challenge in some regions. 

3. The UK has already made considerable progress in structural economic reforms 
and the NRP largely reflects existing strategies. Some potential synergies between 
different policies are not addressed. The NRP presents a series of measures that 
are likely to build on to the successful structural economic reforms already 
undertaken in the UK through further opening markets, encouraging employment 
and improving the business environment. However, a number of other important 
challenges remain such as the fiscal balance, the efficiency of public expenditure, 
the quality of transport infrastructure, skill levels, pension reform and R&D policy. 
The UK already exceeds the employment rate target of 70% set for the EU as a 
whole. The NRP refers to a target of 80% for the long term, although there is no 
target for 2010. In addition, the government has set an R&D investment target of 
2.5% of GDP for 2014, against the background of the overall target for the EU of 
3% by 2010. The UK sets no target for that date, but will review progress to the 
UK’s own target and calibrate policy on an annual basis. The role of Structural 
Funds in supporting the NRP is not fully explained. 

4. Consultation and efforts to develop ownership of the document have been 
rather limited. The UK NRP was issued by H.M. Treasury. Some consultation 
took place, for example with the devolved administrations responsible for 
Scotland, Northern Ireland and Wales, but wider consultation could have 
strengthened the integration and ownership of the NRP. Annexed to the NRP is a 
joint declaration with the Irish Government on North/South cooperation to 
promote growth and jobs throughout the island of Ireland. A short stakeholder 
consultation was undertaken over the summer to gauge general interest in the 
Lisbon Strategy. 

PART II: ASSESSMENT BY POLICY AREA 

Macro-economic policies 

5. In terms of macroeconomic strategy, the NRP focuses on efficiency 
improvements to public expenditure and new initiatives for pension provision. 



 A EUROPEAN STRATEGY FOR JOBS AND GROWTH 45 

Improving the structural fiscal balance is a challenge for fiscal policy not addressed 
in the NRP. 

6. On the quality of public finances, the government has set an ambitious target to 
improve the efficiency of public spending, involving redirecting some £20bn 
(€29bn or 1.7% of GDP) to priority spending areas by 2007/08. The 
redeployment of resources to frontline health services should increase their 
effectiveness, but more emphasis could be given to reducing sickness costs for 
businesses. The NRP could have specified in more detail the monitoring 
mechanism and the incentives for efficiency improvements, especially in some 
cases where achieving savings might be particularly challenging. The 2007 
Comprehensive Spending Review is expected to assess further the effectiveness of 
central government expenditure. 

7. On public and private pension provision, the NRP reviews a number of existing 
policy initiatives. The low level of public pension provision is one of the 
determinants of the favourable long-term outlook for UK public finances. 
However, projected public and private pension provision appears insufficient to 
avoid a growing imbalance between income in work and in retirement, despite 
recent reforms. The report from the Pensions Commission published on 
30 November 2005 suggests a possible way forward for further pension reforms. 

8. Improving the structural fiscal balance is a remaining challenge. The 
macroeconomic framework underpinned a significant fiscal consolidation in the 
late 1990s but the fiscal situation has deteriorated since 2002. There is a risk that 
revenues will continue to be below initial projections so that the deterioration of 
the structural balance might not be reversed sufficiently. 

9. The Commission’s overall analysis of the macro-economic chapter of the UK 
NRP is that the reforms to large areas of public expenditure, provided the 
necessary further efforts are made to deliver them, should provide significant 
efficiency benefits. On pensions, it is too early to tell whether current policy 
deliberation will lead to the extensive revisions necessary. The NRP gives 
insufficient attention to the improvement of the structural fiscal balance. 

Micro-economic policies 

10. The UK authorities have identified R&D and innovation and the 
encouragement of entrepreneurship as key micro-economic challenges. The 
Commission broadly shares this analysis but also identifies the quality and 
efficiency of the transport infrastructure as a key theme because of its importance 
for productivity growth. 

11. The mix of measures for R&D and innovation broadly matches the longer 
term UK policy priorities, as identified by recent strategic reviews such as the 
Lambert report on business-university links. In particular, the 10-year Science and 
Innovation Investment Framework can help rectify a period of consistent under-
investment. The NRP, however, mainly describes existing schemes and measures. 
Further policy initiatives will be needed in order to achieve the government’s 2.5% 
R&D target for 2014. A timetable and intermediate investment targets for 2008 
and 2010 are missing, and few details are given on the expected impact of the 
proposed measures on business R&D investment and innovation. The 
development of innovation clusters linked to universities and cross-border 
knowledge transfers are issues that could be examined in more detail. 
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12. Funding of railway infrastructure has been substantially increased and the 
London congestion charge has proved successful. However, the NRP would be 
enhanced by more measures to improve other specific transport needs outside 
London and the South East, particularly accessibility to local employment 
opportunities. The NRP contains interesting policies on innovation for improved 
energy and resource efficiency, but more could be done to increase energy 
efficiency and to promote environmental technologies. 

13. Concerning the business environment, the UK identifies encouraging 
entrepreneurship and better regulation as key priorities. The NRP mentions a 
number of recent SME initiatives, some implemented successfully using significant 
support from Structural Funds. Nevertheless, more could be done to reduce the 
time period for business VAT registration, to tackle the recent decline in 
entrepreneurship among ethnic minorities and to achieve the very ambitious target 
set for female entrepreneurship. Current better regulation initiatives include: 
improvements to regulatory impact assessment guidelines, cross-government 
initiatives to reduce administrative costs and measures to simplify legislation and 
tax administration. 

14. UK competition policy appears to be working well and contributes to the 
development of an open and dynamic internal market. The on-going market 
reviews by the Office of Fair Trading (OFT), particularly that on public subsidies, 
will assist in maintaining and further improving this, as will the independent 
review of legal services. The UK’s review of the Financial Services and Markets 
Act allows for the speeding up of the implementation of the EU Financial Services 
Action Plan. 

15. On the microeconomic challenges, whilst clear progress is being made in some 
areas from a strong policy base, additional policy initiatives will be required to 
ensure the achievement of the UK government’s own R&D target for 2014 and in 
order to sufficiently improve the quality and efficiency of transport infrastructure. 

Employment policies 

16. The UK NRP refers to the aspiration of raising the employment rate to 80% 
over the long term, but sets no targets for 2008 and 2010. Raising employment is 
to be achieved through increasing employment opportunity for all, removing 
barriers to participation and “making work pay”. Increasing skills in the workforce, 
particularly at low and intermediate levels, is identified as key to productivity 
growth. The UK also recognises other on-going concerns, especially over labour 
market integration of vulnerable groups. 

17. Key to achieving this ambitious target for attracting and retaining more people 
in employment will be the integration into the labour market of vulnerable groups 
such as incapacity benefit claimants, disabled people, lone parents, some ethnic 
minority groups, older people and those from areas of high deprivation. Barriers to 
participation in work are addressed through individually tailored support to 
increase employability and help people find jobs as well as by skills improvement 
and additional measures to “make work pay”. As the focus of activation measures 
shifts to harder to reach groups, success will depend upon ensuring the continued 
capacity of public employment services to intervene flexibly according to the needs 
of individuals, in the context of substantial administrative efficiency savings, as 
well as on the strength of private sector labour demand. In addressing the 
particularly large number of people inactive for reasons of ill-health or disability, a 
pilot scheme “Pathways to Work” is showing encouraging results. The scheme 
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combines employment advice, health support and financial incentives to take up 
work. Notwithstanding considerable recent improvements in the availability and 
affordability of childcare, further progress on both aspects is needed for all parents 
to have a real choice to work. 

18. On adaptability of workers and enterprises, there is a clear commitment in the 
NRP to drive productivity improvements by addressing skills challenges, 
particularly for low-skilled adults, and enhancing human capital. Growing 
emphasis is placed on the responsibilities of employers and individuals to invest in 
education and training, supported by incentives. The dovetailing of 
national/regional skills strategies and newly-created Sector Skills Councils will be 
vital in ensuring effectiveness. Reforms to secondary curricula seek to provide 
more flexible learning pathways and reduce high levels of early school leaving, to 
improve qualification levels and eliminate skill mismatches. 

19. Overall, the employment approach is well-balanced and focused on achieving 
results in areas of identified weakness and piloting solutions. Against the 
background of the already high employment rate of 71.6%, the initiatives to 
engage various groups in the labour market are likely to make a positive 
contribution. 

20. The commitments made in the NRP to address the skills challenge are 
indispensable in order to improve the situation on the ground. Though concerted 
efforts have been made to address issues such as the low level of job retention and 
the working poor through the introduction of the national minimum wage and 
child and working tax credits, further efforts are still required. 

PART III: CONCLUSIONS 

21. In line with the Integrated Guidelines, the UK’s National Reform Programme 
identifies and responds to the main economic challenges facing the UK, namely 
maintaining fiscal sustainability in the face of demographic challenges; building an 
enterprising and flexible business sector; promoting innovation and R&D; 
widening opportunities for the acquisition of skills; increasing innovation and 
adaptability in the use of resources; and ensuring fairness through a modern and 
flexible welfare state. Overall the NRP is coherent and contains many concrete, 
ambitious and original measures appropriate to build on successful structural 
reforms already undertaken, though integration across different policy areas is not 
always fully evident. 

22. More detail on timetables, monitoring and evaluation methods would be 
necessary to allow a comprehensive assessment of the likely effectiveness of the 
measures proposed. Involving stakeholders in the implementation phase will be 
important in order to increase ownership and the effective application of policies 
on the ground. 

23. The programme’s strengths include:  

• the better regulation initiatives; 

• the “Pathways to Work” pilot initiative to assist incapacity benefit 
claimants to re-enter the labour market; 

• policies on competition and entrepreneurship. 

24. Among the points requiring further attention are: 

• budgetary consolidation, in the light of the need to upgrade transport 
infrastructure and to ensure an adequate pension system; 
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• additional policy initiatives to boost R&D and improve transport 
infrastructure; 

• efforts to address skills challenges and to improve employment prospects 
for the most disadvantaged. 

25. Taking due account of the above, the UK is invited to implement its NRP with 
vigour. The 2006 progress report on the implementation of the NRP should cover 
in particular the way the UK has dealt with the issues mentioned in paragraph 24. 
In this context, the Commission looks forward to discussions with the UK 
authorities as part of the new partnership for growth and jobs. 

PART IV: STATISTICAL GRAPHS AND DATA 
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APPENDIX 7: UNEMPLOYMENT AND GROWTH DATA IN MEMBER 
STATES  

TABLE 1 

Total unemployment rate—Unemployed persons as a share of the total 

active population 
 

 2000   2003   2005   
 Total Males Females Total Males Females Total Males Females 

EU (25 countries) 8.6 7.4 10.2 9 8.1 10.2 8.7 7.9 9.8 

EU (15 countries) 7.7 6.4 9.3 8 7 9.3 7.9 7 8.9 

Euro-zone 8.1 6.5 10.3 8.7 7.4 10.5 8.6 7.4 10 

Euro-zone (12 countries) 8.2 6.5 10.5 8.7 7.4 10.5 8.6 7.4 10 

Belgium 6.9 5.6 8.5 8.2 7.6 8.9 8.4 7.6 9.6 

Czech Republic 8.7 7.3 10.3 7.8 6.2 9.9 7.9 6.5 9.8 

Denmark 4.3 3.9 4.8 5.4 4.8 6.1 4.9 4.4 5.5 

Germany 7.2 6 8.7 9 8.2 10.1 9.5 8.9 10.3 

Estonia 12.8 13.8 11.8 10 10.2 9.9 7.8 8.6 7 

Greece 11.3 7.5 17.2 9.7 6.2 15 10 6.2 15.5 

Spain 11.4 8 16.8 11.5 8.4 16 9.2 7.1 12.2 

France 9.1 7.6 10.9 9.5 8.6 10.5 9.5 8.7 10.5 

Ireland 4.3 4.3 4.2 4.7 5 4.3 4.3 4.6 3.9 

Italy 10.1 7.8 13.6 8.4 6.5 11.3 7.6 6.1 9.8 

Cyprus 5.2 3.2 7.8 4.5 3.9 5.2 6.1 4.8 7.6 

Latvia 13.7 14.4 12.9 10.5 10.6 10.4 9 9.1 9 

Lithuania 16.4 18.6 14.1 12.4 12.7 12.2 8.2 7.9 8.5 

Luxembourg 2.3 1.8 3.1 3.7 3 4.7 5.3 3.8 7.5 

Hungary 6.4 7 5.6 5.9 6.1 5.6 7.1 6.9 7.4 

Malta 6.7 6.4 7.4 8 6.8 10.7 8 7.1 9.8 

Netherlands 2.8 2.2 3.6 3.7 3.5 3.9 4.7 4.5 5.1 

Austria 3.6 3.1 4.3 4.3 4 4.7 5.2 4.8 5.6 

Poland 16.1 14.4 18.1 19.6 19 20.4 17.7 16.5 19.2 

Portugal 4 3.2 4.9 6.3 5.4 7.2 7.6 6.7 8.6 

Slovenia 6.7 6.5 7.1 6.7 6.3 7.1 6.3 5.9 6.8 

Slovakia 18.8 18.9 18.6 17.6 17.4 17.7 16.4 15.7 17.3 

Finland 9.8 9.1 10.6 9 9.2 8.9 8.4 8.2 8.6 

Sweden 5.6 5.9 5.3 5.6 6 5.2 6.3 6.4 6.3 

United Kingdom 5.4 5.8 4.8 4.9 5.5 4.3 4.6 5 4.2 

United States 4 3.9 4.1 6 6.3 5.7 5.1 5.1 5.1 

Japan 4.7 4.9 4.5 5.3 5.5 4.9 4.4 4.6 4.2 

Source: Eurostat 
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TABLE 2 

Growth rates 2000–2005 
 

 2000 2003 2005 

       
 GDP per 

Capita 
(PPS) 

Real 
GDP 
Growth 
Rate 

GDP per 
Capita 
(PPS) 

Real 
GDP 
Growth 
Rate 

GDP per 
Capita 
(PPS) 

Real 
GDP 
Growth 
Rate 

EU (25 countries) 100 3.9 100 1.2 100 1.6 

EU (15 countries) 109.7 3.9 108.7 1.1 108 1.5 

Euro-zone 110 3.8 106.8 0.7 105.8 1.3 

Euro-zone (12 countries) 108.6 3.8 106.8 0.7 105.8 1.3 

Belgium 116.9 3.9 118.2 0.9 118.4 1.4 

Czech Republic 63.8 3.9 67.9 3.2 72.7 4.8 

Denmark 126.4 3.5 120.5 0.6 122.8 2.7 

Germany 112.1 3.2 108.5 -0.2 108.4 0.9 

Estonia 41.1 7.9 48.3 6.7 55.1 8.4 

Greece 71.4 4.5 80.5 4.6 83.1 3.5 

Spain 92.5 5 97.5 3 98.2 3.4 

France 113.8 4.1 111.5 0.8 109.2 1.5 

Ireland 126.3 9.2 134.2 4.4 138.4 4.4 

Italy 111.9 3.6 105.2 0.3 101.3 0.2 

Cyprus 81 5 80.3 1.9 84.5 3.9 

Latvia 35.4 8.4 40.9 7.2 46.3 9.1 

Lithuania 38.2 3.9 45.3 10.5 50.9 7 

Luxembourg 215.5 9 218.3 2.9 231.3 4.2 

Hungary 53 6 59.4 3.4 61.8 3.7 

Malta 76 6.4 71.4 -1.7 68.5 0.8 

Netherlands 119.8 3.5 124.9 -0.1 123.8 0.9 

Austria 126 3.4 121 1.4 122.6 1.7 

Poland 46.9 4.2 47 3.8 50 3.4 

Portugal 80.6 3.9 72.6 -1.1 71.1 0.4 

Slovenia 73 4.1 76.1 2.7 81.2 3.8 

Slovakia 47.2 2 51.5 4.5 53.9 5.1 

Finland 113.2 5 111.3 2.4 112.9 1.9 

Sweden 119.2 4.3 116 1.7 118.5 2.5 

United Kingdom 112.7 4 116.3 2.5 116.2 1.8 

United States 152.5 3.7 148.1 2.7 152.6 3.5 

Japan 111.8 2.9 108.7 1.8 111.3 2.8 

 

Source: Eurostat 
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TABLE 3 

Productivity indicators 
 2000 2000 2003 2003 2005 2005 

 Labour 
productivity 
per person 
employed37 

Labour 
productivity
per hour 
worked38 

Labour 
productivity
per person 
employed 

Labour 
productivity
per hour 
worked 

Labour 
productivity
per person 
employed 

Labour 
productivity
per hour 
worked 

EU (25 countries) 100 : 100 : 100 : 

EU (15 countries) 107.3 100 106.2 100 105.6 : 

Euro-zone 108.8 103.5 106.2 101.3 105.3 : 

Euro-zone (12 countries) 108.2 102.2 106.2 101.3 105.3 : 

Belgium 125.9 120.7 128.7 123 129 : 

Czech Republic 58.5 41.4 62.2 46.4 66.7 : 

Denmark 105 100.1 102.7 97.5 105.1 : 

Germany 101.2 102.1 100.5 103.2 100.8 : 

Estonia 42.4 31.6 48 35.6 54.2 : 

Greece 89.2 60.6 100.5 68.4 99.6 : 

Spain 97.6 85.3 100 90.3 97.4 : 

France 122.2 113.6 120.4 115.7 119.8 : 

Ireland 121.6 106.7 128.4 114.9 129.3 : 

Italy 121.2 95.9 108.4 88.2 104.8 : 

Cyprus 73.2 : 70.8 : 75.3 : 

Latvia 38.3 29.2 41.5 31.4 45.9 : 

Lithuania 41 33 47.2 38.8 51.9 : 

Luxembourg 153.4 138.6 145.6 134.7 149.1 : 

Hungary 60.6 : 66.9 : 70 : 

Malta 87.3 71.2 84.2 70.7 80.6 : 

Netherlands 101 : 106.5 111.3 108.7 : 

Austria 111.1 95.5 106.6 93 111.5 : 

Poland 51.3 38.2 59.7 44.3 63.2 : 

Portugal 72 63 65.8 57.8 65.4 : 

Slovenia 69.8 58.2 72.5 60.4 77.3 : 

Slovakia 54.1 44.2 58.4 51.4 60.6 : 

Finland 109.4 92.6 106.9 91.6 107.8 : 

Sweden 106.6 97.2 104.2 98.2 107.9 : 

United Kingdom 103.4 90.1 106.9 94.1 106.8 : 

United States 133.1 106.6 133.8 110.6 137.4 : 

Japan 91.6 74.5 92.7 75.8 95 : 

Source: Eurostat 
: - no data available 

                                                                                                                                     
37 Labour productivity per person employed – GDP in PPS per person employed relative to EU-25 (EU-

25=100) 

38 Labour productivity per hour worked – GDP in PPS per hour worked relative to EU-15 (EU-15=100) 
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APPENDIX 8: 24 INTEGRATED GUIDELINES FOR GROWTH AND 
JOBS 

 

1. To secure economic stability for sustainable growth. 

2. To safeguard economic and fiscal sustainability as a basis for increased 
employment. 

3. To promote a growth- and employment-orientated and efficient allocation 
of resources. 

4. To ensure that wage developments contribute to macroeconomic stability 
and growth. 

5. To promote greater coherence between macroeconomic, structural and 
employment policies. 

6. To contribute to a dynamic and well-functioning EMU. 

7. To increase and improve investment in R&D, in particular by private 
business. 

8. To facilitate all forms of innovation. 

9. To facilitate the spread and effective use of ICT and build a fully inclusive 
information society. 

10. To strengthen the competitive advantages of its industrial base. 

11. To encourage the sustainable use of resources and strengthen the synergies 
between environmental protection and growth. 

12. To extend and deepen the internal market. 

13. To ensure open and competitive markets inside and outside Europe and to 
reap the benefits of globalisation. 

14. To create a more attractive business environment and encourage private 
initiative through better regulation. 

15. To promote a more entrepreneurial culture and create a supportive 
environment for SMEs. 

16. To expand and improve European infrastructure and complete agreed 
priority cross-border projects. 

17. To implement employment policies aimed at achieving full employment, 
improving quality and productivity at work, and strengthening social and 
territorial cohesion. 

18. To promote a lifecycle approach to work. 

19. To ensure inclusive labour markets, enhance work attractiveness, make 
work pay for job-seekers, including disadvantaged people and the inactive. 

20. To improve matching of labour market needs. 

21. To promote flexibility combined with employment security and reduce 
labour market segmentation, having due regard to the role of social 
partners. 

22. To ensure employment-friendly wage and other labour cost developments 
and wage setting mechanisms. 
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23. To expand and improve investment in human capital. 

24. To adapt education and training systems in response to new competence 
requirements. 
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TAKEN BEFORE THE EUROPEAN UNION COMMITTEE (SUB-COMMITTEE A)

TUESDAY 11 OCTOBER 2005

Present Cobbold, L Kerr of Kinlochard, L
Inglewood, L Maclennan of Rogart, L
Jones, L Radice, L (Chairman)
Jordan, L

Examination of Witnesses

Witnesses: Mr Douglas Alexander, a Member of the House of Commons, Minister for Europe, Mr Simon

Manley, Foreign and Commonwealth Office, Mr Tim Abraham, Department of Trade and Industry,
Mr Peter Wilding, HM Treasury and Mr Steve Effingham, Department for Work and Pensions, examined.

Q1 Chairman: Minister, good morning. Do you short time. How do you think it is going? Can you
give us a short progress report?want to introduce your team to us, if you can?

Mr Alexander: I think I will only introduce the front Mr Alexander: As the Europe Minister I am probably
row. Even I would struggle to introduce the battery rather partial in giving you an answer to that
of oYcials we have before us. Firstly, I am grateful question. My assessment would be that we inherited
for this opportunity. I am accompanied from the three fundamental challenges as a consequence of
Foreign OYce by Simon Manley; by Peter Wilding circumstances prior to June. One of those was of
from the Economic Reform Team at the Treasury; by course the failure to reach agreement on the
Steve EYngham from DWP; by Tim Abraham who European Union Future Budget at the June Council,
covers Trade Policy within the DTI. In having where five members were unable to agree with the
representatives of DWP, the Treasury and ourselves Presidency proposals. The second was the decisive
in the Foreign OYce it is hoped we will be able to votes against the Draft Constitutional Treaty in
cover the full gamut of questions you have for us. Of France and The Netherlands in May. The third was
course, I will endeavour to answer all of your the challenge of securing the opening of accession
questions; but if there are specific issues that are talks with Turkey, notwithstanding the prior
relevant to the economic reform programme being decisions that had been reached in the December
developed within the Treasury, the employment 2004 Council and then reaYrmed in that Council in
programmes being developed within DWP, or the June. Clearly last week, at almost exactly this time
trade questions which are the responsibility of the last week, we secured the opening of accession talks
DTI, with your permission, I might ask the oYcials with Turkey. When one considers that it was 42 years
to add words to what I oVer to you as the ago that the first prospect of a European future was
Government’s policy. held out to Turkey, then that will stand comparison

as one of the decisive moments of the British
Presidency, and indeed recent European history. WeQ2 Chairman: Is there anything you want to say
are delighted and pleased at the progress we made inyourself?
terms of securing Turkish accession. On the twoMr Alexander: Really just by way of introduction. It
other challenges I identified, on Future Financing weis always a pleasure to appear before the Committee,
have been clear that, given the somewhat heated andbut I think it is apposite we have this discussion at
somewhat divisive nature of the debate of the Junethis point, eVectively the halfway point in the British
Council, the right approach for our Presidency was toPresidency, both because of the significance of the
take time in a careful manner to consider with each ofeconomic reform agenda to our Presidency, and also
the other Member States, and indeed also withlooking ahead to the World Trade Organisation talks
Bulgaria and Romania as prospective members,in Hong Kong. I welcome this opportunity to give
where we now stood in light of the failure to reach anevidence at this stage
agreement back in June. That progress has taken the
first half of the Presidency, given that there was
something of a natural lull during August, and thoseQ3 Chairman: Thank you very much indeed. You
consultations have now been completed. I will bewere talking about the Presidency so could I just ask
happy to share with you our choreography and oura couple of questions about that. You are now just
thinking in terms of the way forward on Futurebeginning the second half of the Presidency, and one

of the troubles of the Presidency is that it only lasts a Financing but, in essence, if we were in a position to



3212539001 Page Type [E] 09-03-06 13:13:27 Pag Table: LOENEW PPSysB Unit: PAG1

2 a european strategy for jobs and growth: evidence

11 October 2005 Mr Douglas Alexander, Mr Simon Manley, Mr Tim Abraham,
Mr Peter Wilding and Mr Steve Effingham

Mr Alexander: Most definitely.do a deal (which certainly remains our ambition) then
that would be at the December Council but it would
be the appropriate point at which to try and secure Q5 Chairman: How hopeful are you?
agreement. On the third area that I identified, on the Mr Alexander: I always travel hopefully.
future of Europe in light of the decisive votes in
France and The Netherlands, we made a judgment

Q6 Lord Inglewood: Do you arrive!very early indeed: prior to the Presidency statements
Mr Alexander: As somebody who joined the Labour

were made by myself, by the Foreign Secretary and, Party in 1982 I have always had to be hopeful! Let me
indeed, by the Prime Minister, making clear that we explain a little about the process and also the
did not believe the right response to those results was choreography of the Future Financing work.
to continue a conversation about the institutional Immediately following the failure to reach agreement
architecture of Europe at this stage. We were in the June Council, I, along with Deputy Prime
therefore heartened by the decision taken at the Minister, visited a number of countries—principally
European Council in June that there should now be a new accession countries, part of the EU ten—both to
pause for reflection lasting 12 months until the Spring hear directly from them what were their concerns,
Council of 2006; but we were equally clear that we given that many of them had been supportive of the
should not do nothing as far as the future of Europe Luxembourg proposals which we, along with four
was concerned, during that period of reflection, but other countries, were unable to accept; and also to
instead seek to use our Presidency to embed a assure them of our good intent in terms of trying to
broader debate about the future direction of Europe. secure agreement during the British Presidency. I
We initiated that debate in the speech the Prime returned from those discussions clear that there was
Minister made at the outset of our Presidency; and we a genuine enthusiasm to get a deal, particularly
will decisively take forward that debate I believe in amongst the countries that I visited—the Baltic
just over a couple of weeks time at the informal countries and Poland—not least because there is a
Heads of Government meeting in Hampton Court. great concern to secure the availability of structural
In each of those areas of priority—either with cohesion funds in particular, and to ensure that there
progress achieved with Turkey, the prospective is not a gap between the current resources finishing
progress we are looking to make on Future and the new Financial Perspective beginning. My
Financing and the future of Europe—the path ahead hope is that I was able to oVer some assurance to
is clear. Of course alongside those priorities, that them on a number of levels: first, on the high level
were essentially set by prior events, there is important political point, that we do genuinely want to reach
work (which no doubt will be the subject of part of agreement and are working hard to do so; but beyond
our discussion this morning) in driving forward the that, that there are administrative steps which can be
Lisbon Agenda following the mid-term review, and taken to minimise any possibility that there would
in taking forward other areas of work, for example, somehow be a gap in the resource flowing to those

countries, which clearly need them given the scale ofin justice and home aVairs where I think there has
the challenge that we face; and also to be clear that,been a greater public interest in that area of work,
against historic precedence, the deal would not havethan would have been the case, as a direct
been done back in the Luxembourg Presidency butconsequence of the terrible bombings in London on
would more likely have been done either in the7 July. Nonetheless Justice and Home AVairs and
December Council of the British Presidency or,those areas of work were always going to be a priority
indeed, in the early Council of the Austrianfor the British Presidency. We are seeking to move
Presidency. I came back with a clear sense that thereforward on a range of diVerent fronts, but at this
was a desire for a deal to be done. That being said, instage I think it is right to reflect that, while some
candour there was little substantive disagreement inprogress has been made, the lion’s share of the
the June Council about the importance of fundingprogress in every Presidency is usually secured
the new accession countries. The essence of thetowards the second half of the Presidency, and that is
disagreement was on the contributor countries ratherwhy we are ensuring that our eVorts are tireless in the
than the fact that the new accession countries shouldremaining weeks of the Presidency between now and
themselves enjoy resources during the next Financialthe end of the year.
Perspective. To address that question we have
held a series of consultations over the summer,

Q4 Chairman: You say you have been doing (notwithstanding the pause in August) which have
background work on the Financial Perspective, but now concluded which involved oYcials both from the
that it is the Government’s intention to see if Treasury and the Foreign OYce meeting with
agreement can be secured during the British oYcials across Europe and assessing where they were

post-June. Several points have emerged from that.Presidency?
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required, but for a Government that has spokenFirstly, that there is a desire to have an agreement on
most Member States’ parts, and certainly there is a about putting Britain at the heart of Europe, virtually
genuine desire to try and reach agreement if we can. to fall silent about the shortcomings (if they perceive
Secondly, I think there is an understanding that any them as shortcomings) of the present decision-
package would need to be diVerent from the making process, to give no pointers to the future,
Luxembourg proposals that were unsuccessfully having actually played quite a constructive part in the
tabled in the June Council. Thirdly, that most constitutional convention and making a number of
Member States feel the overall size of the budget that proposals about how to deal with the diYculties of
was proposed in the June Council is around the same the decision-making process within an enlarged
magnitude as that we would be looking for— Union, now to fall silent and almost to imply that the
although there are still countries who would argue for Union is perfectly capable of getting on with its
a lower budget than the one put forward in June and business without any change in its constitutional
a lower ceiling. Also encouragingly there is a general arrangements seems both to fly in the face of the
willingness to look at this issue of a fundamental experience of non-delivery of Council objectives.
review of European Union expenditure. That is what Indeed it is rather against the views of almost all the
has emerged from the discussions that have been other Member Governments who although they may
taking place at oYcial level. In terms of looking want a period of reflection, most still have views on
ahead, I said at the beginning there were really the shape of decision-making, that they will be an
two other areas in addition to Turkey where improvement on the present. Can you say where the
circumstances dictated we would need to make Government is coming from and why we are having
priorities—one of which was how to take forward a no leadership from the British Presidency on this
debate about the future of Europe, and the other was issue, even in terms of spelling out visions or
Future Financing. Because we regarded both of those indicating directions for discussion?
as being important we were keen to avoid a situation Mr Alexander: With the greatest respect, I simply do
where, after intimating that we thought the right not agree with the characterisation of the Presidency
forum to discuss the future of Europe was an that you have oVered, perhaps unsurprisingly given
informal Heads of Government Meeting in October, my role in the Presidency. Firstly, let us narrate where
in reality that meeting descended into simply being a we were when we inherited the Presidency. Prior to
first run round the track on Future Financing. In that Britain assuming the Presidency there was a
sense, we have never regarded October as being the unanimous view reached at the European Council in
appropriate point at which to table Presidency June that the right response for the European Union
proposals, if we were in a position to do so. What we was for there to be a period of reflection and that, I
are using this period in October to do is really to fully recognise, was a position we advanced prior to
analyse the information which only in recent weeks the European Council. As was evident on the issue of
has come back to us from the discussions that oYcials Future Financing, there was no certainty that that
have been having, and to reach a view here within would a consensus emerging from the European
Whitehall as to the optics and the scope for doing the Council. Let me therefore explain why we advocated
deal that we would like to be able to do. It is that position and why I believe that it reflects the
appropriate of course to recognise that the job of the general consensus across Europe on this issue. There
Presidency is to seek consensus, but that consensus were two ways that we could have responded to the
will necessarily and appropriately include British decisive votes in France and The Netherlands, and, as
national interests as well. If on the basis of those someone who is genuinely committed to Britain
judgments, which we will be making in the immediate playing a constructive role in Europe in the years
weeks to come, we judge that we are in a position to ahead, I think that decision was of great significance.
do so, we will table Presidency proposals following I genuinely and profoundly believed that, had we
the informal Heads of Government Meeting, in allowed a perception to develop that somehow the
November in time for them to form the basis of an democratic decision reached in France or The
agreement which would ideally be reached in Netherlands was simply a matter to be overcome as
December. Clearly there can be no guarantees since, an administrative inconvenience, it would have set
as we were seeing in June, it requires not the will of back the pro-European cause not by years but,
one Member State but unanimity of all 25.

potentially, by decades. I therefore genuinely believe
it is the right response—in light of the decisive
decisions reached in France and The Netherlands,Q7 Lord Maclennan of Rogart: Minister, I wonder if
that Europe did reach a collective view, not a viewyou could help me. I find it diYcult to understand
simply advanced by Britain but a collective view—quite what the Government’s position is on the
that there should be a period of reflection. I think toconstitutional requirements of the Union. I heard

you say before that a period of reflection was have done otherwise would have reinforced a
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counterparts, I noted with interest the recent speechmisconception that there was somehow an elite who
of my European colleague, Catherine Colonna, thewere disregarding public opinion, and that would
French Europe Minister in Copenhagen a couple ofhave been disastrous for those of us who want to
weeks ago in which she suggested that the likelihoodsecure a pro-reform, pro-European consensus not
now was that the pause for reflection could last a littlejust here in Britain but across Europe. Therefore, I
longer; and that, indeed, there was little likelihoodthink the decision that was taken at the June
that the French would be able to vote on the existingEuropean Council was the right one. Equally, we
text, or that there was much appetite in France towere very clear at the June European Council, prior
renegotiate the text. President Barroso has made ato the June European Council and following the June
similar comment in terms of the potential for theEuropean Council, that it would not have been the
pause for reflection to last longer. While that may beright response to allow a perception to develop that
something with which you disagree, I simply cite it asthere was simply a period of stagnation during the
evidence of the fact that this is not some BritishBritish Presidency; and, indeed, during the Austrian
conspiracy. It is indicative of the fact that others arePresidency, before the formal overview of the
thinking through and reaching independent views asconstitution of June of the following year. That was
to what the best way forward is to give expression toexactly the impetus for the Prime Minister to make
the institutional changes that many of us believe arethe speech that he did in the European Parliament at
necessary, but many of us believe to be sequenced inthe outset of the British Presidency, and for us to
a way that commands public support rather thanconsciously choose to make the Hampton Court
loses it.informal Heads of Government meeting focus on

broader issues. I accept there will be disagreement,
perhaps with committee members and perhaps Q8 Lord Maclennan of Rogart: As indicated at the
elsewhere, as to whether that course is right; but I beginning of my question, I understand why the
sincerely believe that to establish and embed a Government thought it right to have a pause for
broader debate about the future direction of Europe, reflection. What appears to be developing is not a
is the right foundation on which questions of the period of reflection, other than internally perhaps by
institutional architecture can then be addressed in the the decision makers, but a vacuum in which reflection
future. I think it would have further weakened the is not conducted around proposals that might
capacity of us to have that conversation with public actually tackle the perceived diYculties particularly
support if we had taken forward a discussion of the in the countries that have rejected our constitution. It
institutional architecture at this stage. We do not in does seem that nothing is being done or initiated by
any way resile from the policy commitments that we our Government as President to progress
gave during the Convention and ultimately at the constructively the debate within that period of
Intergovernmental Conference in relation to the reflection.
Constitutional Treaty. The Prime Minister himself is Mr Alexander: Perhaps I have not managed to
on record as saying that we believe Europe needs a convince you. I would simply say that a period of
sensible set of rules, and we believe that the rules reflection on the institutional architecture we believe
oVered by the Constitution oVered exactly the is exactly that. To seek to implement changes we do
framework for reform that we would like to see in not think would be the right way forward. We made
Europe. Indeed, during our Presidency and when the a political judgment—and it may be one with which
Prime Minister came back and made a statement in you disagree—that the correct use of that period of
the House of Commons following the June European reflection was not to sustain and take forward a
Council, he once again made clear that he felt that discussion on simply the institutional architecture;
there were steps that could be taken to improve the but if one was to analyse the basis on which those
decision-making capabilities of the Union, and that votes had been registered in France and The
remains the case. I think that the urgency of seeking Netherlands certainly, yes, they were voting on the
to give expression to those improvements needs to be text but they were also voting on the context.
very carefully balanced against the perception that Therefore it would be a significant misjudgement of
somehow there is a cherry-picking exercise whereby, public opinion in those countries who had rejected
notwithstanding the decisive votes in France and The the Constitution, and a missed opportunity for those
Netherlands, the politicians in Britain and elsewhere other countries where there is a public argument still
would somehow carry on regardless. That is why to be won if we had limited the terms of the discussion
we are not saying this pause for reflection will simply to one of institutions. We genuinely and
last forever. The European Council reached an sincerely believe that unless there is a conversation
agreement that the pause for reflection would last for which encompasses how do we deliver greater
12 months. Although incidentally, when you suggest prosperity for European citizens, how do we provide

greater security amidst the challenge of terrorism,that Britain is at odds with other European
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very little fuss, as the consequence of a decisionthen we will fail to engage the public and secure the
level of public support that we see as a necessary part reached by the Italian courts, one of the suspects was

extradited back to the United Kingdom. Whether itof building that consensus in favour of Europe, not
just in Britain but elsewhere across the continent. is in justice and home aVairs, or indeed in economic

reform, I think there needs to be a balance between
the practical, achievable, deliverable goals which we

Q9 Lord Maclennan of Rogart: This is precisely the aim to drive forward during our Presidency, and
point. How do we deliver? having the right political conversation involving not
Mr Alexander: We deliver by having an informal just political leaders but others across Europe that
Heads of Government Meeting which will focus not oVers us the best prospect. As I say, that may be an
simply on questions of institutional architecture but issue of disagreement but I am telling you candidly
on broader questions as to the direction of Europe. I the view of the Government.
recognise that for many, who have been honourably
and long-standingly engaged in issues of building a

Q10 Lord Jones: Minister, I was glad to hear you useconsensus in favour of it, the fact that you start
the phrase “British national interest”. How will thisby defining broad goals for Europe is quite
Presidency advance ours? Are we gaining? Is itcounterintuitive. If you look at the original
advantageous? Are we better friends with the Frenchmethodology, once we have established the process,
now that we have the Presidency?consequences will fall from that and there will be an
Mr Alexander: Speaking as a Scot, we have beenorganic integration of Europe on the basis of the
friends with the French for many, many centuries! Iprocesses we have established. I sincerely believe that
think we face a challenge in common with everyif, as politicians, we talk about process to European
country assuming the Presidency which is tocitizens at this stage it will fail to recognise the
acknowledge and reflect one’s national interest butquestions of legitimacy that are being asked of
also to recognise that one has a responsibility to buildEuropean institutions. I think in fact we need to
consensus and to take forward Europe’s work. Inreverse that view and instead have a conversation in
that regard, if you look, for example, at the issue ofterms of the process of institutions. We need to start
economic reform, there is no doubt that Britainthe conversation in terms of outcome. Let me share
stands to benefit from having a successful, productivewith you my experience as the Europe Minister over
and growth-oriented European economy. I think in athe last few months. There is no doubt that if you
world of this level of interdependence there are verystart a defence of the European Union, from the
few people, other than some of our politicalinstitutional architecture and the individual
opponents, who would not recognise the reality thatdirective, you struggle to secure support amongst the
by us working collaboratively and cooperating moreBritish public. If, on the other hand, you say to them,
eVectively, that Britain’s national interest is“Do you accept there are certain questions which are
advanced. I have just mentioned the issue ofsimply beyond the reach of any one nation state to
terrorism—I think there are very few people thesedeal with alone?”, whether that is the challenge
days who believe we can build walls thick enough orof dealing with cross-border crime, immigration,
high enough to protect ourselves from the challengeterrorism or environmental degradation, it is not a
of terrorism without a deeper level of cooperationdiYcult task to secure broad public support for those
with other countries. The very nature of terrorism isambitions. Once you agree that the future tasks are
trans-national, and so the response needs to be trans-clear then actually I believe the case for Europe
national as well. In that sense, I think there is muchalmost makes itself. In that sense, I am absolutely
work that we can do as the British Presidency of theconvinced that the right approach is for us to say that
European Union to advance work across Europewe will have an informal Heads of Government
which will have a consequential benefit to the BritishMeeting at which we discuss these broad outcomes
people. As I say, I do not recognise that there is aand explain how Europe can add value in the
contradiction there. I can assure you that we areachievement of those outcomes which Europe
conscious of Britain’s national interest in the work wecitizens want; and, at the same time as having that
are taking forward; but our perspective is not limitedconversation with European Heads of Government,
by that.we drive forward the very practical deliverable

benefits which will make a tangible diVerence to the
lives and opportunities of people living in Europe. Q11 Lord Kerr of Kinlochard: I strongly agree with

you on your point on tactics on Future Financing. IThat is why we are committed, during the course of
our Presidency, to driving forward our work to would encourage you by reminding you that the 1992

Edinburgh deal was achieved on the basis ofsecure a common evidence warrant. That is why in
terms of a common arrest warrant we have already proposals on aid immediately after the European

Council in October and not before. I am less sure onseen real progress, not least since 7 July, when with
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two or three weeks ago, which broadly looked at thisthe Future of Europe dossier that the tactics of lying
low for a long time and not putting anything on the question of globalisation and said: How do we want

to argue for a pro-European case? We articulate thattable are absolutely appropriate. I discovered in
Copenhagen the other day in the Danish and Swedish case in a very diVerent context of globalisation. I

think those of us who feel that most passionately inlanguages that the word “tankerpausere” is the
translation of “pause for reflection” and also means many ways need to be engaged most clearly with the

arguments in terms of globalisation. Beyond that, I“cessation of thought”. I do agree with you that the
referenda results were not basically about minor think you are right to recognise of course that there

were elements in the draft Constitutional Treatyinstitutional change and that the debate that has to be
had is about Europe’s reaction to globalisation. Are which continued to be areas with which we would

have great sympathy, not just because we have signedwe defensive, protectionist, or are we open? The
debate about social models comes into that context. up to it—the Prime Minister signed up to it in Rome.

If I recollect correctly, he himself cited the example ofDo you think that is the correct agenda for the first
European Council? I do wonder to the extent your transparency on the Council in the process of

decision-making. He mentioned subsidiarity as well.concern is that you do not wish to see a perception of
the elite disregarding public opinion, whether there I think, however, there was a judgment which needed

to be made based on the dilemma we faced at theare not one or two passages in the Constitutional
Treaty which were designed precisely to deal with beginning of the Presidency as to the relative benefit

of advancing what we continue to believe would bethat problem where the measures concerned do not
conflict with the existing Treaty, and that might be individual changes that make sense and that may well

not be contentious in a European context, but at aconsidered at the October European Council for
introduction now? I have in mind of course cost of two downsides. One downside being leaving

ourselves open to the allegation, here within theparticularly subsidiarity and transparency.
United Kingdom, that we were disregarding all thatMr Alexander: I defer to your expertise on the
public opinion that had been exercised in France andConstitutional Treaty. I think there is a certain
The Netherlands; and, even where there had beencommonality of understanding, if I might be so bold,
cross-party consensus previously, genuine questionin the views you have articulated in terms of the
marks as to whether that cross-party consensuspolitical preparation work that would have needed to
would, for example, have been sustained. I think thathave been in place in France, The Netherlands and
should have been decisive, but I think it was a factorelsewhere, which we can now, in retrospect, recognise
in our thinking in terms of being clear withwas unfortunately not on the table. On your first
Parliament and the British people that we werepoint, I have noted with interest the decision back in
sincere in saying that we needed to recognise that the1992 in Edinburgh. I can assure you that when I am
French and the Dutch votes demanded a pause forhaving discussions with colleagues in the European
reflection; and not allow the misconceptions toParliament I will now, without attribution, quote
develop that there was a gathering rush to implementthat as a defence as the rationale that we adopting on
individual changes from the draft ConstitutionalFuture Financing. On your broader point on the
Treaty. The second point when it was looked at—future of Europe, I think you are absolutely right to
because there was discussion immediately followingrecognise that the context of globalisation was the
the June Council on the Floor of the House of thesekey to the votes that were registered. Incidentally, it
issues—was that even the most non-contentious andwould at least appear on the basis of the evidence,
consensual changes here within the United Kingdomthat there were contradictory responses oVered even
could themselves have been highly contentious inwithin one country. For some globalisation
other Member States. In that sense, you would knowdemanded a greater embrace of competitive forces
far better than certainly me, and probably anybodyand recognition of the need to rise to global

challenges. To others it demanded more Europe and else on this Committee, the extent to which the draft
Constitutional Treaty was an interlocking series ofmore social Europe in particular. I am not arguing

that that defines the response, but I think the context commitments which were hard fought over and
hard negotiated. Therefore, what might haveis absolutely right. I cannot speak with such

knowledge or expertise on Danish linguistics. I would seemed commonsensical and non-contentious in
Westminster could have proved to be highlycertainly assure you that from the British

Government’s point of view pause for reflection does problematic in other Member States. I think in light
of that, I believe we made the right judgment to saynot mean the cessation of thought. From my own

position in recent weeks, I have sought to make a consciously we should use the pause for reflection
during the British Presidency to instead advance thiscontribution to our ongoing discussions and to try

and consciously broaden the debate, firstly, by a broader debate which we are giving expression to in
Hampton Court later this month.speech I made in the University Institute in Florence
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willing and keen to have a conversation aboutQ12 Lord Jordan: I think Lord Kerr hit the nail on
the head of a constitution founded on the issue of globalisation. If you have a confidence that you can

at the same time be driving up levels of employment,rising to the challenge of globalisation. The Lisbon
strategy, and the conclusions of where we were driving up investment in public services, extending

the reach of the welfare state into new areas such asgetting with the Lisbon strategy, was almost like an
opinion poll on how well Europe was doing, and the child care, then your willingness to take hold of this

conversation is greater than if your unemployment isanswer was, “We’re not doing very well at all”. What
I am interested in—when you talk about the big rising, your economy is stagnating and your

investment in public infrastructure and publicissues that are going to become part of the objectives
for taking Europe forward and revisiting the investment has fallen. In that sense, I think we have

got a responsibility to try to take this debate forward.constitutional issue—is to what extent in those
common objectives trade and productivity- One of the key insights that we oVer in that debate is

that there is no necessary contradiction betweenenhancing formulas will be part of it? It seems to me
that this idea of the diVerent social models and their economic dynamism and social protection. The

challenge, which is no less profound because of it, iseVect on the diVerent countries of Europe’s
economies is at the heart of whether Europe is going how do you marry together those two objectives

eVectively? How do you create a welfare state that isto grow or not. Until that is resolved, until the battle
is won about whether the social model has got to capable of generating growth and employment,

rather than acting as a barrier and disincentive todetermine the economic model, I think we are going
to be in very serious trouble. I am interested to know people returning to work? How do you ensure that

through your policies in child care you can facilitateto what extent the British Government is putting this
part of the agenda in its European Presidency. and help people make that transition to work? How

do you recognise, notwithstanding the low wageMr Alexander: On your last point, we are focussing
labour rates that are oVered in countries such asvery squarely on this issue at the Hampton Court
China and India at the moment, that these countriesmeeting I have just mentioned. It will be an
aspire to race us to the top and not to the bottom.opportunity for the Heads of Government from
Therefore, it is an essential part of your economicacross Europe to come together, hopefully in as
strategy to invest in education—whether in theinformal and relaxed a setting as you can manage
primary school, the secondary school or, indeed, inwith 25 Heads of Government. They will have a
university, and to build better linkages betweenserious and engaged conversation about exactly these
higher education institutions and industry is a keyissues. Let me share with you some of our thinking in
part as well. These are all elements of theterms of the points you have raised. I think the
conversation that we want to start. If you were to saystarting point is recognising that we see no future for
to me, “What would be the vision of the economyEurope in a politics of anxiety and an economics of
that you would like to see in Europe in the years toprotectionism. That is one potential response in light
come?” then I would answer that the work that wasof the growing challenges of globalisation we have
initially outlined in the Lisbon Report oVers a fairlyjust discussed; but we believe it will be the wrong
eVective guide. I think that we can already recognisechoice. We also believe we are impelled to act by our
that it was fairly transatlantic in its emphasis, evenown values as a government not least because, while
though it was written just a few years ago and did notunemployment is not often now a topic of discussion
perhaps give full appreciation to the economicwithin the United Kingdom because we have
rebalancing that we are witnessing in the globalsuccessfully driven down unemployment by more
economy at the moment. Nonetheless the objectivesthan two million in the last eight years, we need to
which were set (which recognised that there was aremember in these conversations, that 20 million of
social dimension as well as an economic dimension toour fellow European citizens are without work.

Unemployment is 9 per cent in France and 10 per cent achieving these goals) had the right insight and were
the right objectives. The other point that I wouldin Germany. Almost half of those 20 million workers

are now long-term unemployed. For no other reason make would be that it is important in having
this conversation and having this debatebut for the claim of social justice, we would need to

be looking at this question and looking very carefully (notwithstanding the pride that we feel in Britain at
the achievements we have made in the last seven orat this question. I believe part of the reason we have

a willingness and, indeed, an enthusiasm to lead this eight years) not to presume that Britain has all the
answers. If I look around Europe and on the basis ofconversation during our Presidency is born of the

confidence developed as we have sought to meet the my travels, there is no doubt that, for example, in the
Nordic countries the provision of child care is anchallenge of globalisation in recent years. I do not

think it is coincidental that we have added two inspiration to us in Britain. If one sees some of the
public infrastructure in France I think it could stillmillion people to those working, and that we are
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majority of the German population voting forgive some of our infrastructure a run for its money. If
you look, for example, at German technical training, further reform. There is no doubt that under

Chancellor Schroeder there were economic reformsthere is still a lot that we can learn in terms of
ensuring that our vocational training is of a genuine that were taken forward under proposals in terms of

the employment market and also in terms of Agendaworld-class standard. I think there is a willingness to
engage in the debate. I think there is a willingness also 2010. I cannot at this stage give any clear guidance to

whether the grand coalition that is the process ofto listen to that debate. I hope that the enthusiasm
with which I have recognised the importance of the being formed will prove to be more or less eVective in

securing political support for those reforms. I wouldpoints you make reflects the sincerity of my points
earlier, in saying that these actually are the meat and say however, reflecting the earlier point I made on the

interdependence of the European economy, that wedrink of the issues that European citizens want us to
engage in, in the years ahead. In some ways an have a great vested interest as the United Kingdom,

in seeing a dynamic and successful German economyinteresting question around the social model is not,
“Do we all agree that there is a need for social models given how vital it is to our export services.
within Europe” Incidentally, I would disagree with
those who say there is a single European social

Q14 Lord Inglewood: Minister, in your openingmodel, and the recent work that Sapir has done for
remarks in response to the Chairman you said thatthe Bruegel Institute partly reminds us that there
one of the priorities of the British Presidency was toare a number of diVerent models in diVerent
drive forward the Lisbon Agenda. The problemcountries reflecting those diVerent traditions. That
seems to be that everybody is in favour of it. Thenotwithstanding, there are common values which
Member States signed up to it, and most people seemunderpin those social models and, broadly, you could
to have been in favour of taking the hard decisionsidentify a settlement with the market which Europe
necessary to implement it with lots of words. Yet wehas embodied, which is diVerent from Asia and also
have seen little action and few outcomes. I can see infrom America, historically. Where there is a vitally
the run-up to the informal meeting at Hamptonimportant conversation that we need to take
Court you are constrained but, nevertheless, it struckforward, and lead during our Presidency (although it
me that you were generalising a lot and a lot of yourwill last well beyond our Presidency) it is not: are
debate was couched in abstract terms. I canthere values that underpin commitment to a social
understand why, nevertheless, the crucial thing is,model?, which transparently there are, whether we
how do you drive it forward? What are you going tocall it in one country “solidarity”, “cohesion” or
do to do that? It is clear it is the economic imperative“social justice” in another country. However the real
of our age to deal with globalisation, which struck meand interesting question is: what are the respective
as rather like water going down hill—you cannotresponsibilities of the individual nation states in the
stop it. How are you going to drive the thing forwardpursuit of those objectives? What is the role of the
so we actually achieve an equivalent to what LordBritish Government in funding the National Health
Cockfield achieved with the Single Market?Service and reforming it, raising the standards of our
Mr Alexander: Let me try oVering you some specifics.schools, and creating employment, growth and
In terms of the results of economic reform, oneproductivity? What are the responsibilities of the
example I would say would be the opening up of theEuropean Union? How do we get an eVective synergy
telecoms market. I was previously e-commercebetween work that can and must be taken forward at
minister so I took a close interest in it. If you look ata European level, and what is rightfully and
the cost, for example, of UK phone calls, they haveappropriately the responsibility of the Member
fallen by roughly 50 per cent. There is no doubt thatStates? That is my instinct as to where this discussion
action at a European level has been key in terms ofabout the social models will in time move.
opening up the telecoms market. Similarly,
liberalisation of the energy markets across the

Q13 Lord Jordan: Is there any evidence that the new European Union is beginning to bring price
German Government will revisit this issue and move reductions, notwithstanding the countervailing
away from the stance it took with France? pressures of high oil prices and high gas prices, and

recognition of the need to do further work in terms ofMr Alexander: I am reminded of the American
politician who once said, “I don’t make predictions, globalisation and the opening up of markets. I also

think that it explains the focus that we in the Unitedleast of all about the future”! It is slightly early to give
predictions in terms of what Chancellor Merkel’s Kingdom have had on employment and growth as

one of the central objectives alongside stability of ourgovernment will say. An optimistic view would be to
say if you look at the proposals of the SPD and CDU economic policies. During the Presidency let me also

try and give you specific examples of the work that isyou can characterise the programmes with which
they fought the election as representing a significant now being taken forward on Lisbon. I said earlier (or
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do the same in terms of individual Councils meetingif I did not then I should have) that better regulation
across the European Union. Beyond that we are alsowas one of the areas that we are focussing on in the
trying to make sure that, as a central part of thecourse of our Presidency. That itself would make a
legislative process within Brussels, Regulatorysignificant contribution to the Lisbon Agenda. We
Impact Assessments become an essential prerequisitecan talk if you like, and I will happily answer
for legislation; so that it is a necessary part of thequestions, in terms of the work that is being done at
process of legislation being taken forward that therea national level and the national reform and
is a clearer understanding of exactly the impact ofprogrammes that are being put in place that we in the
these proposed changes prior to the legislation, notUnited Kingdom will very shortly be submitting to
after the legislation; so very practical steps in terms ofthe European Commission. There are steps that need
Regulatory Impact Assessments which we have hadto be taken at a level of individual Member States as
real success with in Britain in recent years, althoughwas recognised in the Kok Report. Beyond that,
there is more that we should be doing now embeddedthere is further action that should be taken at a
within Brussels. Finally, proposals which, if IEuropean level. I would cite, for example, better
recollect correctly, came from the Dutch originally,regulation. Only a couple of weeks ago we had a
in terms of the issue of administrative burdens andmajor announcement in terms of the reduction in
how to quantify administrative burdens, being takenprospective legislation that was before the Presidency
forward at ECOFIN next month. But again a veryand also the Council, which was probably the single
practical measure which is saying, how do you seek toannouncement from the European Commission
quantify administrative burdens, to get a handle onwhich has received the best coverage in the British
them and to get our arms around them in a way thatpapers that I can ever remember. Even in deeply
will last long beyond the British Presidency? So theEuro-sceptic papers, there was a recognition that this
balance we are seeking on better regulation—and Ireflected a significant and decisive step in the
use better regulation as one example—is not simplydirection of better regulation. This I believe
to get the quick wins and the 68 proposed measuresreflects personal commitment on the part of both
that Commissioner Verheugen mentioned; not just toPresident Barroso and Commissioner Verheugen–
secure the quick wins but to do the more importantCommissioner Verheugen having said he wants this
longer term systemic work of changing the cultureto be the personal mark of his time in that
and changing the internal processes within Brussels,commissionership. It also reflects the work that we
so that long after the British Presidency, we see theare doing in the British Presidency to drive forward a
kind of changes that will be necessary.better regulation agenda. Three weeks ago we had a

major conference in Edinburgh which brought
together not just representatives of other Member Q15 Lord Cobbold: Do you think achieving the
States but also business leaders to talk about the very Lisbon objectives is made more or less diYcult by the
practical and important work of embedding the enlargement which has taken place and which is still
culture of better regulation from Brussels. That taking place?
would not command headlines; it does not appear Mr Alexander: In answering that question I would
glamorous. Nonetheless if you sit down, as I do, with probably draw on those meetings I had with some of
organisations like the CBI or IOD, it is one of their the new accession countries early in our Presidency.
main bugbears and one of their main concerns, in Although I am well provided for by the Rolls Royce
terms of securing the benefits of a single market of machinery of the Foreign OYce, all the briefs in the
now 450 million people, without having the world do not fully equip you for the appreciation of
downsides of ever-greater regulation that fails to the scale and pace of economic change that they have
recognise the global challenges that you have said. been through in a very short period of time which you
What kind of practical steps could therefore be gain when you visit these countries. This change far
taken? There will be important discussions taking exceeds, I would argue, even the painful process of
place of better regulation, not just, as you would economic restructuring that we went through in the
imagine, within the Competitiveness Council but also early 1980s and early 1990s in Britain. As a
discussions of better regulation at Councils such as consequence of that I think the new Member States
Agriculture and ECOFIN in the course of the British are already enriching our debate around the need for
Presidency. Having worked on better regulations economic reform, because many of them have lived
within the British Government—embedding that it. There is an entrepreneurial spirit, a willingness to
culture of better regulation beyond, in my time, the consider change and a desire to move up the value
Better Regulation Taskforce, was the biggest chain in many of the countries that I visited. I found
challenge you faced. How did you make that part of this heartening and I think it oVers an important new
the instinctive thinking of Defra, DTI and other dimension to the internal conversation about the

need for reform in Europe.departments across Government? We are seeking to
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Q17 Lord Kerr of Kinlochard: I applaud yourQ16 Chairman: Is not one of the diYculties when
talking about the Lisbon Agenda that most of the optimism and think it is absolutely accurate in

respect of new countries from Eastern Europe.decisions, pretty well near all, are actually going to be
carried out at a national level; and the levers that exist However I think in respect of Western European

Member States yours is a triumph of hope overat a European level to persuade countries to change
are actually very weak indeed, if they exist at all? Is experience, I would then argue that in France and

Brussels the lever of proposals like the Servicesnot one of the problems that when you come to
Hampton Court you will have a very nice Directive is an inept minus. I think the debate in

France about the role of the ECB or the Stability andconversation, and an equal conversation, but what is
going to be the action coming out of it? This is a Growth Pact is a debate where the French elite has

won against Brussels and should not therefore bequestion that sceptics (in a genuine sense) might ask.
surprised when, at the referendum on Sunday,Mr Alexander: If I might just for a moment add to
France votes against the Brussels Treaty. It seems tothat sceptical tone. I think the other factor you need
me that the Lisbon Agenda is going nowhere much;the humility to recognise in discussions about Lisbon
and that was the conclusion Prime Minister Kokis externality. In the sense that even a few years ago
reached in his report last November; and it didwhen Lisbon was devised I do not think there was a
include one or two recommendations for things thatfull appreciation of quite how quickly the rise of
might be done about it. Is there any chance of theChina and India in particular, and other developing
British Government, Minister, changing its mind oncountries, would impact on our economic judgments
the argument about league tables? I think therethat we are together reaching in Europe. Of course
would be considerable advantage to the debates inLisbon is not the only response to these challenges,
each country, including France, if league tables werebut I do believe it continues to be a useful and
published which showed not just performancenecessary shared response to those challenges. Of
against the plethora of targets laid down on Lisbon,course, the Kok Report recognised some of those
probably too many targets, but also in terms ofweaknesses that you described in your question, and
unemployment rates, growth rates and job creationour hope would be that the streamlined governance
rates? It seems to me that there is general ignorancemechanism that has been introduced as a
in Europe about how the economies of partner statesconsequence of that review will assist in addressing
are performing. I think the real drive which mightsome of those questions. I think in particular we will
revive the Lisbon Agenda is a competitive drive. Ineed to await the Lisbon National Reform
think people will want to do better because theirProgrammes to gain a better view as to how the
neighbour inside the European Union is doing that.second half of the Lisbon period will impact in terms
If you make the driver resisting the Chinese threatof practical changes on the ground on the individual
(which I do not think you do but if you were to doMember States’ economies. As I say, from a British
that) there are two possible reactions to the Chinesepoint of view we are on the point of handing over to
threat: one is a Lisbon-type reaction and the other isthe Commission our own work and that will embody
a protectionist reaction. It seems to me Westernboth macroeconomics, stability and improved
Europe is a bit more inclined to the latter. I too hopeproductivity growth, but also focus on the need for
that you can encourage us to think there is some hopeemployment opportunity for all. I think also in the
that comparative statistics, data including targetssame way that sometimes we fail to appreciate how
and score cards, is an issue which the Britishcontemporary a challenge unemployment is in other
Presidency might come back to.Member States at this stage, because many of the

recommendations of Lisbon reflect the broader Mr Alexander: It is right to recognise that, while the
spring reports do compare comparative date, there isobjectives of economic policy being pursued here

within the United Kingdom, we do not give adequate genuine concern within Member States to establish a
culture of naming and shaming as the questionrecognition of how valuable a tool Lisbon can be as

a driver of domestic reform and economic reform in implies. Against that backdrop I would make a few
points. Firstly, I do think that perhaps almostother Member States who are perhaps less naturally

inclined towards the terms of the Lisbon approach. inadvertently, a sense of benchmarking oneself
against either Europe as a whole or individualIn that sense, I think the fact that many of the aspects

of Lisbon are not any longer deemed contentious in Member States has begun to enter political
consciousness in recent years. If you think, fora British context is not an accurate guide to the fact

that in certain other Member States my sense is that example, about the investment in public services that
I cited earlier in the United Kingdom, the Primethe ability to be able to pray in aid the need to develop

a Lisbon National Reform Programme, is a valuable Minister sat on David Frost’s sofa on a Sunday
morning and said, “I want British investment in theassistance and leverage in securing the kind of

changes that we would have nonetheless liked to see. health service to equal the EU average”. I think even
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we seek to exemplify the approach which has broughta few years ago it would have been hard to imagine a
us that success at a domestic level.British Prime Minister setting what was clearly at

that stage a very ambitious goal and judging that the
correct benchmark was an EU average. There is an Q18 Lord Jones: My Lord Chairman, I would
extent to which that has happened. I think also there answer yes to the rejection of the politics of
are other methods that are being used, thinking for international protectionism, as you have said, and
example of the CER’s work in terms of yes to growth and more jobs in Europe. Can I
benchmarking the progress of individual Member instance a specific, still great, manufacturing industry
States. I think there is a genuine question as to in Europe, namely, Airbus, and ask if our Presidency
whether that benchmarking would illicit the kind of and your ministerial work involves helping Europe to
changes you want, as against the domestic pressure face up to the massive pressure the United States and
for change. I am conscious, in advocating the views its attendant power brings on behalf of the mighty
that I have, in the course of the morning, that we Boeing company. It appears to be an inability of the
could be accused of being over-ambitious for being aerospace industry in Europe—perhaps the biggest
candid and frank both about the challenge posed by industry remaining in manufacturing, with all that
China, India and other economies, and also being as skill and all that training—to obtain, say, from our
clear as to the need for change in the European national level and from other European countries,
economy. Nonetheless, I think the Prime Minister Repayable Launch Investment. Is the EU lacking in
was right in the terms of the speech he made in the confidence? Is it that the burr under the blanket of the
European Parliament, because I think it bears on our relationship between the EU and the United States, is
own experience of how to aVect the scale of change in aerospace? This is just one specific instance, in our
that we believe is necessary; which is not simply to try deliberations of over an hour, in terms of trade and
and secure incremental change, but instead, by being the world and two great companies. Can you instance
explicit with people about the nature of the what our Government, what the Treasury and what
challenges that are faced in a globalising economy— Europe is doing to advance one of the few remaining
whether it is the scale of trade with China, or whether highly skilled manufacturing industries in Europe?
it is wage labour rights, whether it is the whole gamut Mr Alexander: In his long political career of public
of economic statistics that can be deployed—and, by service, I understand many allegations have been
so doing, widen the political space in which policy levelled at the present Trade Commissioner, Peter
change can then take place. There is a balance there Mandelson and I do not recollect a lack of confidence
between political leadership and policy change. I has ever being one of them. In that sense, he enjoys
think both are required. I think actually the issue we the full support of the British Government in the
are discussing is: what is the appropriate balance tasks that he has.
between political leadership and policy innovation?
Certainly, we believe that policy innovation is Q19 Lord Jones: His name did not cross my mind.
necessary in terms of driving forward the process of Mr Alexander: There are a few points I would make
economic reform, but we also believe that a necessary here and then I will come on to the specific point.
part of that is to have political leadership which Firstly, for those of us who want to make the case for
builds a consensus and a shared sense of mission Europe and the United Kingdom, Airbus is an
around the need for those reforms. Again, I would outstanding example. It is in terms of the genuine
argue that part of the reason we do so with such pride we as a Government feel in the outstanding
vigour is because broadly that has been our skills and high technology that British workers bring
experience in Government, that we have taken on to that project. Sir Digby Jones, the Director-
issues which at the time were judged to be highly General of the CBI, can be more candid than I can in
contentious, whether it is conditionality in terms of terms of the relative technological sophistication of
payments of benefits within the welfare state or the parts of the plane that are stuck together. He
whether it is the need for rigour in public finances in oVers a speech—which he does regularly—on the real
terms of establishing a platform on which investment pride that we in Britain should feel about the fact that
could then follow. At our best we have always been we produce the wings, the very high levels of
willing to engage in that political dialogue as a technology which go into this aircraft and the series
necessary prerequisite of the policy change which is of aircraft which have been built. The second point,
necessary. I cannot vouch for the capacity of every however, is to recognise that—again, the point I
other Member State government to do that, but I made earlier—the capacity for any individual
think it explains the approach we are taking at a European nation to have developed a world beating
European level. However, nonetheless, we recognise company like Airbus in this day and age is far more
that we, as the Presidency, or indeed the European constrained than the capacity of Europe having

worked collaboratively to secure the future forUnion more generally, do not control every lever, but
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tables, which it seems to me was implied in earlierAirbus industries over recent years. In that sense, it is
an exemplar of the kind of approach I think we can discussion, would you be in favour of having league
feel real pride in looking back at. That being said, tables of social protection as well as economic
there are very real issues between Airbus and Boeing, dynamism? As a second question, does the
not least because of the relative strength of the order Government actually view any of the social
books between Airbus and Boeing at this stage. Also, protection measures which are in operation in other
there is a profound disagreement between Boeing and European Union countries as having any kind of
Airbus as to where the future direction of air travel distortive eVect upon European eVorts to promote
will lie with the development of the A350 and larger the Lisbon goals?
aircraft from Airbus and a diVerent vision of the way Mr Alexander: You are tempting me in the final part
aircraft will develop. The issues are very real both for of your question to indulge in what I fear would be
Boeing and for Airbus as a company. I can assure you deemed unpresidential conduct in singling out and
that at British Government level we are acutely aware seeking to name and shame individual policies of
of the importance of Airbus. Our own Prime Minister individual Member States. I can assure you that we
was present in Toulouse along with the other relevant are working in a consensual and presidential fashion
European leaders at the launch of the A380. That at this stage of the Presidency as I hope we have been
signals the commitment which all of us in the British during the whole of the Presidency. On your broader
Government feel towards the British contribution point in terms of league tables—I think this returns to
Airbus. I understand there has been a statement Lord Kerr’s earlier point—I remain unconvinced at
made by the British Government just in recent days this stage that a culture of naming and shaming
in support of Airbus and, once again, as I say, I place would secure broader support for Lisbon rather than
on record the fact that we take pride in the work that weaken support for it. Equally, I am not convinced
Airbus has done in securing orders right around the by the suggestion that what Europe needs in terms of
world. But there is now a need to look for a advancing our social model, is more league tables in
negotiated resolution to the existing issue which is in terms of social protection because I think, frankly,
dispute between the United States, Boeing in that there is a huge volume of work being produced.
particular, and Airbus. That is rightfully in the hands If you look, for example, at this Bruegel Institute
of the European Commission because it has exclusive work by Sapir, there is set out very clearly, and was
competence on these matters, but not anticipating set out for the recent Ecofin meeting which I think
what questions we might have on Hong Kong. I think took place in September, a very searching analysis of
this also makes one further point, which is, unless the individual merits of individual models which are
Peter Mandelson was sitting down with his opposite presently in operation, so I do not think there is a lack
number in the United States, or through the of information available to policymakers. I think
chambers of the WTO, discussing these matters with instead the challenge is one of securing public
the strength and the weight of 25 members behind support for necessary change and also being clear as
him, but instead was representing one or two or three to what that necessary change involves. This I
countries, he would have nothing like the negotiating basically think is aligning your economic and your
strength which he commands as being a Trade social objectives so that they work in harmony rather
Commissioner speaking with a single voice on behalf than in contradiction. In that sense, of course, that is
of Europe. I do not diminish the importance of the a judgment which needs to be made at Member State
challenges ahead in finding a negotiated solution, but level as well, and there will be diVerent countries that
I can assure you that we are acutely aware of the will reach diVerent judgments. I was rather hoping
importance of Airbus and we take real pride in the that when you said are there individual examples of
work it has done in building such a competitive other Member States you would say which one you
position in what is a highly, competitive market; and, would regard with a positive view rather than a
incidentally, providing an environment in which negative view because sometimes the British position
other British companies, such as Rolls Royce, can is misrepresented as being one of hostility or
also prosper in another hugely competitive market. superiority in the face of other models which exist. I

hope I would be able to communicate in an answer to
that question that certainly is not the case of theQ20 Lord Maclennan of Rogart: Minister, in answer
British Government. There are examples which, as Ito an earlier question you said, and I very much
say, are an inspiration to us in terms of socialagreed with you, that you saw no necessary conflict
protection elsewhere within Europe. All of us startbetween economic dynamism and social protection.
from diVerent characteristics of our national labourHowever, it sometimes seems to be a characterisation
market, diVerent traditions and experiences in termsof the Anglo-Saxon position in Britain that we would
of macro-economic stability. There is a range ofbe prepared to sacrifice the latter for the former. If we

are going to go down the route of having league diVerent factors which necessarily need to be built
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In terms of defending Britain’s position as ainto the way a national government responds to it. Of
course, finally, in terms of the transparency of the government that is committed to advancing social

protection as well as economic dynamism—ratherinformation that your question asked about,
EUROSTAT still provides a fairly large volume of like my answer in relation to Peter Mandelson—I do

not think it is a common charge levelled at us in theinformation which is available to policymakers, so I
am not convinced the answer lies in league tables; I corridors of Brussels that we are very keen to cover

our achievements. If anything, the criticism directedthink it is in dealing with the information available to
us in an eVective way. towards us is that we are more than willing to

communicate the strength of the British model rather
than there being some great inhibition on the part of

Q21 Lord Maclennan of Rogart: Minister, I am not the British Government to celebrate the successes we
suggesting that the information is not available. I have achieved in recent years.
rather wonder if that is the point of league tables at Chairman: Can we just ask a couple of questions,
all; it is really more about public education and please, about the WTO’s trade policy because we
information. I think we are agreeing with what you produced a report previously on this and we want to
said, that the Prime Minister had cited European do a follow-up.
statistics on health spending which might not have
been cited. What I do remember at an earlier date was
the Prime Minister citing European education Q22 Lord Jordon: I would like to know to what

extent Britain is going to take the issue of labourexpenditure in a similar sort of way. If you, the
Government, and ourselves are going to avoid the rights to the Hong Kong WTO ministerial? It seems

to be particularly significant. One of the importantAnglo-Saxon label of unfriendliness to social
policies, what harm is there in actually showing our elements in China’s phenomenal economic

achievement, some of which you set out in your Yaleown awareness of the facts? The publication of the
facts about social protection does not import a value Centre speech, has been achieved because of the

absence of labour rights, and although it is generallyjudgment about whether the cost of particular
models is too high. That is perhaps something to be dismissed at WTO meetings, there is such a thing as

trade distorting totalitarianism, and China practisesweighed, not just by the elite decision-makers, but
also by the observers, the commentators and the it. I have had the opportunity to go to China and

discuss this at length and in a detailed fashion withpublic generally as a matter of education. Could there
not be some benefit from going down this route? the leadership of the Chinese trade unions, and it is

clear that they are an arm of the government. WhatMr Alexander: I have to say, I am always intrigued by
the government says, they do, and there is nothe pensioners of my constituency’s detailed
consideration whatsoever about what would beknowledge of the benefits available to pensioners in
called labour rights. Are you going to raise it, becauseSouthern Ireland. I get quoted with great enthusiasm
it seems to me the only place to raise it because itthe availability of free TV licences and concessionary
really matters to countries, perhaps not such as us,travel, so I do not know whether that speaks to the
but I am thinking of other countries in the developinglevel of informed awareness of other Member States
world? It is they who suVer most, not Europe orin Paisley, but they certainly quote it with alacrity to
America. Although a lot is exported to us, it isme on the doorsteps. On the more general point you
exported to us at the expense of countries in themake, I do not think there is any hostility on our part
developing world who might be able to do it, buttowards information being distributed. However, I
certainly cannot compete with China’s little talked ofthink there may be a disagreement between us as to
advantage.the form in which the information is presented,

achieving the purposes you described for it. I do not Mr Alexander: When you said that the Chinese trade
unions were regarded as an arm of the government, Ithink the disagreement within Europe as to the best

way to embrace globalisation is borne of a failure to thought the same allegation is sometimes levelled at
our trade unions by Bob Crow, so it is not always theagree a common point of reference or common

metrics on the social model or, indeed, on economic most accurate guide. I take your point very seriously.
First of all, I think you need to diVerentiate betweenperformance. In some ways if it was as

straightforward as that, the task might be somewhat what is the appropriate locus of the WTO and what
is the appropriate locus of the ILO. I know there is aeasier. Instead it reflects broader political questions

rather than solely ones of policy eVectiveness. In that general debate—not least amongst trade unionists or
amongst NGOs, given the perceived eVectiveness ofsense, I have sought to explain why the approach we

have adopted has not been one solely in terms of the WTO at delivering trade rounds in the past—as
to whether given the relevant strength of the WTO asdefining the policy responses, but instead is seeking to

change the terms of political debate so as to facilitate an organisation compared with the ILO the right
response for those who want to see a strengthening ofa diVerent kind of discussion of other Member States.
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Mr Alexander: The initial dispute after Commissionertrade union rights and of labour rights more
generally would be to import a greater element of Mandelson assumed oYce in earlier of this year was
workers’ rights into discussions within the WTO. with Bob Zoellick, the predecessor of the present US
There are others, frankly, who argue that the way trade representative and, frankly, given Peter’s
forward is to strengthen the ILO rather than experience in public life and, indeed, his opposite
strengthen the WTO or to import into the WTO that number in the United States, I am convinced there is
aspect of labour rights. That is an ongoing a capacity to compartmentalise what would be
discussion. In terms of what we will take to Hong genuine disagreements in one area of trade policy
Kong, it is only right to acknowledge candidly that from shared objectives in another. In evidence I
the issue of labour relations is not the main part of the would cite the fact that it was really the agreement
negotiations that are anticipated in Hong Kong in a with Bob Zoellick back in July 2004—if I recollect—
few weeks’ time. Although I appreciate the point you with the Framework Agreement, which got the Doha
make in terms of developing countries and their Round back on track. It was the shared leadership of
concern to secure trade union rights in China, I think the European Union and the United States at that
it is also important to recognise part of the reason point agreeing a process of parallelism in terms of
why labour rights will not feature as prominently in agricultural export subsidies, albeit without setting a
Hong Kong as might be expected given the position date, which gave heart and momentum to the round
in China. I think it is partly explained by the fact that which we are very keen to sustain in the remaining
consistently many developing countries tell Europe, weeks. Yes, Europe and the United States are capable
the United Kingdom and other developed countries of working together and yes were they able to work
that they regard issues of labour rights as being an together eVectively in the weeks between now and
unfair inhibition being imposed at a stage of Hong Kong that would send a very positive signal in
development in developing countries which was not terms of the prospects for a successful meeting in
imposed at an equivalent stage in economic Hong Kong. It is also right to recognise that from
development in what are now advanced western Peter Mandelson’s point of view there remain
economies. There are merits or demerits on that point genuine disagreements in terms of how we give
of view depending on where you come to the debate expression to even what on paper would be shared
from, but I am just telling you honestly that is what objectives in terms of balancing, for example,
many developing countries cite when issues are raised agricultural export subsidies with domestic support.
in terms of labour rights within the WTO. The final

There are very complex and important issues whichpoint I would make, notwithstanding the principal
still need to be resolved. I certainly share the view youfocus of Hong Kong being an advancing
have suggested which is if the United States anddevelopment round and trying to move the process
Europe were able to take a leadership role, it wouldforward initiated in Doha in 2001, I can assure you
do more for the whole Hong Kong process.that as a British Government we raise the issue of

human rights regularly and repeatedly at the highest
level of the Chinese Government. Whether that is in
relation to EU/China Summits which take place, Q24 Lord Inglewood: In your remarks to Lord
whether that is in terms of the UK/China human Jordan about problems in China, you responded
rights dialogue, there is a regular high level of often referring to the issue in terms of labour rights,
exchange and, of course, exploitation forms part of which is really a subset, it seems to me, of human
that dialogue which takes place with China on a rights. On the basis of what I know, I think that is
regular basis. It in no way diminishes the fact that it probably too narrow. It seems to me that if one is to
is an issue which continues to be a concern for us. The believe even a small amount of what one hears about
final broad question is how best do we seek to eVect what is happening in China in the context of work
change within China. Ultimately, we believe that a generally and society as a whole, by our Western
process of engagement with China, while making standards a great deal of what goes on is quite simply
sure that we make those points of human rights, an unacceptable breach of basic standards of human
oVers a better prospect of success than isolation. rights which we believe are universal. I would like to

make the point that in dealing with this issue it is no
good pussy-footing about it. I think we should beQ23 Lord Cobbold: Given the enormous significance
absolutely clear and upfront that we consider thatof the Hong Kong meeting on trade policy, is it not
in certain cases there are clear instances ofvery important that Europe and the United States
unacceptable, unequivocal breaches of human rightshave a common approach to these problems? How
as we know them. Let us not get side-tracked intogreat is the risk that the problem we talked about
ILO issues, this is a mainstream political topic andearlier, the Boeing- Airbus argument, is going to

poison the negotiations in Hong Kong? not a kind of backwater political topic.
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not yet agreed, but nonetheless I can assure you thatMr Alexander: Not least as a member of Amnesty
International, I share that sentiment. I would make we attach great significance and importance to it.

Whether it be through the auspices of the Unitedtwo points: firstly, in terms of proof of our sincerity,
our own Prime Minister raised this issue specifically Kingdom Government or through the auspices of the

Presidency of the European Union, there is a veryof human rights generally with the Chinese on the
5 and 6 September at the EU Summit when it took clear appreciation of the importance of human rights

and the need for fundamental change in terms ofplace. Secondly, in the weeks between now and the
end of our Presidency, as Presidency of the European human rights in China.

Chairman: Thank you very much indeed for coveringUnion, we will be leading the EU-China human
rights dialogue. The exact agenda for that dialogue is such a wide area and for answering our questions so

eVectively.



321253PAG2 Page Type [SE] 09-03-06 13:13:37 Pag Table: LOENEW PPSysB Unit: PAG2

16 a european strategy for jobs and growth: evidence

TUESDAY 1 NOVEMBER 2005

Present Blackwell, L Kerr of Kinlochard, L
Cobbold, L Maclennan of Rogart, L
Inglewood, L Radice, L (Chairman)
Jones, L Steinberg, L
Jordan, L

Examination of Witnesses

Witnesses: Mr Ivan Lewis, a Member of the House of Commons, Economic Secretary, and Mr Chris Austin,
EU Finance Team, HM Treasury, examined.

Q25 Chairman: Welcome. You very kindly agreed also continued to make better regulation a theme of
our Presidency. We are going to return to that againlast time we met you that you would come back to

discuss progress and discussions at the ECOFIN as a next week when we hope to agree a new approach to
measuring the burden on business of new EUkind of parliamentary accountability. So we are very

grateful to you. Is there anything you would like to legislation so that we can improve, for example,
impact assessments. Last month we also agreed somesay to us before we start?
very positive conclusions in the way that we are goingMr Lewis: I would like to make a few opening
to approach financial services in the wake of theremarks, Chairman. I am aware that this is an
Financial Services Action Plan. This is an area whereentirely voluntary return to the Committee and when
we are both getting the policy right for the financialyou appear before select committees, if only it were
services sector and putting our better regulationvoluntary it would perhaps be more fun! I think the
principles into practice by endorsing a focus onlast time we meet we had a very frank and open
consolidation rather than new legislation. I think it isexchange and I would hope that we would continue
a very, very important issue that we not only win theto do that in the course of this session this morning.
argument on better regulation and appropriateI suspect that most of the discussion needs to focus
regulation but that business particularly sees tangiblearound the Financial Perspective but also the 2006
outcomes from winning the argument becausebudget. I thought it may be useful to put some
there is a time lag between cultural changecontext, though, to what we have been trying to do in
in understanding what appropriate and betterterms of the Presidency so far and to mention some
regulation actually means and businesses in the realof the successes we have had. The first thing was that
world experiencing that change. However, we do feelwe had an informal ECOFIN in Manchester, which
there is a genuine sea change in the Commission.was very good in the sense that we had, I felt, a very
Commissioner McCreevy in particular understandsopen and honest debate about the consequences and
the importance in the whole area of financial serviceschallenges of globalisation. The Chancellor was
of consolidating rather than continually piling newparticularly keen to get the other finance ministers to
rules and new legislation on the sector. We also havebegin to debate this in a credible way. It was, I think,
had discussions during the Presidency about thea very, very useful debate and discussion. We had
transatlantic economic relationship. We are very,business leaders and key entrepreneurs from around
very keen to use our Presidency to get the EU to thinkthe world present as well and it was a useful
about its relationship with the United States ofdiscussion. One of the things that came out of it was
American, to not just have this inward-looking,the idea that we have in Europe an Anglo-Saxon
insular debate but to look at that relationship, as wellsocial model and that we have some other social
as looking at the EU’s relationships, as I have alreadymodel is complete nonsense. There are any number of
said, with India and China in the context ofmodels that are operating throughout the European
globalisation. Of course, later this month I will beUnion and therefore the debate is often presented in
chairing the Budget Council to try and reach aa far too simplistic way. That debate, that discussion,
sensible agreement on the 2006 budget. Because ofabout beginning to face up to the challenges of
the debate that is raging about the Financialglobalisation was very important. We also, early on
Perspective that may be particularly sensitive andin our Presidency, were able to agree a common
tricky this year because perhaps people are trying toposition on financing for development which we were

able to take to the UN Summit in September. That lay down some markers. On the other hand, in terms
of credibility I think there is a genuine feeling,built on the work we had done in the G7/G8

Presidency and also again stresses the importance certainly I hope there is a genuine feeling in the
European Parliament, that the capacity of thethat the Chancellor places on making real progress

on the whole aid, trade and debt agenda. We have Parliament and the Council to reach a sensible
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important from a credibility point of view that it iscompromise agreement on 2006 is what the European
Union most needs at the moment. If we get embroiled seen that those regulations are enforced on a level
in a ridiculous dispute about 2006 when actually the playing field basis. It is particularly important that
big picture issue is the next seven years, that would the business community sees that this is happening. If
not be a good sign whatsoever. I am optimistic that there are breaches or Member States that are not
the relationships I have tried to build in the last few playing to the rules then there have to be
months with the Parliament will bring us to a consequences of that. If there are no consequences
compromise outcome (inevitably a compromise then the credibility of the regime is in question.
because that is the nature of this type of negotiation). Alternatives to regulation: we believe that EU
Very quickly, the Commission proposed a budget; legislation should often be a last resort, not a first
the Council of Ministers pared that budget down resort, so we have to look at more use of competition
slightly, we felt it was too extensive and we did not policy, market-based solutions and sometimes
feel there was as much budget discipline as we would Member State initiatives. Better regulation: I have
have liked; and of course the European Parliament already referred to that, where we could improve the
always takes an entirely diVerent view that the nature of the regulation and the application of that
Council is being too tight with expenditure and the regulation. Making the Lamfalussy arrangements
Parliament would like us to spend a whole lot more. work well: we believe that they have been shown to
We have to find a way in the next few days and weeks have worked for the securities market, they have been
of closing that gap and reaching a compromise extended to banking and insurance, and we need
agreement on the 2006 budget as a good basis to practical steps to develop those further. We also need
reach ultimately what I hope will be a satisfactory to recognise the global nature of financial services.
agreement during our Presidency on the Financial Again, there is a danger sometimes that the EU is
Perspective as a central part of what at the end of the very inward-looking and simply looks at financial
day we want to achieve in our Presidency. It is services in the context of the European Union. We
important that our Presidency is not only judged on need to have a far more outward global view of
our capacity to deliver on that Financial Perspective financial services from a competition point of view as
because as I have tried to outline this morning there much as anything else. Do I believe that Lamfalussy
are many other issues we have tried and will continue is working well? I have already said I think it is. I
to try and address. It is true—and we have made it think it was almost a rhetorical question about
very clear because there have been some cynics and

democratic transparency and accountability. Isceptics—that we do want to be the Presidency that
suppose the question is in this place how remote doensures that we get the seven year Financial
we feel we are from what is going on in this quitePerspective right. Those are my opening remarks and
complex Lamfalussy process? As I said last time II would be happy to take any questions that
appeared before the Committee, if you can suggest orCommittee members have.
propose better ways of having a transparency about
what is going on in the Lamfalussy process, I am sure
we would be interested in hearing what thoseQ26 Lord Inglewood: I would like to take on a point

that you touched on when talking about financial processes might be. The deliberations of Lamfalussy
services, that the Government felt the right way are on the record, there are no hidden agendas or
forward was to consolidate rather than to be very secrets really, and therefore I guess there is openness
expansive. In that context I would like particularly to and a transparency. Is there suYcient debate?
know, first of all, have you got any priorities and, Lamfalussy was created almost as an alternative to
secondly, are you happy that the Lamfalussy process, an over-regulatory, over-prescriptive process. It was
which is obviously an important part of the delivery very much something that the UK Government was
of the detail of what is going on in the financial keen to sponsor and promote because the alternative
services area, is working well, both from the models that were around at the time were not
perspective of the Government and also as a necessarily going to be consistent with what we
parliamentarian? As a parliamentarian, do you feel wanted to achieve, which was not to get into a
there is enough democratic scrutiny over the detail of situation where we had an over-regulatory approach.
a lot of this legislation? So that would be my response on Lamfalussy.
Mr Lewis: Can I deal with the priorities in terms of
financial services and then I will come on to the

Q27 Lord Inglewood: Can I just follow up and tryLamfalussy process and how we see that working. In
and summarise, I hope fairly, what you are telling us.terms of the priorities, better implementation and
You are saying that from a parliamentary perspectiveenforcement of EU financial services measures is one
there is some transparency there but it is a processpriority. A significant number of the measures that
that could be improved if we could find better wayshave still to be implemented nationally, for example,

have not yet been done and, of course, it is equally of doing it; is that right?
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national governments choose to adopt. A lot of thatMr Lewis: Yes. I think to the average parliamentarian
the Lamfalussy process would be quite a mystery. will be driven, frankly, by domestic political realities.

I think that gives you a flavour of some of the debate
that is taking place. I was not at Hampton CourtQ28 Lord Inglewood: That perhaps was the reason
myself so I did not participate in the debate that thefor my question.
leaders participated in recently, but I am sure that isMr Lewis: Yes, but I think the Committee and other
a pretty accurate reflection of the kind of discussionselect committees in the House may want to give that
and debate that is raging at the moment and it is verysome further consideration.
transparent and open.

Q29 Lord Kerr of Kinlochard: Minister, you gave a Q30 Chairman: So it was a great debate but nothing
fascinating account, thank you very much, of the actually came out of it; is that right?
informal ECOFIN on your home territory. I Mr Lewis: What came out of the debate?
understand that you might be able to tell us a little
about how the debate about social justice and

Q31 Chairman: At Hampton Court?globalisation models was advanced at Hampton
Mr Lewis: There were some things that came out ofCourt last week. If you were willing to do that I think
the summit. Work on a common energy policy waswe would be fascinated.
one tangible proposal; university reform because weMr Lewis: I think the debate continued. I am not sure
know that the knowledge economy is absolutelyI am in a position to give you a great deal of detail. I
crucial in the modern world to respond to thethink what we need to do is first of all not get into a
challenges that I have referred to; better co-polarised—and I think this reflects the nature of the
ordination on migration; more co-ordinated actiondebate—situation where we say there is an Anglo-
on illegal immigration; as well as a better recognitionSaxon model and there is another model and that is
of the benefits of lawful immigration; also thethe starting point. Secondly, we should not get
importance of promoting and pursuing Lisbon inourselves into a position where we appear to be
terms of R&D and innovation; and alsohectoring and lecturing to others that our model is
demographics and work-life balance. Those are thethe only model. I think that is important. Thirdly we
themes that emerged. I think the question washave got to be clear about the interconnection in a
specifically about the social models. Those were somemodern world between economic dynamism and
of the tangible issues that came out of Hamptonsocial justice. If we ever return to the days where
Court.somehow we seek to choose between the two, then it

will fail because the consequences of globalisation as
Q32 Lord Kerr of Kinlochard: If I may, Chairman,much as anything else mean that you cannot. It
these sound like the six points in the Prime Minister’swould be irresponsible to detach the pursuit of
speech in Strasbourg before the Hampton Courteconomic growth from the ability to develop a fairer
meeting. Do we take it that the Hampton Courtand more socially just society. Within that envelope
meeting endorsed what the Prime Minister said inthere are very diVerent views because we believe in
Strasbourg?opening up markets, we believe in an active state but
Mr Lewis: I think that the Hampton Court meeting,not an over-interventionist state. As you know, in
as I understand it, accepted that much of what themany industries we believe that the subsidies that still
Prime Minister said in that speech was anexist are actually unhelpful and, ultimately, are not
appropriate agenda. Whether we agree on theleading to both the growth we want and the socially
solutions, of course, is a diVerent matter but it was anjust societies that we would like to see created. There
appropriate agenda in terms of the challenges thatare inevitable inherent tensions in the context of the
the European Union has to face up to, yes. I thinkdebate about social models. However, I think there is
that is a good place to start, if you can agree on thea growing realisation within the European Union
agenda.that we can no longer, ostrich-like, bury our heads in

the sand about the challenges that we face. The
challenges that we face are very clear. The question is Q33 Lord Jones: The Minister specifically used in his

opening statement the phrase “relationship with thewhether there is the political courage and leadership
which puts us in a position where we are able to face United States of America”. Is that relationship

continuing to be good? Does the aerospace industryup to those challenges. I think the other thing that is
worth saying is that much of this is about the nature in any way feature in relations between Europe and

the United States?of the European Union but also a lot of it is about
domestic policy. In the end, the most significant, the Mr Lewis: It is good to know that Lord Jones has not

changed since I knew him in the other place in termsmost powerful contribution to whether the EU will
be in a fit state to face up to the challenges of of what his passions and interests are. The question

is, first of all, is the relationship good? Well, I thinkglobalisation will be about the domestic policies that
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Mr Lewis: The answer is yes, if we are going tothe relationship between the European Union and
the United States of America is good but it could be achieve in December the agreement that we want to

achieve in our Presidency, those are two of the mosta whole lot better. It is about the institution really at a
Commission level and at a Council of Ministers level crucial issues that we are going to have to resolve in

terms of the budget for the next seven years. Ourseeing the relationship with America as being
incredibly important and perhaps more important position, as you have said Lord Jordan, is that we

believe Structural Funds should be focused on thethan it has been in the past. I would say it is a good
relationship but we think it should be an even better poorest areas. We do have some support from other

Member States. I think The Netherlands and Swedenrelationship and we think it should be integral to the
way that the institution sees its priorities. In terms of are fully on our side; Denmark, France, Germany

and the new Member States are nearer to ourthe aerospace industry, well of course that would be
one of the very, very important economic trading position than not; and of course there are others who

I suppose are wanting to preserve the status quo moreissues that Europe and the United States of America
would need to talk about in terms of common than that. So we have not won fully the argument yet

but we are determined to remain focused on ourinterest. So, yes, in that dialogue I am sure that the
aerospace industry is one of the issues that is covered. belief that the whole purpose of having Structural

Funds in the first place is that you are in a position toThere is a regular dialogue, there are on-going
discussions but, as I say, I think we as a Presidency focus those on the poorest areas. We had said that we

would use the summer to have bilateral discussions towould like this to become a much more significant
part of the way that the European Union sees its role listen to the other Member States to put us in a

position when we get to December where we knowin the relationship with the US and the relationship,
as I have said, with China and India as well. roughly the kind of conclusions that may allow us to

reach some kind of settlement. We have been
listening not just on CAP reform but we have alsoQ34 Chairman: So you do not want a row about
been listening on Structural Funds as well. Yes, it willaerospace at this point in time?
not be easy but we remain optimistic and we areMr Lewis: We could do without it.
confident both on CAP and on the Structural and
Cohesion Funds that, in the context of a broader dealQ35 Lord Jones: But shall we have one?
in terms of the seven-year Financial Perspective, weMr Lewis: We may.
can reach the necessary agreement. You are right also
to make the linkages between all of this and the Doha

Q36 Lord Jones: And you are ready as a Treasury trade round because some of these issues are going to
and a Government? be relevant in terms of Doha. For example, on what
Mr Lewis: I think we are always ready to recognise may appear a relatively minor issue, which is the
where our interests lie and stand up for those funding available for sugar reform, the developing
interests. So there are occasions when we have to world are looking very closely at what the EU does
have rows even with our closest allies and it is on sugar as an indication of if we cannot deliver
appropriate to do so, but let’s hope we can avoid a something on sugar it does not look very good that
row. we are going to be able to deliver what is needed and

more radically on trade more generally. So, yes, we
Q37 Lord Jordan: Could I ask about two areas of are optimistic and we are positive but, as everybody
reform which I believe could have a tremendous on this Committee is aware, it is not the easiest of
impact (i) on the development of the European processes. In terms of the British position and the
Union and (ii) on world trade. The first is the Doha round, we are determined that we are going to
Structural Funds. We have taken a view that the bulk be ambitious and we are going to be maximalist. We
if not all of the Structural Funds should now find are not prepared to go into those discussions on a
their way towards the poorer members, the newer minimalist basis. With the Make Poverty History
members of the European Union, and I am asking is campaign the world expects us in this area to, for
there a feeling during the UK Presidency that any once, deliver. We know there have been repeated
significant steps towards that would be taken? The failures in recent years in terms of trade negotiations
second question is about CAP reform, which, if particularly, so we feel we have an economic and
achieved, might prove a tremendous impetus to the moral and social responsibility to deliver at Doha.
World Trade Organization negotiations and at the You are right, the issues we are debating in the
moment the areas of reform that have been suggested context of the EU are relevant to that as well.
on CAP are certainly not, in my view, going to prove
a catalyst for breaking open our opportunities in

Q38 Lord Kerr of Kinlochard: My question is aboutHong Kong. Is there a feeling that we are really going
the new Member States from Eastern Europe. We into try to make a major shift on either of these two

items? this Committee, as you know, Minister, feel strongly
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Q40 Chairman: Well, the future financing is oneabout the need to reorientate the Structural Funds to
budget issue.deal with our partners in Eastern Europe. We also
Mr Lewis: What they have said is that they obviouslynoted that the Visigrád group in their statement at
would like there to be settlement to the Financialthe end of August made clear that they were not
Perspective debate. That is what their public positionquarrelling with the Commission’s cap on the
is. They have also continued to say that on issues suchamounts that they can receive in total as a proportion
as CAP they do not necessarily share our view as toof their GDP. As you conduct the bilateral
best way forward. That may come as a majordiscussions that you describe, I wonder whether you
revelation to the Committee! In France, of courseare hearing that they feel N!2 is okay, the 4 per cent
let’s be realistic, there are domestic political realitiescap is okay, but they would not willingly settle for less
taking place, ie, who is going to be the next Presidentthan was on oVer to them at the Luxembourg
of the Republic. We know the politicians who quiteEuropean Council? If you were hearing that, what
fancy their chances in that context and thereforewould your reaction to that be? Is that a tactical
there are sometimes diVerent statements coming outadvantage to you, as you describe looking for the
of diVerent parts of the French Government onpossibilities of a deal in December? How are you
diVerent occasions. It may shock you to hear thatgoing to shore up the broad support of the Eastern
that goes on in any government. That is the reality. IEuropean Member States unless you are ready to
do not think I have anything to share with you aboutconcede that you are not going to try to impose on
what the French government position is that is anythem a tougher deal than the one that was on oVer in
diVerent in terms of what you know in terms ofLuxembourg?
previously made public statements.Mr Lewis: I think that, Lord Kerr, you perhaps more
Mr Austin: My Lord Chairman, if I may, I would justthan anybody would understand that giving away
like to go back to Lord Kerr’s question. In thetoday our ultimate negotiating position in December
consultations with all of the Member States, withoutis not something that I am going to do nor am I in a
wishing to sound facetious, we said, “What are yourposition to do, but the general point you make is a
views on the composition and size of the budget andvery important one. We recognise that there is a
your views on the way the budget is financed and onpolitical issue about the future of the European
the review clause?” Every Member State said,Union, as we have seen in recent times particularly,
eVectively, either, “We would like to have everythingand that is the connection between the people of
that was on the table for us in June plus we need someEurope and the institutions. In the context of the new
more because we could not agree in June”, or, “We

Member States, seeing tangible benefits from being need some more because we have now thought about
members of the European Union is absolutely crucial this a little bit more,” and the Eastern European
and if over a period of time it is not clear to the Member States and the Visigrád four countries were
populations in those countries what the direct no diVerent from that. The overall messages that
benefits of membership are, then we are going to have have come out of the consultation, which will be
political diYculties as a consequence of it. Of course, taken forward by the Government in discussions
we have to understand and respond positively to their later this month starting with the General AVairs
concerns. You are right, they have been very, very Council next week, were a very strong appetite to
clear about what they want and what is acceptable to have a conclusion in December, an understanding
them, they have been very reasonable, arguably, that for the package to work for 25 it would need to
about their negotiating position, but can I give a cast- be diVerent to the one in June, but with various
iron guarantee today that come December in the specific concerns about where those changes would
context of the final agreement that is hopefully and would not occur, and a readiness (but a cautious
reached in our Presidency that it will be exactly as readiness) to discuss an overall fundamental review
they say they want it? Of course I cannot, is the frank of the budget after the Financial Perspective was
answer to that. agreed.

Q41 Chairman: Can you just explain what you mean
Q39 Chairman: I know you cannot reveal your by that? It is very interesting.
negotiating tactics and I know that you are doing Mr Austin: Yes the Prime Minister in June and in his
your best to reach a settlement, but can you tell the speech in July suggested that the EU budget needed
Committee what response you have had from the to be modernised to look at future challenges and
French government, for example? Obviously the President Barroso’s paper for the Hampton Court
French government’s position is going to be summit was to contribute to that debate. What we
extremely important to the Financial Perspective. have detected in consultations at oYcial level
Mr Lewis: The French government in the context of amongst Member States is a very strong readiness to

have that discussion, but it is cautious about eitherfuture financing or generally?
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you could be a little more specific about how thatexactly when and how the review will be undertaken
and exactly when the conclusions would start to be might work?
implemented. That is where the French position, as Mr Lewis: I think that we need to, wherever possible,
the Minister has just said, is one of wanting to ensure that we are looking at opening up the market.
reinforce their strong attachment to the 2002 If you speak to senior players in the financial services
agreement on the CAP. All of those things reinforce sector they would argue that that is the great priority
what we knew at the start of our Presidency that it on an international level, not just in the context of the
would be a diYcult task. I think the Prime Minister EU or this country, but that creating a situation
has used the phrase “challenging task” to construct a where we do have a genuinely open market is
package that would be balanced for everybody. It ultimately far more in the interests of the financial
would need to include some changes on the services market and in the interests, of course, of the
expenditure side and some changes on the resources consumer than the piling on of ever more regulation.
side and some clarification about the review process, That would be a commonly held view.
and we are starting the political level discussion next
week to prepare for the December Council.

Q44 Lord Maclennan of Rogart: Is there really an
Q42 Lord Inglewood: Arising from what you said opposition between liberalisation and seeking to
about the possible review of the future financing and ensure that the benefits of liberalisation are
budget, is this envisaged as being something that will obtainable by the direction that is given by
occur during the next Financial Perspective and regulation? I do not quite understand your thesis that
which might then curtail it or is it something that liberalisation itself will achieve social and economic
would take place with a view to coming into eVect growth if it is not within a framework of law, whether
possibly at the end of the forthcoming Financial it is called competition or whether it is called
Perspective. regulation?
Mr Austin: It is something we have yet to debate in Mr Lewis: I think, Lord Maclennan, there is already
Council. President Barroso has suggested that the plenty of law. I am not talking about massive
Commission produce a White Paper in 2009 looking deregulation leaving the consumer exposed to fraud,
at the overall budget. The General AVairs Council mis-selling, exploitation and abuse, which of course
has had its first discussion of that idea and has happened in the not too distant future—
elaboration from Barroso as to what he had in mind.
The UK’s position is the one that the Prime Minister
set out in July. We believe there should be this

Q45 Chairman: I think you mean past.fundamental assessment during the course of the next
Financial Perspective, with changes starting to take Mr Lewis: Maybe it was a prediction as well! I think
place as soon as possible but not everything to it is an appropriate balance and the question is are we
happen overnight. That is the broad political message achieving that appropriate balance in terms of
that the Prime Minister delivered in July. We are legitimately protecting the consumer without, by the
about to get to the stage where the Council will way, eliminating risk because there are occasions
discuss what this might mean in practice. when people make choices and judgments where
Mr Lewis: Some people will use a fundamental review there is risk and our job is not to eliminate it; it is to
to drag it out forever so the fundamental review will minimise it. It is getting that balance right between,
go on for the next seven years and then from the as I say, protecting consumers legitimately but not
beginning of the next Financial Perspective they will regulating the industry out of existence so that it
say, “How can you have a budget structured cannot be as dynamic as it ought to be. The financial
diVerently?” Other people realistically will say, services sector makes a massive contribution to our
“Okay, of course we have to have an element of economic success in this country and makes a
fundamental review”, but part of agreeing to any significant contribution globally. There is just a fear
fundamental review is rapid progress on change, not that if the EU does not stop and reflect on the way it
waiting seven years. So the debate inevitably is people is regulating in that area, and indeed many other
attaching themselves to diVerent proposals. areas, that balance will be the wrong balance and we

will end up not protecting consumers very eVectively
whilst at the same time stifling the industry’s abilityQ43 Lord Maclennan of Rogart: Minister, in answer
to be dynamic. We do not want to do that. As I saidto the question of priorities as the Government sees it
in my opening remarks, one of the things I am veryfor EU financial services legislation over the next five
optimistic about is that the new Commissioner in thisyears, you dropped a number of general
area and the new Commission per se have a farconsiderations into the pool and one of them was
more enlightened attitude to regulation than theiryour view that more use should be made of

competition policy and less of regulation. I wonder if predecessor.
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and Strasbourg seem to think the more money youQ46 Lord Blackwell: Can I take the Minister back to
what he said in his opening comments about global spend on it through programmes and initiatives that
competitiveness and that agenda and its relationship somehow this will make a reality of Lisbon. I am
to the Lisbon Agenda. I think many of us have been quite sceptical about that really. My position is yes,
very encouraged by comments which both the Prime let’s spend a decent amount on it and let’s increase it
Minister and the Chancellor have made about the but let’s not delude ourselves that by spending ever
importance of the EU facing up to global larger amounts of money on programmes and
competitiveness but, equally, there have been initiatives under the EU banner that we make a
concerns about whether the Lisbon Agenda is reality of the vision. Have we moved on from Lisbon?
proving eVective in driving change, whether it puts Absolutely not. I would argue the stuV that the Prime
enough emphasis on what needs doing to improve Minister and Chancellor have been speaking about
flexibility at a local level, and whether perhaps it has from day one of our Presidency has been very much
ended up being an escape route for people to focus on building on the Lisbon foundations. Of course, I
funding and programmes at an EU level. So I would think we can be quite proud of the fact that Lisbon
be interested to understand, in the light of the was very much as a result of the UK persuading at the
discussion that has been had during the Presidency so time the EU that these were the issues that we needed
far, whether on the one hand the Government has to face up to. I would argue that we have used our
decided that it needs to, as it were, move on from Presidency to try and regain and build on the
Lisbon and create a fresh post-Lisbon way of getting momentum that we had hoped Lisbon had
impetus on competitiveness, or, alternatively, if it still established, but I guess we are not that satisfied with
sees revitalising the Lisbon Agenda as a main tool? Is the pace of change post-Lisbon.
there a minister responsible for Lisbon within the
Government and do we have a national action plan

Q47 Lord Blackwell: Is the implication then that anon Lisbon and what is the Government’s view about
objective of the Presidency would be to end up beforewhat should be done at EU level rather than national
we hand over with some clearer set of commitmentslevel within Lisbon?
or clearer set of actions by Member States toMr Lewis: I am not sure there is a Minister
revitalise the Lisbon Agenda? Is that what we areresponsible for Lisbon, in fact I am sure there is not,
aiming for?but I would argue that most ministers in most
Mr Lewis: I think we would hope so. It is very diYcultdepartments should be considering the implications

of Lisbon in terms of the development of domestic for us to start determining other Member States’
policy. I think this Government’s whole approach to actions. In fact, it is almost impossible. Of course we
domestic policy in terms of the link between would hope that there would be a signing up to the
economic dynamism and social justice, the creation importance of the Lisbon principles and the
of a stable macroeconomic framework, the importance of what we have stressed in our
investment in skills, in technology, in capital, in long Presidency about being willing to face up to the
termism, all of that, is about saying this Government challenge of globalisation. We would hope for that at
is preparing this country to face over the next 10 or the end of our Presidency, along with a modernised,
15 years the challenges of globalisation, and that is reformed budget because we see the two being
central to the way the Chancellor looks at every related, you see and we do not think people’s mind-
economic decision that he makes. I do not think we set will have changed in terms of making a reality of
need a Minister for Lisbon. I think we need a Lisbon if they hold on to the status quo in terms of
Government that understands the global challenges the budget. That is one of the reasons the Prime
facing this country. I believe we have such a Minister and the Chancellor have made the budget
Government. In response to the point you make and the Financial Perspective so central to our
about the EU, what you hint at is a very, very position on these issues. It is not just a tactic or stand-
important point. There are some people who believe alone issue. We believe it is absolutely central to
that the way you pursue and promote the Lisbon whether the mind-set has changed and are we really
Agenda is by spending ever more amounts of money serious as an institution of the EU in terms of facing
through the European budget. That is not actually up to the realities of the modern world?
how you will successfully begin to change and
restructure, so that we make a reality of what Lisbon

Q48 Lord Cobbold: On the assumption that not all ofwas all about. A lot of it will happen at Member State
our initiatives will be achieved by the end of ourlevel or will not happen at all. It is true that, for
Presidency, do we have a special relationship withexample, in the context of the 2006 budget I am keen
Austria and do we know whether they support ourto make sure we do have a decent EU research and
views and will continue the good work and progressinnovation budget. Of course that is very, very

important but some of the people I talk to in Brussels we hope has been put in place?
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Mr Lewis: Is that a rhetorical question, Chairman?Mr Lewis: Presidents always have a good relationship
with their potential successors. That is the nature of
these things diplomatically, as I have come to learn.

Q55 Chairman: No, it was question to you.So, yes, we do have a good relationship, but of course
Mr Lewis: There may be.I do not want to say today we expect that these issues

will be resolved by the Austrian Presidency because I
hope and expect they will be resolved by our

Q56 Lord Kerr of Kinlochard: I have got two LisbonPresidency.
questions, although one of them is Financial
Perspectives related. Firstly, I have a dim memory,

Q49 Chairman: To put it another way so we do not which may well be wrong, that there is a Council
predict what is going to happen, will the Austrian commitment that the Member States shall nominate
Presidency continue on the path set out by the British Lisbon ministers to co-ordinate national eVorts. The
Presidency? Minister was quite clear that there was no such
Mr Lewis: Let me put it another way, if I may, animal in London. If I am wrong I apologise, but
Chairman. perhaps if there has been some sort of commitment,

the Minister could write to us about that. My second
question is much more important on research. TheQ50 Chairman: So you put it a third way.
Prime Minister said in Strasbourg “we need to makeMr Lewis: The third way—so we are back to where
sure that more of the EU budget is spent on thesewe join up or we are probably on to a fourth way by
areas—meaning research and information. Thenow actually—is the reality is that the EU will never
Minister said he is “keen to make sure there is aever be able to move forward and begin to tackle
decent EU research programme”. I quote him and Isome of the issues about its relationship with the
agree with him. The Commission propose quite apeoples of Europe. I spoke about this a lot the last
large increase in spending on R&D in the period oftime I appeared before this Committee. It will never
the next Financial Perspective. Can the Minister tellever be able to move on to face up to those issues
us how big that increase is proportionate to thepolitically until it resolves the budgetary issues.
present Financial Perspective and whether heTherefore, if it is not resolved during the British
believes that is suYcient, too much or too little and ifPresidency the Austrians would absolutely have to.
too much or too little, what he thinks the rightLuxembourg sought to resolve it. I hope so because
number would be.otherwise there would be no deal. Will they seek to
Mr Lewis: In answer to the first question, of course Iresolve it in the way we sought to resolve it? I guess if
will write to the Committee. We do have a Ministerwe do not achieve a deal we will have to look at
for Europe in this country and he has given evidenceapproaching it slightly diVerently. I cannot predict
before this Committee relatively recently—Douglasthe future. I can do lots of things but I cannot totally
Alexander—so I do not know whether there was apredict the future. In my view, the Austrians would
commitment in every nation state to have a Ministerhave to make that a number one priority.
for Lisbon but I think we have pretty much fulfilled
our commitment in terms of the role that Douglas has

Q51 Lord Inglewood: Can I ask on a diVerent angle, in the Government. However, I will certainly write to
do you sense that a majority of the other Member the Committee on that. In terms of the question on
States want a deal on this? R&D, the Commission propose a budget for the next
Mr Lewis: Yes. The majority? Financial Perspective of ƒ68 billion, which is £47

billion, based on 2004 prices. It is double the budget
in real terms over R&D spending for the currentQ52 Lord Inglewood: Yes.
Financial Perspective, equivalent to a 15 per centMr Lewis: The vast majority.
increase per year from 2006 to 2013, with spending in
2013 being 2.7 times higher than spending in 2006. It

Q53 Lord Inglewood: In other words, what you are sounds to me as though that is taking the Lisbon
saying is you assess that the problem is probably a Agenda extremely seriously, which we would
relatively small number of other Member States? welcome obviously. Can I say that when it comes to
Mr Lewis: That is my assessment. Let’s be clear about that final table in December( which I will not be sat
the question you asked. You said “want a deal”, that around of course) that will remain exactly as it is? Of
was the question, so my answer is in direct response

course I cannot because it will be in the mix in termsto that question.
of all the other balancing acts and judgments that
have to be made. One of the reasons that we are so
keen to not have so much money tied up in the CAPQ54 Chairman: Do you think there are any countries

that do not want a deal under the British Presidency? is so that we can spend money on issues such as this.
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that the accumulative eVect of regulation ends upQ57 Chairman: I think we support you on that one.
Mr Lewis: Just on that one? both stifling business and sometimes not really very

eVectively protecting the consumer. It is almost a
double whammy; it is not achieving the objectives itQ58 Chairman: On other matters too. One thing that
claims it wants to set out for itself and it is stiflingin fact, as I understand it, every government signed
entrepreneurialism, it is stifling dynamism and it isup to at Lisbon was not only for having ministers but
getting in the way of businesses succeeding. I believefor having action plans on Lisbon. Have they done
therefore that that recognition is now there, and therethat?
is an acceptance of that. For example, in financialMr Lewis: I do not know. I can write to the Chairman
services there is an agreement that we need toon whether they have done and which countries have
consolidate, not pile on more and more regulation,and have not. I can send the information if that
but the test will come in terms of businesses feelingwould be helpful.
that things are changing. There is always a time lagChairman: It would be useful. It will be a sort of
between policy makers deciding they want to doscore card.
things diVerently and the people on the receiving end
of that policy experiencing the diVerence. That isQ59 Lord Steinberg: In your opening remarks you
inevitable. I would hope, as I say, that in timetalked about the burden on business and there is no
businesses will begin to feel that the balance in termsdoubt that there is a move afoot within Britain in
of better regulation becomes more of a reality andrelation to the burdens, particularly those coming
they experience it on a day-to-day basis in theirfrom Europe, which business entrepreneurs are
business dealings and business transactions. That isfinding considerable diYculty in coping with. There
what we are aiming to do. The same is of coursehas been what I would describe as a move to other
running through the Government’s view ofcountries which have more friendly business
regulation in terms of domestic policy. We also areregulation operations, particularly the United States
trying to improve the way that we regulate. We haveas the one to which I will be specifically referring.
a Cabinet Minister who is largely devoting his time toYou talked about better regulation; what plans have
developing better regulation. I believe that we areyou got to persuade the EU that the burden on
genuinely responding seriously to the businessbusiness in Britain is becoming more burdensome
community’s concerns in this area, but the test willnow?
come as to whether businesses feel it is getting better,Mr Lewis: First of all, I would dispute the first part of
providing the judgment they make is aboutyour question which is that essentially businesses are
unrealistic and unreasonable red tape, not forsignificantly moving out of this country and moving
example the minimum wage which I am afraid is notelsewhere.
red tape but is entirely appropriate.
Lord Steinberg: I am grateful to the Minister for his

Q60 Lord Steinberg: I did not use the word reply in this setting.
“significantly”.
Mr Lewis: Okay, I would say the stable economic

Q61 Chairman: Thank you very much. One lastframework we have created has attracted more
question which you could write to us about. Ibusiness and generated more growth than in most
understand that President Barroso has proposed aother countries that we have tended to compare
7.2 billion globalisation fund to deal with the eVectsourselves with in recent years. If you look at most of
of structural reform. What is the Government’sthe surveys that are done, Britain is still regarded as
attitude to this?one of the best places, if not the best place, to do
Mr Lewis: I think in principle what the Primebusiness in. I make a pretty robust defence of the
Minister has said is we welcome it but it must not beoverall economic framework that we have created. In
about the old-style subsidising failing industries. Itfact, in discussion I had with leading business people
must be about enabling and empowering both peopleprior to the 1997 elections when asked, “What is the
and industry to face up to the realities ofmost important thing any government can do for
globalisation so that globalisation does not become,you?” they said, “Create stability, stability and
as it sometimes does, become a negative, but we beginstability again,” and I think we have done that. In
to turn it into a positive because that is crucial as wellresponse to the specific issues about regulation, I
in terms of the relationship between the EU as anthink that what I tried to say, Lord Steinberg, in my
institution and the people of Europe. If theopening remarks is that there is definitely a sea
President’s initiative is about saying we have tochange in attitude both in the Commission generally,
recognise we have a real political problem hereand in terms of my particular interest of financial
because although we talk about globalisation beingservices, with Commission McCreevy, a member of
an opportunity not a threat, the reality is that for farthe Commission and formerly the Irish Finance

Minister, who understands that there is a real danger too many people in the short term it can be a threat,
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expenditure on tsunami relief. We of course entirelyso how do we turn that into something more positive?
agree that there should be expenditure on tsunamiHow do we give people, for example, more skills? I
relief but we were questioning the use of theused to be the Skills Minister. I always used to say the
Flexibility Instrument. We are very pleased that theconcept of a job for life is dead but the principle of
Minister managed to deal with that problem on theemployability for life should replace that notion of a
PDB and reduce it. We saw in his letter that hejob for life. If the fund is going to help us create that
predicts that the Parliament will revert to the point inkind of environment, I think that is one that we will
the conciliation procedure. In my view, Chairman,welcome. We welcome it initially but we want to see
and I hope the Committee’s view, it is really veryhow it is going to be spent and we want to be
important that this is one of the points on which theabsolutely certain that it is not going to be spent on
Council does not give ground, that one goes into thepropping up failing industries that are not succeeding
year with the full flexibility of the Flexibilityin the market.
Instrument rather than having it salami-sliced andChairman: Thank very much, Minister.
used in advance. I make that as a comment in
thanking the Minister for his description of the

Q62 Lord Kerr of Kinlochard: Could I make one position so far.
more point. We have not reacted at all to the Mr Lewis: Can I thank Lord Kerr for that
Minister’s impressive account of the Budgetary reassurance and also say that that is absolutely the
Council and the draft budget, and his prediction of right point on flexibilities, as I have learned myself in
diYcult encounters with the Parliament over recent months. He says it almost never ends in tears.
conciliation on the budget for next year, 2006. Could I suppose what you always worry about is that this
I encourage you? These encounters are always will be the first time, but based on the relationships
diYcult, and they almost always end in success. They and the work that we have done, as again Lord Kerr
do not involve any sleep for those involved, but I am will know better than most people, relationships do
confident that all will be well. I think the Committee matter, in the context of these discussions, with the
was grateful for the letter that the Minister wrote rapporteur and the chairman of the Budgetary
after the July PDB discussion describing how the Committee and others senior members of the
issue went to bed for the summer. One small point we Parliament’s Budgetary Committee, I am optimistic
were concerned about was the use of the Flexibility that we will reach an agreement on 2006.
Instrument, where in the PDB there was an attempt Chairman: Thank you very much indeed and the best

of luck.to use the Flexibility Instrument for large

Memorandum by the Confederation of British Industry (CBI)

1. The CBI is the national body which represents the views of the UK-based business community to the
Government and to other authorities in the UK, Europe and elsewhere. It is the UK’s leading business
organisation, speaking for some 240,000 businesses that together employ around a third of the private sector
workforce. The CBI is an independent, non-party political organisation funded entirely by its members in
industry and commerce.

2. We welcome the opportunity to contribute to the Committee’s research into the Lisbon Agenda, and would
like to acknowledge the inquiry as being both timely and a valuable means by which to allow Parliamentarians
and business to discuss this vital EU programme.

3. The CBI naturally favours policy processes aimed at improving competitiveness:

— At the most fundamental level, striving to improve competitiveness is not a “zero sum game”. If all
countries pursued policies aimed at improving competitiveness, then it should be possible for all to
be better oV, as these policies should encourage stronger productivity growth, higher levels of
employment and greater consumer choice at the global level.

— Nevertheless, in the short-to-medium term there is a sense in which economies are in competition
with one another, to win a higher share of a given amount of market sales, and of a given amount
of internationally mobile capital and human resources. It is vital for the living standards of UK
residents that the UK can continue to attract at least its “fair share” in each case.

— It is also important for the UK that other EU states attain a high level of competitiveness. Exports
of goods and services to the EU account for just over a half of UK exports of goods and services by
value, and so for approximately 13 per cent of GDP. The UK would clearly benefit if activity and
employment levels, and therefore demand, were higher in other EU countries than is currently the
case.



3212538001 Page Type [E] 09-03-06 13:13:37 Pag Table: LOENEW PPSysB Unit: PAG2

26 a european strategy for jobs and growth: evidence

1 November 2005

4. The CBI therefore welcomed the announcement of the Lisbon process in 2000, although we have always
had two reservations. The plan always looked far too ambitious in its commitments, and some aspects of the
EU’s ongoing “social agenda”, ie proposed policies that would add to employer costs and/or reduce employer
flexibility,1 have always appeared to be completely at odds with the goals of improved competitiveness and
fuller employment. But even judged against our more modest expectations, progress has been extremely
disappointing. Crucially, at 8 per cent of the workforce, unemployment in the EU-15 remains unacceptably
high and has edged down only modestly from the 9.4 per cent prevailing in spring 1999.

5. Turning to the UK, the CBI has drawn attention on a regular basis to our concerns about the direction of
some tax and regulatory policies, where they have appeared to directly contradict the Lisbon competitiveness
and employment goals. Nevertheless, it is still fair to say that the UK’s employment performance has been
and remains good, certainly by the standards of the other large EU members. By those standards, the UK
Government’s continued commitment to flexible labour markets is to be welcomed. The CBI is also pleased
with the Government’s stated commitment to policies supporting science, innovation and technology, which
are also an important part of the Lisbon process.

6. Looking ahead, Lisbon-type policy developments elsewhere in the EU will be very important for UK-based
businesses, since it is elsewhere in the EU that the greatest scope for policy reform, and for employment
growth, exists. If employment in our major EU markets could be pushed closer to its full potential, the knock-
on eVect for UK exports could be significant. We therefore hope that the UK Government will continue to
urge reform on those countries. However, the UK would of course only get the maximum benefit from this if
our own competitiveness holds up. It is therefore vital that new business tax burdens are avoided here, and
that the promised “Better Regulation” agenda is pursued with rigour.

7. Finally, consideration must be given to small and medium sized enterprises (SMEs). In the EU, nine out
of every 10 companies are SMEs, providing almost two out of every three jobs. The same is true in the UK,
where they also contribute to around 50 per cent of turnover, but at the same time 70 per cent of them are sole-
traders, with no employees, primarily because of the regulatory barriers that make it costly to take on a first
employee. It is crucial that EU policy-makers and Member States recognise that decisions taken at the EU
level have major consequences for European entrepreneurs and SMEs; they aVect the attractiveness of starting
a business, the way in which a business operates and even the way a business may cease its activities. These
decisions are not solely in the area of better regulation but also on issues like entrepreneurship, education,
easier access to finance and the tax environment.

Over-view Questions:

Is the refocus of the Lisbon Agenda on jobs and growth following the 2005 mid-term review useful?

The CBI strongly supports the refocusing of the strategy, as being both timely and necessary, reflecting
pressures on the EU consequent from the poor global performance of the EU per se, and of individual Member
States in particular.

What are the most appropriate mechanisms for achieving more jobs and growth in Europe?

The CBI would argue strongly for non-regulatory “voluntary mechanisms”, which encourage individuals to
increase and improve their skills, which develop and support entrepreneurs and facilitate increased research
and development opportunities. As we outline in this submission, the CBI supports the use of flexible
approaches, such as the use of guidelines and the “Open Method of Co-ordination” (OMC) are most
appropriate and likely to achieve success, although success is necessarily dependent on the policy responses
of the individual Member State.

It would also help if employment taxes and other non-wage labour in those Member States where they are
currently set at high levels could be reduced.
1 For example the proposed Directive on Temporary Agency Workers, and the Commission’s proposals for the revision of the Working

Time Directive.
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What are the different social models in Europe, and what is their contribution to improving growth and increasing
employment?

There are a variety of models operating across the EU. Sapir2 recently identified four broad groups, but even
under these headings there was significant variation between Member States. Each national model is based on
the social and economic settlements of the individual Member States; the ability of these models to respond
to the forces of change resulting from globalisation is markedly diVerent and their contribution to improving
growth and increasing employment is thus based on each Member States ability and commitment to address
the changes resulting from the challenges of the new global economy.

Sub-questions:

The relevance of the Lisbon objectives

Do the Lisbon objectives reflect the goals which Europe should aspire to achieve?

The original goals were premised on the Internet boom of the late 1980s and early 1990s; we feel that the
revised objectives do substantially meet the changed social and economic circumstances that the EU and its
individual Members now face.

Are Member States still looking for economic reform?

In general yes, although there is a still a wide divergence in the amount and depth of the commitment to reform.

Are Member States still looking for the same economic reform as they were in 2000?

No: the EU in 2000 was much smaller, and arguably still basking in the supposedly fixed benefits of the
Internet revolution. The newly enlarged EU has to cope with both an increase in the number of poor states
within its membership and the increase in competition in the global economy from India, China and other
emerging economies.

What is the attitude of the new Member States to the objectives?

In our experience the new Member States (and the current accession states) see the objectives as a continuation
of the accession process: translating preparation policies in to policies that will sustain and enhance their
economic and social advantage on the global stage.

The 2010 target date

Does the 2010 date have any significance?

Only in so much as it is a marker, and thus conveys a sense that the goals have some importance: today, most
EU Member States (especially the transition economies of central and eastern Europe) recognise the need for
constant and continuous improvement in their performance against the challenges of global competition.

Are the objectives likely to be achieved by 2010?

Hard to say: this will very much depend on both EU level actions, such as Commissioner Verheughen’s better
regulation programme, agreement on Future Financing (and the Framework Programme 7) and the
commitment and speed of economic reform in the major economies of the EU, most especially in France and
Germany.
2 Spair, A “Globalisation and the Reform of the European Social Models”, 2005.
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What can be done to achieve the Lisbon objectives?

A commitment to restrain the EU from over-regulating key industries and to promoting initiatives that will
encourage individuals to increase their skills, promote increased investment in research and development and
encourage individual Member States to seriously tackle endemic—issues of sclerosis in their individual
economies, for example, pension and social security reforms.

National or European level policy

Should the Lisbon Agenda goals be a matter only for individual national governments?

The implementation of specific policies to achieve the Lisbon goals should be a national government
competence: the Commission has a role to monitor and inform Member States of both individual state and
EU progress. The Commission may have a role in developing new strategies to meet the challenges identified
by Lisbon, but only with the involvement and agreement of the Member States.

Which specific activities can only be undertaken at EU level; and which particular activities should Member States
take on?

Analysis of the key challenges that Europe faces reveals that the key areas for action are mostly national-level
responsibilities. The CBI believes that these are:

— improving levels of economic growth;

— boosting employment rates;

— reforming the welfare state to raise incentives to work;

— increasing skills levels, especially through lifelong learning, as a tool to deal with demographic
change; and

— completing the internal market, to further boost intra-EU trade.

The unifying factor behind these concerns, the single market excepted, is that they require specific and
appropriate action at the Member State level. In some areas, such as skills, policy determination is—and
should be—almost entirely at the national level. DiVerent Member States will have diVerent priorities in
addressing these issues, for instance UK authorities have had to concentrate their eVorts on resolving the UK’s
skills deficiencies in recent years.

For a national Government-led approach to work, however, the recommendations of the second report of the
Kok High Level Group on the need to build ownership of the Lisbon goals at Member State level must be
taken into account. While broad common goals, such as the Integrated Guidelines for Growth and Jobs, are
valuable, they must be implemented by national Governments in line with custom and practice in their labour
market and educational systems. We would welcome a greater role for the UK Parliament in this process and
made a detailed response to the recent select committee inquiry into scrutiny of European matters in the House
of Commons. This pointed to both the late involvement of the UK Parliament in European issues and the lack
of scrutiny that Ministers face in their European work. The CBI would support the Kok Group’s call for
increased “ownership” of the Lisbon agenda at national parliament level—our response to the Modernisation
of the House of Commons Select Committee reflected this.

What role should the Commission have in encouraging the goals of jobs and growth?

The role of the European Commission should be to promote high employment and growth, not create
burdensome regulation. The CBI believes that most of the specific policies in the key areas for action we have
identified lie within the responsibility of Member State governments. In the field of employment and social
policy, therefore, the Commission should move away from a legalistic approach to regulation. This damages
growth and competitiveness by enforcing one-size-fits-all policies, which perpetuate an insider-outsider model
of the labour market.

To date, a flow of unsuitable one-size-fits-all legislation from Brussels has damaged the competitiveness of
European business, and this cannot continue. The Kok Group’s call for better impact assessments on
European policies should be implemented. We would also emphasise that legislation is a blunt and ineVective
tool to tackle the complex challenges the EU faces. The approach of policy learning has to be taken forward.
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The CBI advocates a role for European action similar to the one already in place on the National Reform
Programmes for Lisbon, through which member states can learn from each other’s experiences. The key
responsibility for action lies with Member State governments, with guidance rather than legislation being the
main input from the EU level. The Commission should do everything possible to promote this type of co-
operation, and to encourage it—including through the Financial Perspectives. Where European action is
appropriate, however, is around completing the Internal Market. In this environment the Commission must
act decisively to remove barriers to growth.

EU mechanisms

Are the BEPGs and the EGs, which have now been reformed into the Integrated Guidelines for Growth and Jobs
appropriate?

The CBI has supported the introduction of the Integrated Guidelines for Growth and Jobs. The use of a
flexible approach to employment and economic policy, with broad shared goals outlined in the guidelines, but
with specific policy approaches left to Member States, is the only approach that allows national governments
the freedom to tailor policy responses to their own unique labour market. In addition, it places a burden of
expectation on national governments, which befits their status as key actors in the strategy.

Are there other possible mechanisms which could drive forward Member State initiatives for achieving the goals of
growth and jobs?

The EU budget and the budgets of Member States are powerful tools. The CBI would like to see budgetary
reform that enables an appreciation of the need for progress on Lisbon. This means looking to extend funding
to innovation networks and clusters—including the commercialisation of research, establishing national skills
strategies that provide the right talent and skills, and sectoral strategies that avoid national champions or
trying to “pick winners” in favour of enabling companies to meet the challenges of new markets as they arise.

How can a Member States’ best practice in achieving growth and jobs be identified?

In terms of identifying good practice, authorities should avoid the trap of over-complicating the assessment
process. The Kok group identified the risk that Lisbon was “about everything and thus about nothing”. The
approach to benchmarking must be simple and focused on the key criteria of boosting jobs and growth.
Programmes must be targeted on supporting the needs of those businesses that are able to create and sustain
employment through growth. Success should be identified in terms of creating jobs through supporting
growing firms—this puts a premium on supply-side measures such as active labour market policies and
measures to improve skills in order that firms have access to the right sort of labour force. Best practice should
be defined as which programmes are most successful in matching up these active policies to the demands of
the labour market. In the UK, Employer Training Pilots are a good example of this kind of initiative.

Should this best practice be encouraged by legislation, competition through market forces or in some other way?

Market forces are the best way to encourage economic growth. By opening up European markets, innovative
companies will be able to have access to markets throughout the Union. As noted above, the size of the EU’s
internal market is among its greatest strengths, and action should be taken to exploit this. Given the
development of developed nations towards more service-based economies, the completion of the internal
market for services through the proposed directive is an essential part of this strategy. By contrast, legislation
tends to inhibit companies’ ability to exploit new markets and change by focussing on job protection rather
than employment protection. The move from a state that protects individual jobs to one which promotes
employability through skills and innovation is one that Member States will find diYcult, but must face up to.

How can the reform of EU state rules encourage progress towards the Lisbon objectives?

The eVective use of state aid is an essential underpinning of the EU’s drive for competitiveness. The
development of world-class companies should be competition-led not dependent on government hand-outs or
national attempts to pick winners. State aid, unless strictly controlled, can create and reinforce substantial
barriers to competition and trade. Subsidies encourage ineYciencies, by shielding firms from market forces.
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The Commission needs every encouragement to eliminate distortive state aid and recover illegal state aid
which harms the competitiveness of healthy companies.

The Commission can also further progress on the Lisbon Agenda by encouraging state aid to be targeted to
aiding R & D, innovation, training and the SME sector. The “State Aid Action Plan” sets out a number of
useful initiatives, but in the past similar eVorts at reform have been frustrated because of pressure from
Member States. The Commission having created the momentum for state aid reform now needs to see it
through.

Social and economic models

Which elements of the different social models in the EU are succeeding in the global economy?

The typical European labour market is often characterised as rigid and inflexible, whereas the UK has been
seen as possessing a dynamic and flexible labour market resulting in low unemployment. Closer examination,
however, reveals a more complex picture of great national variability, far removed from the simplistic slogan
“UK flexible, Europe inflexible”. Each country has its own strengths and weaknesses and there is no one “best
practice” way for all nations to achieve the Lisbon goals, as they all start from diVerent positions. The UK
has long had problems in ensuring an adequate supply of skilled workers, for example, whereas Germany has
had great success in this regard. Unlike the UK, however, Germany has suVered from restricted flexibility in
work patterns and rigidities associated with excessive levels of employment protection.

Because of problems with skill formation, firms in the UK have used other forms of flexibility to maintain
competitive advantage in the face of these problems—such as the use of flexible working patterns and
numerical flexibility. While the UK has focussed on its skills problem, other European countries have been
improving flexibility in these areas, where in the past they have had controls that constrained jobs and growth.
These processes are mapped out in the CBI’s 2004 report “UK labour market flexibility under threat”. The
key is that, through the approach adopted by Lisbon, the UK can learn from other Member States and show
other states what has worked in context in the UK. The interest in the JobcentrePlus approach in other
Member States is a good example of this.

To what extent do different aspects of the different social models act on a break on economic growth?

UK economist Stephen Nickell has found that policies to reduce unnecessary employment protection over the
period 1980 to 1999 were associated with higher employment in eight European countries, while in one country
higher unemployment was associated with greater employment protection.3 In the UK, lower unionisation
was also associated with higher employment. This supports the findings of Nickell’s 1997 paper4, where a
regression analysis was used to identify the following key factors as being associated with higher
unemployment:

— high unionisation with collectively bargained wages, except where there is a high level of
co-ordination between employers and unions (this is easier to achieve in smaller countries);

— high overall employment taxes or high minimum wages for young people;

— poor educational standards at the bottom end of the labour market; and

— generous unemployment benefits that are allowed to run indefinitely.

In looking at the role of social policy, national leaders must be reminded that action is required by Member
States to deliver labour market flexibility, as this is the means to promote employment, rather than just
preserve the positions of “insiders”.

Do any social models distort EU-wide growth?

The CBI accepts the analysis of the Kok High Level Group that EU-wide performance will be improved by
the progress on employment rates and economic growth of individual Member States. On this basis EU-wide
progress towards the Lisbon goals—improvements in UK skills, or the flexibility of employment in
Germany—will be beneficial for the EU as a whole, as opposed to detrimental to performance, as they are at
the moment.
3 Nickell, Stephen, Labour Market Institutions and Unemployment in OECD countries. CESifo DUCE Report 2/2003.
4 Nickell, Stephen, Unemployment and Labour Market Rigidities: Europe versus North America, Journal of Economic Perspectives, 1997.
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Does every country need to have the same social model for the targets on growth and jobs to be reached?

The CBI does not believe there is one “European Social Model”, nor that one is needed. Instead we should
build on the patchwork quilt of labour markets and social policies that exist in the various Member States.
Some Member States share certain characteristics and this leads to suggestions (sometimes made by the
European Commission) that Member States who do not have such characteristics are in some way inferior.
The CBI believes that it is vital to recognise and accept diversity in labour markets in Europe, and to build on
this diversity. There are, of course, minimum standards of social protection that must be observed by all and
the EU has now achieved this appropriate level of minimum protection. The Commission should now focus
on helping the new Member States deal with this body of legislation, the Acquis, rather than ratcheting up
standards.

The unique aspects of the labour markets of Member States mean that the focus of employment and economic
policy must reflect the challenges faced at the level of each member state. That is why the CBI has been
supportive of the process of co-ordination represented by the employment guidelines, whereby broad
European goals are set, with suYcient flexibility in their application to make them eVective in each specific
Member State.

Member States’ commitment

Are some Member States more committed to the Lisbon objectives than others?

Yes: the Scandinavian Countries, the new Member States and the UK are the most committed; Germany
shows some move towards reform, whilst France remains stubbornly resistant, although recent reforms by
Prime Minister De Villepin may indicate a change in direction.

What can be done to encourage Member States to pursue the Lisbon objectives?

National Governments must be encouraged to face the challenge of electorate reticence to change, and the
institutions of the EU must adapt to make use of innovative and competitive methods of regulation to foster
growth and employment across the EU.

10 October 2005

Examination of Witnesses

Witnesses: Ms Susan Anderson, Director of Human Resources, Mr Doug Godden, Head of Group,
Economic Analysis, and Mr Neil Carberry, Senior Policy Adviser, Confederation for British Industry,

examined.

Q63 Chairman: Welcome and thank you very much. the Mid-Term review was focused on employment
Sorry for keeping you waiting a few minutes. Is there growth and economic growth and we now need to see
anything you would like to say at the outset? some real progress on these goals. We welcome the
Ms Anderson: Can I just introduce the team? fact that you are taking a strategic look at the whole

of the Lisbon Agenda.
Chairman: Thank you very much. Lord Blackwell?

Q64 Chairman: Please do, that will be very helpful.
Ms Anderson: I am Susan Anderson, Director of
Human Resources Policy at the CBI. This is Neil Q65 Lord Blackwell: If I could pick up on that. In

your written evidence you raise a number ofCarberry, who is a Senior Policy Adviser with
particular responsibility for employment, and Doug questions about the eVectiveness of the Lisbon

Agenda and you make the point that much of whatGodden, who is Head of our Economic Analysis
Team in the CBI, part of our Economic AVairs needs to happen are reforms at Member State level

rather than more programmes and more expenditureDirectorate. The only thing I want to say in
introduction is that we have been very supportive of at EU level. I just wonder, given where we are and the

state of our Presidency, what you think practicallythe Lisbon Agenda. We are disappointed there has
not been very much progress. This is partly because the next steps are that the Government could hope to

set out for Europe on the Lisbon Agenda? At onethe goals set were too diVuse but also there was a real
lack of political will to make progress and make extreme we could argue to abandon it altogether

because it is a distraction and it is tending to getunpopular short-term reforms. We were pleased that
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knows all about, and the other one would be themoney focused on centralised programmes and that
Working Time Directive and proposals to amend theuntil we get proper reforms it is not a relevant
Directive to remove the individual opt-out. So thereagenda. Alternatively, are there some bits of the
are still measures coming forward where we have aLisbon Agenda that the EU itself, as opposed to
real concern where we do not think the action theMember States, has to perform that you think are
Commission is taking is appropriate to the size of thevaluable and vital and need to be pushed ahead? I
problem. Neil, do you want to say something aboutwould just like to understand where you think we
the Agency Temps Directive?should go from where we are given your analysis on
Mr Carberry: As the high-level group chaired by Wimthe shortcomings so far.
Kok pointed out, that the Lisbon Agenda in its firstMs Anderson: I think the key for us in terms of
five years was extremely diVuse and policy initiativeslooking at relevant policy at the European level is:
at European level were branded as Lisbon-friendlywill it boost growth and will it boost employment?
when in fact an analysis based around what we nowThose are the key questions that we need to ask
think of as the relaunched Lisbon targets on jobs andourselves. I think what we are looking for is a focus
growth would show them to be inappropriate.at the appropriate level, what is it appropriate for the
Thinking about the Agency Temps Directive inEU to do, and what is it appropriate for the Member
particular, it is a classic example of how legislationStates to do. In that respect, I think we are
does not suit all the labour markets in Europe. In thequite encouraged by the recent Commission
UK, for instance, there are 770,000 agency temps butcommunication which they prepared for the October
in certain countries around the Mediterraneanmeeting of the Heads of State of Government and
agency temp work was illegal until relatively recently.that really was seeking to identify what the relevant
The issue with agency temps of course is around thelevels of action are. In terms of the EU level, then it
granting of equal pay and conditions, and one of theis about completing the internal market, it is about
issues we have identified is that this is an unnecessarymaking progress on the Services Directive, it is about
piece of legislation because many employees aremore open and fair markets, it is about improving the
happy to work in that way and many are choosing toregulatory market. So there is a role for the EU but
work in that way. Employers faced with the cost ofthat role is not about action designed to raise
running the new system would choose to move awayemployment or reduce unemployment; it is more from the temp model, which damages company

about active labour market policies, and looking at performance and of course damages the employment
pensions, for example, is a matter for the Member opportunities that it provides. So a more pragmatic
State governments. So I think it is about action but it approach to that kind of regulation and perhaps an
is about action at the appropriate level, and I think if increased qualifying period which we have called for
we are looking at jobs and we are looking at growth, would help Lisbon-proof that kind of initiative.
most of the action needs to be taken at the national Ms Anderson: Doug, do you want to say something
Member State level. I think all Member States have about tax issues?
been grappling with diVerent issues and probably Mr Godden: Again this refers specifically to the UK
each Member State is on a diVerent point in the where we believe that some of the tax policies that are
move towards higher employment and lower being pursued have hindered the UK’s potential
unemployment. Perhaps we are further ahead than competitiveness. Talking about taxation in general
some, but we have all got our individual challenges at we have three concerns. One is the impact of the
Member State level. various budget measures on after tax profitability

which in turn is constraining some of the resources
which might otherwise fund business investment.Q66 Lord Blackwell: In your document, again you
Secondly, there is concern about the impact of somemake the point that there have been some things done specific taxes or tax changes on incentives for

in the name of the Lisbon Agenda in terms of social investment and saving and also incentives for work
solidarity which have been, in your view, bad for the and mobility. Thirdly, there is a general feeling of
UK economy in terms of its competitiveness and unease amongst our members about instability in the
flexibility. I just wonder if you could be a bit more tax system. Quite an array of tax changes is under
specific about the things you think may have flowed consideration, which seems to threaten stability.
out under the umbrella of the Lisbon Agenda that Frequent tax change can have an impact on the
maybe have been inappropriate in Member States? administrative costs of business, but perhaps more
Ms Anderson: I did not necessarily mean under the importantly can have an impact on business attitudes
Lisbon Agenda, although on the employment side it towards investing here in the UK by adding to
is sometimes thought that legislation is somehow uncertainty.
good for growth because it is good for labour market
security. If we look at the two proposals for Q67 Lord Blackwell: Just a very quick follow-up.
Directives that we are most concerned about, one Were you unhappy, if I am not putting words in your

mouth, to hear the Prime Minister supporting thewould be the Agency Temps Directive, which Neil
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protection for those full-time workers in work thatnotion of greater emphasis being given to
harmonising corporate tax in the EU? many people are on temporary contracts because that
Mr Godden: Yes I think we were. The CBI supports is the only way that firms could get flexibility. They
the notion of tax competition rather than again are addressing this issue. Each Member State
harmonisation. has its own challenges and needs to address those

challenges. We do not do ourselves any favours in the
UK if we pretend to the other Member States that

Q68 Lord Jordan: No-one would argue with the somehow we have got all the answers and they only
objectives or the necessity for the Lisbon Agenda but need to look at our levels of economic growth or
what we have found is that on two of its most

indeed our low levels of unemployment. And thatimportant indicators—productivity and growth—
somehow they just need to do what we have done andprogress has been pathetic, and what I would like to
everything in the garden will be rosy. We have gotknow is why the CBI are arguing that to get the
some strengths but we can also learn from otherachievements we are looking for we should have a
Member States. Active labour market policy isnon-regulatory voluntary mechanism, that sort of
another area where we have real strengths in ourapproach, when the CBI’s own experience even in
labour market, the fact that we provide the skills sothis country going back into the 1970s with our old
that people can get back into work; we do not payfriend the famous binding agreements? This is what
generous levels of unemployment benefit for as longthis is all about. Why are you arguing for it? Why not
periods as happens in other Member States whichset targets for achievements as good indicators of
leads to high levels of unemployment. However, I dowhat should be done? It does seem to me that anyone
not think we ought to be preaching to people. Wewho does not want to be held to account or held to be
ought to be setting targets and we ought to beresponsible for achieving anything joins this chorus
learning from each other in terms of the policies thatwe have today against targets. If you have got a target
work. I do not think naming and shaming is ayou have got to meet it and if you do not, you are
particularly good approach in terms of getting thefailing, and that is what the European Union is
action that is needed in terms of stimulatingdoing. Why are you arguing for this softly-softly
economic growth and reducing those high levels of“let’s hope we do well” approach rather than very
unemployment in other Member States. We arespecifically asking people to record what they have
much better sharing good practice and sharing whatgot to achieve, what they have achieved, and then
has worked rather than the European Commissionhold their hands up so that if they are not achieving
banging on doors and saying “you are just not goodit they are doing something wrong?
enough”. It does not tend to be the sort of approachMs Anderson: I think the new targets do focus entirely
that wins friends or indeed influences people.on employment and economic growth. If we look at

the levels of employment across Europe they are
certainly nothing to be proud of. What are we going

Q69 Lord Kerr of Kinlochard: Directly on Lordto do and what action should we be taking to address
Jordan’s question—and I share his view—you do saythat issue? In terms of what the CBI are saying, we
in your evidence that the Commission has a role tohave to address at Member State level the issues
monitor and inform Member States of bothwhere we have weaknesses, so in the UK we still have
individual state and EU progress against the Lisbonweaknesses in our education system, we still have
targets. The high-level group chaired by Wim Kokweaknesses in terms of our school leavers and even
recommended that statistics showing progressour university students, we do not have enough
against targets should be formally circulated. Theyoung people leaving our universities with science,
European Council did not agree with that. I wondertechnical, maths and engineering skills. So those are
whether you do not think that part of thesome of the particular problems that we have in the
Commission’s function should be to circulate theUK, so for us it is very much about an agenda around
statistics, not naming and shaming, just the basicskills, around education, the 7.8 million we have got
facts which enable the debate to progress and ain our workforce without adequate numeracy and
comparison of methods to take place?literacy. What we have done rather well in terms of
Ms Anderson: I think the overall statistics are prettyflexible patterns of work. 75 per cent of the UK
gloomy and are well-known. I think there is alreadyworkforce work on a part-time basis. We have done
quite a lot of information available to the policywell in some areas but we are weak in others. If we
makers both at the EU level and at the national level.look at what is happening in other Member States,
I do not think what we lack is information orGermany, for example, has a very high skills base, its
statistics. I think what we lack is a real political willvocational training has served it well, but it has
to move on those. I do not think more statistics andalways had weaknesses in terms of flexible working
more naming and shaming would actually make thepatterns and restrictions still on the hours when

people can work. Spain has had such generous diVerence.
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Q71 Chairman: I am not sure you are right. If youQ70 Lord Kerr of Kinlochard: If I may pursue that
just a little. I quite agree that the policymakers know read the French press, it is not always certain that

they are aware of exactly what is happening, forperfectly well what the numbers are but the publics
do not, on the whole. I was very pleased to hear you example, in the UK and vice versa. There is a

problem very often in both countries. In Germany,tell us that you do not think we the UK should be
preaching. I did not like the bit in the evidence where for example, are they certain, do they know what is

going on in Britain? I think there is a case for moreyou say “the UK Government should continue to
urge reform on recalcitrant countries”. I agree, that is information.

Ms Anderson: I think sometimes they look at what werather counter-productive. It seems to me that what
is useful as a stimulus to structural reform debate is are doing in the UK and say, “We do not like what

you are doing in the UK. We might accept that youthe publication in each country of the numbers for
each other country so that progress, or lack of it, is have got high levels of employment but we do not

think, for example, that part-time work is the way toa basis for public debate in countries. That does not
happen very much at the moment. I think that if the achieve it.” I had a debate with an international trade

unionist the other day and she was telling me that inmotive for structural reform is to please Brussels or
to please ECOFIN or to please the Commission, the UK anybody who does a part-time job must be

downtrodden and that it cannot possibly provide anothing will ever happen. The motive should be in
order to compete better with our friendly rivals in living wage. That is not the case in the UK. Many of

our big retailers tell us that they advertise for full-another Member State. I do not remember Mrs
Thatcher arguing for structural reform here because time jobs and they cannot find people to fill them. The

fact is that most people in the UK are doing part-timeFrance wanted us to reform. Indeed, she argued for
structural reform in order that we should outwit the work because they want to do part-time work.
French. Is not the factual basis for that domestic
debate still a bit inadequate? Q72 Chairman: How much are you doing to explain
Ms Anderson: If we look at what is happening in other this though?
Member States, if we look at the German elections Ms Anderson: We are doing a lot in terms of our
for example, everybody knew the statistics about contacts with our sister federations but it is about
unemployment in Germany and the old East diVerent perspectives and about diVerent models of
Germany. There was a big debate about slowing the labour market. It is actually quite true to say—
economic growth and about the challenge of because we went on a trip to visit our counterparts in
competition. If I may, I would suggest that probably France, a trip led by the UK Government and UK
what is not realised enough, is that it is not the Ministers—that and many of the employees in
competition within Europe but the competition France do not want part-time work. That is not part
outside Europe and the global competitiveness of their culture, they want to have full-time work. We
challenge, that is key so if we look at, for example, the cannot say to them, “No, you are wrong, you should
number of engineers they are producing in China and be working part time because our employees like it”,
India, it is hundreds of thousands. If we look at what so we have to accept that there are diVerent industrial
is happening in terms of China, for example, I think relations cultures, there are diVerent social models
it is 25 per cent of EU IT and oYce equipment comes and Member States should be free to have the
from China. People tend to think that the challenge particular mix they want.
from China is low-skilled, low-wage jobs; it is not, it Chairman: You have stirred up a lot of questionsis in high-tech jobs as well as low-skilled jobs. With

now. Lord Jordan?respect, what I would suggest is that it is the global
competition that we are not aware of and we think

Q73 Lord Jordan: Coming back to the point madesomehow we can erect “Fortress Europe” and we are
by Lord Kerr about public perceptions, you talksafe inside our fortress. The real challenge is coming
about the threat from China, we know that, but if youfrom India and China. My perspective is that if we
tell people they are training an awful lot morelook at the debate happening in other Member
apprentices, the general perception is “Well, theyStates, of course they are aware of what is happening
would, would they not, they have got a lot morein terms of economic growth, they are very worried
people than we have,” but if you say to them onabout it, they are very worried about high levels of
growth, productivity and unemployment these areunemployment and low levels of employment, but
the figures throughout Europe and Britain is high onthey just find it very diYcult to face those diYcult
employment, and we have got a lot to shout about onchallenges—what we are going to do about it. Are we
employment but our productivity record leaves a lotgoing to have some active labour market policies?
to be desired, it does seem to me that if we are lookingAre we going to take some diYcult decisions around
clearly against a number of most important economicsocial security reform? I do not think it is a lack of
indicators for Europe and the European Union, anddebate; it is a lack of reality and a lack of political

leadership in some of those Member States. we see which country is scoring highest on all those
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Ms Anderson: I thought—indicators, including social development, then you
have got a very good league table for measuring and
showing a country and its public whether it is doing Q76 Lord Maclennan of Rogart: What was
well or not because who else is going to tell them? The suggested I think by both Lord Jordan and Lord
present Government, just like any Government, just Kerr was that a more informed cross-border debate
tells them all the success stories. It does not tell them would actually lead to a consensus being reached as
where they are failing, which we know they are. to how to progress what is evidently an extremely
Ms Anderson: What I am saying is we know in the UK slow-moving programme.
where we have strengths and where we have Ms Anderson: I think we are in large agreement, if I
weaknesses. It is up to us at our national level to may say so then, because what we are suggesting is
identify those strengths and weaknesses and address the appropriate action at the European level is the
them. We did a study ourselves where we looked at open method of co-ordination whereby Member
various aspects of labour market flexibility, ranging States do learn from each other so that we can learn
from skills, to geographical mobility, to utilisation of (and indeed we have learnt in the past) what are
skills. We sought to assess where we were because we eVective policies in terms of the active labour market.
had always prided ourselves on having strengths in
terms of labour market flexibility. We even compared Q77 Lord Maclennan of Rogart: May I just suggest
ourselves to the US as well. When we dig down, what that you seem to be overlooking some of the
we identify is that we have got some strengths and we messages that have come out from France and The
have got some weaknesses. Our weakness is skills. Netherlands in turning down the Constitution
When we look at Germany, for example, they have recently, that there are matters which give rise to
got far fewer people without adequate numeracy and concern about this. This is not a debate that can be
literacy. In the UK it is about 20 per cent; in Germany conducted over the heads of the people without
it is only about seven or 8 per cent. Germans do not people being properly informed and the people
need to be told, “You had better get your vocational properly leaning on their governments to do things.
education sorted out” because they have done it. Ms Anderson: I am suggesting that in Member States
Okay, they have got a problem but it is not as big as they are fully aware of how their economies are
ours. They do not need us to tell them that they are doing. I do not think it is up to us to tell them that
not very good in terms of flexible working patterns. they are not putting suYcient information into the
That is why they set up the Hartz Commission and public domain. My argument is that they are there
they have taken some action. We may say they have and they each make decisions about their industrial
not taken enough action but that is their issue, not relations and their welfare systems; it is not up to us
our issue. They are the ones that need to get the to tell them what to do.
policies together that are going to address the
particular problems they have. We have, to help UK Q78 Lord Blackwell: I think we are in agreement
MEPs and MPs, prepared an analysis of just where with you and I am certainly very much in agreement
we stand on the key aspects of labour market with you that the fundamental task in European
flexibility. competitiveness is individual countries deciding how

they are going to make their economies and labour
markets flexible. You have mentioned a number of
ways and again I would agree with you that the UKQ74 Lord Maclennan of Rogart: I confess I am a
in being part of that project, as part of a compromise,little puzzled about this passivity which is being
has accepted a number of things which we wouldadvocated, that we should not in some way engage in
probably say are bad for labour market flexibility.discussion with other governments and indeed other
The question that arises for me is these things arepeoples about what we perceive to be the problems.
balances and there are gains and costs, but you couldWhat is this notion that everybody will sit back and
argue that the UK economy at the moment is over-do their own thing and somehow at some point down
exposed to Europe ie, half our trade at the moment isthe track will emerge the right answers? Is that not
going to the slowest growth region of the world, andjust laissez faire carried to an absurd extent?
that the most significant task for the UK is to growMs Anderson: I am not suggesting that we do nothing
our share of exports and our share of the economybut I am suggesting the answer does not lie in more
which is not dependent on Europe, which is theregulation at the European level.
faster, more dynamic areas of the world. I wonder
whether perhaps there are ways that as a government
in the UK we should be doing things to focus more

Q75 Lord Maclennan of Rogart: With respect, no- on our global competitiveness and our share of trade
one here has been suggesting more regulation at the outside of Europe which you think are being

inhibited?European level.
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legislation is not going to do any good to the UK andMr Godden: If the UK could gain greater exposure to
markets such as China and India (and those are the it is probably not going to do any good to the other

EU Member States either, but I think there are somemarkets which are the fastest growing), the UK
would certainly benefit. I do not think we would encouraging signs of change.
necessarily have to cut back on our trade with other
European countries to do that. There are some things Q80 Lord Inglewood: We are all agreed that the basic
that the Government could do to help gain that analysis that lies behind the Lisbon Agenda is one
exposure, in addition to the pursuit of a general that we can accept. If I put it to you in simple terms,
approach to tax and regulation allowing the UK to you almost said that at least what I might call phase
compete with third countries trying to sell to those one of Lisbon was really a distraction and did not
markets. There may be something the Government actually contribute much towards the kinds of
could do in terms of funding for UK TI where I changes which were diVerent in diVerent Member
believe the funding relating specifically to those States to bring about the kind of circumstances that
markets has been cut back. an analysis of Lisbon would suggest are desirable. Is

that a fair comment? Has Lisbon in one sense been a
distraction from the real issues?Q79 Lord Blackwell: I guess I was trying to get at—
Ms Anderson: I am not sure it was a distraction. Iand maybe this is a rhetorical question—the extent to
would say there was too much there in a sense andwhich the focus on the Lisbon Agenda and the
that gave Member States an opportunity to fail tocompetitiveness of Europe is causing us to accept
focus on the key issues. However, that emphasis onsome things that may be unhelpful in terms of
raising employment and raising economic growthgrowing our share of the trade outside of Europe?
was exactly the right goal. As I said at the beginningMs Anderson: We can see some signs that with
of this, I think what has been lacking has been aPresident Barroso the agenda is changing. The
political will to make some of those diYcult decisionsCommission is focusing very much on the challenge
on some of those labour market reforms that areof globalisation and on the demographic challenges
going to be necessary. We do not think it was thethat we face. We need to look at some of the
Lisbon Agenda that was wrong; it was a lack ofregulation that is either in the pipeline or existing so
action to address the problems that are still the samewe have a better regulation agenda. I think if we can
problems, and which in some cases have got worse—see some real progress with President Barroso and his
rising unemployment, economic growth still in theteam on that sort of agenda we will be pleased. In the
doldrums. We do not think they focused on theAgency Temps Directive either we need to have it
wrong issues. I think perhaps there were too manyreconsidered or have it amended so that it is
targets and too many issues in Lisbon and that hasappropriate. If we can move forward on Working
now been focused down and we now need a realTime to address some of the problems that have
political will to move forward. I think if we look atoccurred with cases such as SiMAP about what is on-
the heads of state meeting that was held only lastcall time and what is not, deal with that but keep the
week, did we get any real sense that the heads of stateUK opt-out, we are happy enough. We have now got
really were prepared to focus on these diYcultthis floor of basic employment rights and we do not
decisions? I think the jury is still out. They found itneed to keep adding more. We have got the new
easier to agree around Iran than they did on what weMember States who have got to come to terms with
should be doing on labour market reform.the existing legal acquis, but we do not need more and

more and more. We can therefore move away from
that old-style agenda which on employment was Q81 Chairman: You could be right. Would any of
always about ratcheting up employment rights. We my colleagues like to ask any further questions? I
need to move away from that and say we have this think we all have our responsibilities here anyway. If
minimum floor and now we want to focus on the I could say to the CBI very politely, you are quite
things that really matter, looking at education, right to say what we need is political will but there is
looking at skills, which as I say is a particular issue for a role that you too can play in this with your
us, but for many of the accession states there are counterparts in the other European countries, and I
other issues, such as active labour market policies, am sure that you are doing this anyway.
and these are things the Commission is now saying it Ms Anderson: Well, we are doing it. As I say, we have
wants to focus on. The proof of the pudding will be done a whole series of reports in terms of the UK is a
in the eating but I think we are seeing some signs that place to do business, where we have compared
there is a change. It is a change that we would ourselves to other Member States. We would be
welcome. We think it is focusing on the right things happy to share those reports with you. This one is on
as indeed is the new Lisbon Agenda. If we can move labour market flexibility. We have done similar
forward on that then we will be well pleased but to reports on tax, the environment and transport where

we have compared ourselves to the other Memberreturn to ever more ratcheting up of employment
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Mr Carberry: As an example of trying to create thatStates, and identified what this Government needs to
do. Obviously we are sharing that analysis with our cross-border debate on issues, take active labour

market policies, where only last month we welcomedcounterparts in Europe. It does not tend to make the
headlines, we are not always asked to tell people what the head of the German employers’ federation to

London and arranged for him to visit a range ofwe are doing, but we are working very closely with
our colleagues in the new Member States to inform initiatives including Jobcentre Plus and Action for

Employment. So I think certainly within thethem about the policies that we have found work. So
I think we are doing it and we are happy to send you employer organisation community there is an on-

going debate about policy and we are happy toa mountain of information to prove that to you.
continue to push that forward.
Chairman: Thank you very much. Thank you very
much for coming, we are very grateful to you.
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Present Blackwell, L Jordan, L
Cobbold, L Maclennan of Rogart L
Inglewood, L Radice, L (Chairman)
Jones, L Steinberg, L

Examination of Witness

Witness: Mr Roger Liddle, Cabinet of Commissioner Mandelson, European Commission, examined.

Q82 Chairman: Welcome, we are very grateful that investment in the knowledge economy; and reform of
welfare state and the labour markets to equip peopleyou have come to the UK to tell us about the Lisbon

Agenda. You were quite heavily involved, as I for change and help adjustments. It is labour market
flexibility; knowledge investment and open markets.understand it, in the Lisbon Agenda when you were

an adviser to the Prime Minister. How do you feel The open market side I think the Commission is
doing a pretty good job in. Knowledge investment:about it now? Has it been a success?
all the Commission can do there is act through theMr Liddle: I feel it was absolutely right but it has not
European budget. We all know about the problemsbeen a success. I think it had some important
with the European budget, and unless we can get aachievements, particularly liberalisation in the
reformed budget, which is putting more money intoenergy sector going ahead on longish timescales; but
areas like research, then it is diYcult, but theI think, judged by economic performance, Europe’s
Commission is trying. For instance, Barroso hasposition has got worse, if anything, since Lisbon.
suggested as part of the budget negotiation inProductivity growth rates are falling. I think we need
December that we set a target for what he calls thenew momentum in pursuing Lisbon. I think the
“Lisbonisation” of the Structural Funds—trying todebate Tony Blair launched with his speech to the
focus structural funds on Lisbon objectives. On theEuropean Parliament is absolutely central about
welfare state and labour market reforms, that is very,Europe’s economic and social direction; about, are
very much a matter for the Member States. It iswe open to the rest of the world; what kind of social

model we have which actually equips people to cope diYcult to judge how successful Europe has been at
that. I think there are probably a lot of time lags inwith a world of globalisation, rather than tries to

protect them against it in a way that is impossible. I the reform process. My view is that there has been a
move towards a consensus about what needs to bethink all that is absolutely right, but we have still got

an awful lot to achieve. done; and quite a lot of Member States have made
reforms on the right lines but, as yet, we have not seen
the results. I also think that on the business of helping

Q83 Chairman: Are we going to achieve it? What are people to adjust, I am a strong supporter of the idea
the means of doing that? that Barroso put forward with Tony Blair’s support
Mr Liddle: I know you will say, “Well, you work for at the Hampton Court summit of a global adjustment
them”, but I think the Barroso Commission is fund which enables the Commission to oVer money
focussed on the jobs and growth agenda. I think we to help workers who are hit by industrial
have seen in the last year important initiatives on restructuring as a result of trade shocks.
better regulation. We have seen reform of the state
aids regime to help promote innovation and get rid of

Q84 Lord Inglewood: A great deal of the Lisbonsome of the silly interference that state aid regimes
Agenda will be driven forward by Member States andhad with small initiatives, or help on a local level for
not by the Union. What can be done about ensuringnew business and that kind of thing. We are seeing
that reforms in other Member States, which are otherimportant drives to implement European law and use
Member States’ responsibilities, are actually put inof the competition powers; investigations going on
place?into the state of competition in the energy and

financial sectors, which should produce results fairly Mr Liddle: There are two ways of looking at this. The
Kok Report, which was published as a mid-termsoon; and we have seen the Commission supporting

an open market agenda in the Doha Trade Round. In review of the Lisbon strategy, advocated a policy of
naming and shaming; of the Commission taking aterms of the Commission’s powers which are

focussed on the question of market opening, I think very, very strong role and saying, “No, you’re not
implementing this; you’re not doing that” and beingBarroso is doing his best. Interrupt if I am talking too

much, because I can talk forever on this subject! very directive. On the back of the failure of some of
the large Member States to follow the rules of theSuccess in Lisbon is basically based on a mix of three

things: it is about a mix of open markets; of Stability Pact in the euro, I think the consensus in the
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corn industry of steel and the aerospace industryCommission, including President Barroso, and the
consensus in the Council was that the last thing the which is full of research and skills and training. How
Member States wanted was a Commission that was do you see our remaining manufacturing coping with
going to throw its weight around. So the Commission the challenge of Lisbon?
went for the concept of partnership. What each of the Mr Liddle: We have a very strong services sector
Member States are now supposed to be going to do is and we do have patches of great strength in
to summarise all their reforms that are related to the manufacturing but they are only patches. I think the
Lisbon Agenda in a National Reform Programme, biggest concern, if I was working in Number 10, is
which they are due already to have submitted to the what is happening to the UK productivity record; are
Commission. These will be assessed once a year by we significantly gaining ground or not. I think the
the Spring European Council, and there will be an Government here has made tremendous eVorts to get
opportunity for the Heads of Government to debate the framework conditions right for Britain having a
amongst themselves what progress each Member more successful industrial sector. I think spending on
State is making in the matters that are its domestic research and development has gone up a lot, there are
responsibility. Fundamentally this will only work if lots of incentives for new businesses and venture
Heads of Government take this process seriously. capital and that kind of thing. So the Government
The Commission could produce as many analyses of has done a lot. All of those things fit in well with the
what Member States are doing as it wants, but unless Lisbon Agenda. But when you look at our position in
the Heads of Government themselves take this job the league tables, we have done well on growth, but
seriously then it is not going to have much impact. largely because we have got more people into the
We will have to see what happens. labour force. We have not done so well on

productivity. On indicators for the future, which are
Q85 Chairman: What about the idea—and I think it important, like investment in research, higher
is in the Kok Report—about ministers being education, those sorts of indicators, we are in the top
responsible; a minister being responsible for the half, just, I would say, rather than right at the top.
Lisbon Agenda? The countries which have most successfully applied
Mr Liddle: I have always been very, very keen on the recipe of open markets, knowledge, investment
that. and reform of welfare states, are without doubt the

Nordic countries and without doubt they are the
Q86 Chairman: I do not think the British most successful economic and social models in
Government is terribly keen on that? Europe today. That shows in their growth
Mr Liddle: No. When I was in Number 10 I was performance over the last 10 years.
always a great advocate of a stronger Minister for
Europe who went to Brussels and represented Britain
in the various diVerent Councils of the European

Q88 Lord Cobbold: Is there a consensus amongst allUnion and came back and reported to Parliament
Members that this Scandinavian model is somethingvery frequently on how they were getting on. I
which should be achieved and is achievable?thought that this was a very good way of
Mr Liddle: No. I am probably speaking out of turndemonstrating greater accountability for what
on that; that is my own view. The Commission itselfhappens in Brussels at national parliamentary level. I
has been very, very cautious about expressing viewsadvocated this very strongly and, as I say, the
about which models have been most successful. Butadviser’s role is only to advise and it was always
it does seem to me on any analysis of what hasrejected. It does not surprise me that the British
worked well and what are the success factors, that theGovernment is not wanting to establish a strong co-
Nordics have done well. One of the reasons they haveordinating minister. Individual departments are very
done well, and I think this is something which is oftenopposed to it. They want to run their own
forgotten, is that they all went through—by “they” Irelationship with Brussels. Yes, I favour it, but I am
mean Sweden, Denmark, Finland—crises of diVerentafraid on the basis of my experience that I do not see

much prospect of it happening. kinds in the late 1980s. The Swedes went through a
very, very bad patch when I think their public sector
deficit was over 10 per cent at one stage. The DanesQ87 Lord Jones: Even when Commissioner Peter
went through a patch of public spending being out oftook up the seals of oYce of Secretary of State for
control. The Finns suVered a great shock as a resultIndustry, manufacturing as a percentage of GDP was
of the loss of their trade with Russia when the Sovietwell below 20 per cent, and looking at the British
Union collapsed. They all had to make adjustmentsnational interest on the Lisbon Agenda I was
but they have made adjustments in successful wayswondering if you had any over-view of how you think
which have resulted in a good growth record over thewe are prospering, shall prosper, against this agenda,

alongside this agenda? What came to mind is the seed last 10 years.
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of the country in, say, Germany today as there was inQ89 Lord Blackwell: Those of us who have been
Britain in 1979 after the winter of discontent. Thesceptical about the Lisbon Agenda have been
reason for that is that the vast majority of Germans,sceptical on the grounds there was a risk that action
even those who are unemployed, are living prettyand spending by the centre EU ended up as being a
comfortably. I think the experience of the Germansubstitute for action in the Member States. If you
election, where Chancellor Angela Merkel puttake the view that what much of continental Europe
forward a radical agenda and did not do very well,needs is in essence their own Thatcherite period of
suggests to me that waiting for Mrs Thatcher is goingreform to deal with the old industries that need
to be a pretty long wait. How can we make thereforming to develop services, to liberalise the
consensus system work? I think that it is a verymarkets, those things typically do require some kind
patient process of learning from each other and of theof crisis of the kind you are referring to in the
Commission pushing in the directions where theScandinavian countries to drive reforms. The risk is
Commission can push, which are principally on thethat spending by the centre on a variety of perhaps
liberalisation of markets, better regulation area. Lettangential goals nevertheless ends up being a
me quote you one example. I think there is apalliative which stops those countries facing up to
recognition now that in the labour market you needtheir own crisis. I wonder whether we, the UK,
to accept that some people are going to be in very lowshould not be arguing two things. Firstly, that
paid jobs but that you need some kind of systemspending by the EU in Member States should
which brings their incomes up to a reasonable level soactually be conditional on evidence they are taking
that you do not get disincentives for people to acceptaction to reform their markets and remove subsidies
low paid jobs. I think that is an area where there hasfrom the old industries, ie we should only be giving
been a policy convergence over the last 10 years. Ithem money from the centre on the back of progress
think we can make progress. You ask, should thein making reforms as opposed to becoming a
Commission be cleaning up its own backyard. I thinkpalliative. Secondly, in the Barroso Commission’s
the Barroso Commission and Gunter Verheugen asapproach to liberalising and deregulatory measures,
the Enterprise Commissioner is showing a lot ofshould we not be turning up to take a harder line on
determination on the better regulation agenda. Oncleaning up its own backyard in the Commission by
the social agenda, there are no new legislativelooking at and removing some of the regulatory
proposals planned which are likely to raise hacklesmeasures which have reduced flexibility in the
with people like yourself. There is a big outstandingmarket, particularly those around the Social
issue on the Working Time Directive, where I am sureChapter?
members of this Committee have diVerent views, butMr Liddle: On your first point, I have some sympathy
there is not a huge social agenda out there which thewith what you are saying, that there is a danger that
Commission is planning to implement.European action is a substitute for getting to grips

with national reform. I would make two points the
other way. First, I think there are areas where Europe Q90 Lord Inglewood: In some earlier remarks you
genuinely can add value and this is particularly true referred to the comparative analysis of diVerent
of research, for example. I am not saying the existing forms of the social model, if I can put it that way. I
EU programmes in research have been run perfectly, am not going to ask you which ones failed most
I am not trying to represent that, but one of the dramatically but to suggest that one way to try to
diVerences between the United States and Europe is bring the Lisbon Agenda forward would actually be,
that in the United States the money that comes rather than try to institute change, to allow those
through the Federal Government, the National systems which are not performing simply to get worse
Science Foundation, all those research bodies they and then generate a kind of crisis, which there seems
have at the centre, is very, very focused on centres of to be a degree of consensus may be necessary in order
excellence; very focused indeed. In Europe because of to bring about far-reaching economic and labour
all our 25 Member States and because the policy is market reform? The Lisbon Agenda has been
spreading money evenly on the waters, we have not approached on the basis that you have to jolly
really focused resources and I think there is a case for everybody along rather than letting the market take
action at European level to try and do that. So that is its own course.
an example of where I think Europe could add value. Mr Liddle: I think that is a very despairing approach,
My second point is that if the only answer for Europe because if we take that approach we might wait a very
is a period of Thatcherism, we might have quite a long time, and of course the United Kingdom, if I can
long wait. I think the reason for that is partly a result speak from the point of view of my own country for
of a diVerent style of politics, more consensus- the moment, loses out. We lose out if France and
oriented politics and electoral systems which favour Germany are not prosperous. We should be trying to
coalitions and all of that, but it is also I think that persuade them to make the step by step reforms

which will improve their economic potential; it is inthere is not the same sense of crisis about the future
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programmes which are drawn up and given toour interests to do so. I do not think we make
progress by confronting them, I think we make countries be published and will performance against

them be published?progress by persuading them that we are part of a
common project. I think the approach of consensus- Mr Liddle: Yes, is the answer to both questions. I

think the issue about that process is, as I said earlier,building and persuasion is probably the only one
which makes sense. whether their heads of government take it seriously

or not. If they just brush it aside, it will not make any
impact. What we need is a political commitment atQ91 Lord Jordan: We are aware that naming-and-

shaming has been rejected, even in the form of league the highest level that these issues matter and that we
are going to address them together.tables, so I was interested to hear you talk about the

so-called reform programmes and wondered whether Chairman: That is a good place to stop. Thank you
very much indeed. We are most grateful.this was the backdoor method. Will the reform
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Letter from Erik Nielsen and Kevin Daly, Goldman Sachs

Thank you for the invitation to submit evidence to the Lords Select Committee on the European Union.

In gauging the success or failure of the Lisbon Strategy and the process of economic reform in Europe, we
think it is important to consider two distinct questions:

1. Are reforms taking place in EU countries which are likely to boost employment and growth?

2. Has the Lisbon Strategy been instrumental in driving the reform process?

The second of these questions is easier to answer: quite simply, we cannot think of a single instance where the
Lisbon Strategy has resulted in the implementation of a reform in any EU country over the past five years,
which would not have been implemented in its absence.

The European Union does make an important contribution to growth and employment in other ways: the
creation of a large single market for goods and capital increases economies of scale and allows for a more
eYcient allocation of resources. This has been more than just a once-oV eVect in the aftermath of the formal
creation of the single European market in 1992–93—the impact that eastern European accession on western
European companies can be viewed as just the latest example of the eVects of the widening of the single market
in practice. And more progress could be made in this regard if EU member states fully enforced existing EU
internal market directives. However, while the EU has made an important contribution to growth and
employment, the Lisbon Strategy itself has not.

Why has the Lisbon Strategy failed to act as a catalyst for reform? Because it has too many objectives with no
realistic implementation strategy. The decision at Lisbon’s Mid-Term Review to focus more exclusively on
growth and employment was a welcome one. However, a more fundamental problem is the absence of an
eVective implementation mechanism. As many of the areas covered by the Lisbon Strategy encroach upon
national competencies, implementation of Lisbon’s objectives was supposed to take place through an “open
method of co-ordination”. In eVect, this means that cooperation only takes place on a voluntary basis, with
the European Commission ensuring that member states are aware of each others policies and progress.
Predictably, with neither a carrot nor a stick to further the reform process, national governments have rarely
“co-ordinated”. Moreover, nothing has emerged from the Mid-Term Review to materially correct this
problem.

But this does not mean we should be overly pessimistic. First, regardless of why, the fact is that some important
reforms have been made in European countries in the past five years, particularly to labour markets: the Hartz
reforms in Germany, more flexible rule for hiring/firing part-time workers in France and, most importantly,
the diminution of union power as a result of the threat of Eastern European relocation are all likely to have
a positive impact on employment in the long run.

Second, the EU’s existing economic performance is routinely portrayed too negatively. In particular, the gap
between EU and US growth trends is almost entirely a reflection of demographics. Over the past 10 years, EU
GDP per capita growth has kept pace with the US.

Progress has not been uniform across Europe. The growth and employment performances of some EU
countries have been superior to the US over the past 10 years—countries falling into this category include
Ireland, Sweden and Denmark and, arguably, the UK. At the other extreme, Italy is rapidly losing ground to
the rest of the EU.

To conclude by returning to the two questions we posed at the start of this submission, we would argue that
reforms are taking place in EU countries which are likely to boost employment and growth. However, for the
most part, these reforms are being driven by national circumstances and the Lisbon Strategy itself has not been
instrumental in driving the reform process.
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We attach a paper (“The Lisbon Strategy and the Future of European Growth”) in which we have considered
many of questions you have posed in your call for evidence (Annex A). We hope this proves useful.

7 October 2005

Annex A

Paper by Kevin Daly, 21 January 2005

Many thanks to David Walton, Jim O’Neill, Ben Broadbent, Javier Pérez de Azpillaga, Magnus McNeill, Lisa
Rabbe and Sabine Schels for their contributions to this paper.

The Lisbon Strategy and the Future of European Growth

— The 2000 Lisbon Strategy ambitiously committed the EU to becoming “the most dynamic and
competitive economy in the world” by 2010. At the half way point, however, progress appears
disappointing. Where measurable goals were set, the EU economies have failed to meet them. And
where economic reforms have been made, these have originated largely with national governments
and have probably had little to do with Lisbon.

— But this does not mean we should be pessimistic. First, regardless of why, the fact is that some
important reforms have been made, particularly to labour markets. Second, the EU’s existing
economic performance is routinely portrayed too negatively. In particular, the gap between EU and
US growth trends is almost entirely a reflection of demographics. Over the past 10 years, EU GDP
per capita growth has kept pace with the US.

— We see this trend continuing. On reasonable assumptions, European growth over the next decade is
likely to be maintained at an average annual rate of 2.2 per cent, with a smaller contribution from
working-age population growth being oVset by a smaller negative contribution from average
hours worked.

— The significance of our findings for investors is that slower trend population growth gives no reason
to expect lower returns on capital. Despite the gap in headline GDP growth, the rates of return on
quoted equities, and on economy-wide stocks of capital, have been as high in the EU as in the US.

Summary

1. In March 2000, European leaders meeting in Lisbon committed the EU to becoming “the most dynamic
and competitive knowledge-based economy in the world capable of sustainable economic growth with more
and better jobs and greater social cohesion” by 2010. As we near the half way point of the 10-year Lisbon
Strategy, European leaders are conducting a formal mid-term review; the outcome will be announced at the
EU Council meeting in Luxembourg on 22–23 March.

2. In this paper, we address the following questions: (i) What is the Lisbon Strategy and why is it important
now?; (ii) How well has Europe performed over the past 10 years?; (iii) Where did the Lisbon Strategy go
wrong and what should be done?; (iv) What is the likely outcome of Lisbon’s mid-term review?; (v) What are
the prospects for European growth over the next 10 years; and (vi) What are the investment implications?

3. Relative to the goals that it set for itself, the first five years of the Lisbon Strategy have been a
disappointment.

— On employment, the principal objective was to raise the employment rate from 61 per cent in 2000
to 67 per cent in 2005 and 70 per cent by 2010. At the halfway stage, actual employment has risen
to 64.4 per cent.

— On growth, EU leaders stated that average annual economic growth of “around 3 per cent should
be a realistic prospect for the coming years”. After five years of the Lisbon Strategy, there is no
evidence that potential growth has accelerated and actual GDP growth has averaged less than 2
per cent.

— Other objectives enshrined within the Lisbon Strategy include everything from creating an
information society for all, to promoting social inclusion and working towards an environmentally
sustainable future. Most are unlikely to be met.
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4. Despite the failure to meet the Lisbon’s mid-term targets, Europe’s long-term economic performance has
been better than many perceive. Within the tight demographic constraints that the EU operates, it has
performed reasonably well in the areas that drive economic welfare and the return on capital. Over the past
10 years (1994–2004), trend EU GDP growth has averaged 2.2 per cent a year. Though this is significantly
slower than the 3.1 per cent pace seen in the US, most of the gap is accounted for by the EU’s slower rate of
population growth (0.4 per cent a year vs 1.2 per cent). EU GDP per capita growth (1.8 per cent vs 1.9 per
cent) and productivity growth (1.8 per cent vs 2.0 per cent) have broadly kept pace with the US. European
productivity outperformed the US in the first five years but, since 2000, the US has experienced an acceleration
in productivity growth that Europe has yet to share. On employment, Europe has done much better than the
US, albeit from a much lower initial employment rate.

5. There have also been reform successes in Europe since 2000 that are likely to have a positive impact on
potential output. For the most part, these have been driven by and tailored for national circumstances: the
Hartz labour market reforms in Germany, the reduction of employers’ social obligations to part time workers
in France and Italy, and the loosening of restrictions on working more than 35 hours a week in France. Each
of these is likely to have raised the EU’s equilibrium employment rate. Arguably, the most important driver
of labour market restructuring in western Europe is not government legislation, it is the threat of eastern
European relocation.

6. The European Union (as an institution) makes an important contribution to European productivity and
employment. The creation of a large single market for goods and capital increases economies of scale and
allows for a more eYcient allocation of resources. The impact that eastern European accession to the EU is
having on western European companies is just the latest example of the eVects of the deepening and widening
of the single market in practice. More progress could be made in this regard if EU member states fully enforced
existing EU laws regarding the internal market.

4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

-0.5

-1.0
92    93   94    95    96   97    98   99    00    01    02    03   04    05    06    07   08   09    10

Lisbon Target

Average Since
2000

EU 15
GDP Growth

Start of
Lisbon

Strategy

112

110

108

106

104

102

100

98

96

94
94         95         96         97        98         99         00        01         02         03        04         05

US/EMU
Smoothed
1993=100

US GDP
Relative to EU15

US GDP Per Capita
Relative to EU15

US GDP per Hour
Relative to EU 15

US Growth Outperformance Driven by More
People Working Longer Hours

Forget 3%, EU GDP Growth is Struggling to Reach 2%
%

Source: Eurostat Source: OECD

EU falling short of Lisbon’s growth  objective..... ... but slow potential growth is primarily a function of
demographics

SOURCES OF EUROPEAN GROWTH: PAST AND PROJECTED

1994–2004 EU15 (2004–14)
Average Annual Growth Rates1 EU15 US Pessimistic Central Optimistic

GDP Growth 2.2 3.1 1.7 2.2 2.7
equals changes in Population 0.4 1.2 0.2 0.2 0.2
plus Productivity (GDP/Hour) 1.8 2.0 1.6 1.8 2.0
plus Labour Utilisation 0.0 "0.1 "0.1 0.2 0.5
of which: Avg Hours Worked "0.4 "0.2 "0.3 "0.1 0.1

Employment Rate 0.5 0.0 0.4 0.5 0.6
Working Age Population 0.0 0.0 "0.2 "0.2 "0.2

1 Data may not sum to totals due to rounding
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7. While the EU has played an important role in boosting productivity and employment, the role of the
Lisbon Strategy itself has been minimal. This is not to be critical of the Lisbon Strategy—it is diYcult to see
how an EU-led agenda could have achieved more in a field where there is no collective authority.
Implementation of the Strategy was foreseen through an “open method of co-ordination”. In practice, with
neither a carrot nor a stick to further the reform process, national governments have rarely “coordinated”. It
is diYcult to think of a single instance where the Lisbon Strategy has resulted in the implementation of a
reform that would not have been implemented in its absence.

8. Whether the EU’s collective responsibility should extend to the areas that the Lisbon Strategy address is a
moot point—there is little realistic prospect of national governments giving up these competencies. EU
member states should instead concentrate on completing the single market. There are numerous examples of
existing EU single market legislation that have not been fully implemented and of sectors where domestic
markets and companies remain protected from competition (eg energy, transport, and even financial services).
According to the European Commission’s Internal Market Scoreboard, France and Germany—the two
countries most closely associated with the “European Project”—rank as two of worst oVenders in terms of
failing to implement EU internal market directives. By contrast, Denmark and the UK—the EU’s
traditionally more eurosceptic countries—are two of the best performers.

9. The role of the Lisbon Strategy will inevitably be limited to one of advocacy: promoting the need for reform
in Europe and highlighting national reform successes and failures. As it stands, the Lisbon Strategy is little
more than an inexhaustive wish list. To be more eVective as a pressure mechanism for reform, the Libson
Strategy should focus to a much greater extent on raising employment and productivity.

10. Higher immigration would bring benefits to the EU, boosting GDP growth (though not necessarily GDP
per capita). That said, higher immigration alone would not have enabled the EU to satisfy Lisbon’s growth
objective: to boost trend EU growth from 2.2 per cent to 3 per cent would require an improbable 3-million-
a-year increase in net-inward migration.

11. In the last section of the paper we outline a projection for EU economic growth over the next 10 years,
using oYcial projections for working-age population growth and judging the likely prospects for productivity,
employment and average hours worked. The outlook is better than many commentators portray. In our
central scenario, growth is maintained at an average annual rate of 2.2%, with a smaller contribution from
working-age population growth relative to the last 10 years being oVset by a smaller negative contribution
from average hours worked. Productivity growth (!1.8 per cent) and the change in the employment rate
(!0.5 per cent) are assumed to remain unchanged from the 1994–2004 period. Given the demographic
constraints within which the EU operates, this would be a satisfactory performance. GDP per capita would
continue to grow broadly in line with the US.

12. We also outline “best case” and “worst case” scenarios. In the best case scenario, we assume that Europe
benefits from the diVusion of recent US productivity gains and that the increase in European industrial hours
worked seen in 2004 represents the start of a fundamental shift in average hours worked. In such a scenario,
European growth could average as much as 2.7 per cent a year over the next 10 years. In the worst case
scenario—where productivity growth averages only 1.6 per cent, progress on employment slows and average
hours worked continues to fall sharply—EU GDP growth could average as little as 1.7 per cent.

13. The significance of our findings for investors is that slower trend population growth gives no reason to
expect lower returns on capital. Despite the gap in headline GDP growth, the rates of return on quoted
equities, and on economy-wide stocks of capital, have been as high in the EU as in the US.

Section 1: Europe’s Long-Term Economic Performance

The Lisbon Strategy

In March 2000, the European Council in Lisbon set out a 10-year strategy to make the EU the world’s “most
dynamic and competitive knowledge-based economy in the world.” The Strategy consists of a series of
proposals designed to meet a set of designated objectives (a detailed description of the Lisbon Strategy is set
out in Appendix 1).
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The Lisbon Strategy’s main goals. The best known of the Lisbon Strategy’s objectives are:

— Average annual GDP growth of “around 3 per cent should be a realistic prospect for the coming
years”.

— To raise the EU employment rate from 61 per cent in 2000 to 67 per cent in 2005 and 70 per cent
by 2010.

— To increase the female employment rate from 51 per cent in 2000 to 57 per cent in 2005 and 60 per
cent by 2010.

Relative to these goals, progress in first five years has been slow:

— Potential GDP growth has not accelerated since 2000 and actual GDP growth has averaged less than
2 per cent.

— The employment rate as risen from 61 per cent to 64.4 per cent, quite a bit short of the mid-term
target of 67 per cent.

— The performance with regard to female employment has been better, with EU female employment
rising in line with the Lisbon trajectory.

The performance of the EU against a selection of Lisbon’s many targets is set out in the accompanying graphs.

Lisbon Goals Were Unrealistic

In truth, there was never a realistic prospect of many of Lisbon’s objectives being met:

On the key objectives for productivity and employment, the targets did not recognise that labour market
reforms which boost employment will also tend to weaken productivity growth in the short run. Raising the
employment rate by close to 1 per cent a year—as Lisbon envisaged—and increasing productivity growth was
never likely.

The 3 per cent GDP growth objective was also unrealistic. The US can sustain a 3 per cent-per-year growth
rate because it benefits from much faster labour force growth than the EU. This is due both to a higher US
birth rate and, historically at least, higher immigration. Prior to September 11, net immigration into the US
was running at a rate of one million a year (around 0.3 per cent of total population) vs. a little over ° million
into the EU (0.15 per cent).5

Higher immigration would bring benefits to the EU, boosting GDP growth (though not necessarily GDP per
capita). In Turkey, the EU has a large pool of under-utilised labour on its doorstep. But higher immigration
alone could not have enabled the EU to satisfy the 3 per cent-per-year GDP growth objective. To boost trend
EU growth from 2.2 per cent to 3 per cent a year would require a massive three-million-a-year (0.8 per cent
of the EU population) increase in net-inward migration.

GDP% GDP # Hours # Employment # Working Age Pop # Population
Hours Employment Working Age Pop Population[ ]
productivity labour utilisation

5 Note that, since 2001, net migration into the US has fallen. For more on the potential benefits of migration, see “Making the Most of
Global Migration”, Global Economics Paper No 115, 6 August 2004.
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Europe’s Performance Is Not That Bad

The EU may be failing to meet Lisbon’s unrealistic targets, but its long-term economic performance is not
that bad. This can be illustrated by comparing its performance with the US over the past 10 years. While
the EU is considerably poorer than the US—GDP per head is around 30 per cent less in PPP terms—and is
growing more slowly—GDP growth averaged 2.2 per cent over the past 10 years vs. 3.1 per cent in the
US—the reasons why the EU is poorer and grows slower than the US are likely to come as a surprise to
many.

Early last year we published a Global Economics Paper outlining how Euroland’s underlying economic
performance is significantly better than a straight comparison of GDP growth implies (see “Euroland’s
Secret Success Story”, Global Economics Paper No. 102, 16 January 2004). Using the same framework, we
have extended our findings to include estimates for 2004 and to consider the EU15.6

The simple accounting framework we use is as follows: a higher GDP per head can be due either to higher
productivity (GDP per hour worked) or to higher labour utilisation (total hours worked per head of
population). Labour utilisation, in turn, can be disaggregated into three sub-components: average hours
worked per employee, the employment rate, and the working-age proportion of the population. The level
of GDP is given by the product of these variables; the growth of GDP is equal to the sum of their growth
rates.

Previously we found that, between 1993 and 2003, Euroland GDP per head rose at virtually the same rate
in Euroland as the US; Euroland productivity growth (output per hour) and the rise in the employment
rate were slightly faster than in the US; and to maintain the same growth in GDP per head, US workers
have had to work longer hours than their Euroland counterparts.

EU GDP per capita is around 71 per cent of US levels. The level of productivity is only 7 per cent
lower, with the remainder of the gap being account for by a significantly lower level of labour
utilisaion. This is accounted for, in equal measure, by a lower level of hours worked and a lower
employment rate.

Table 1

ACCOUNTING FOR DIFFERENCES IN GDP PER HEAD

US % 100, 2003 EMU EU15

GDP per head 69 71
equals Productivity (GDP/hour) 94 93
times Labour Utilisation (Hours/Population) 74 76

Memo: Labour Utilisation
equals Average Hours Worked (Hours/Employed) 85 86
times Employment Rate (Employment/Working Age Population) 84 86
times Working Age Population (Working Age/Population) 104 104

6 The EU15 includes the 12 Euroland countries, the UK, Sweden and Denmark. In May 2004, 10 new member states acceded to the EU
and the EU15 became the EU25. However, it is not yet possible to extend out analysis to those counties that joined the EU in May
2004 because of the short data history that exists for may of the old Eastern Block countries. Moreover, in the context of the Lisbon’s
mid term review, one could argue that only the EU15 is relevant, as the EU only contained 15 members for most of the first five years
of the Strategy.
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Income per Person is 30% Lower in Europe than US
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Why is the US Richer than the EU?

Income per capita is 30% higher in the US than EU... Around one-quarter of this gap is due to productivity.

Most of the gap is due to lower employment and average
 hours worked.

The symmetry between the EU’s productivity and labour
utilisation performance is not coincidental.....

EU employment has risen significantly, offset by a decline
in hours worked....

While US average hours have started to fall, there is some
early indications that EU hours may be stabilising.



3212538008 Page Type [E] 09-03-06 13:13:41 Pag Table: LOENEW PPSysB Unit: PAG4

50 a european strategy for jobs and growth: evidence

29 November 2005

Table 2

GDP GROWTH OVER THE PAST 10 YEARS
WHERE DID IT COME FROM?

1994–2004, Average Annual Growth Rates1 EMU EU15 US

GDP Growth equals changes in 2.1 2.2 3.1
Population 0.4 0.4 1.2
plus Productivity (GDP/Hour) 1.7 1.8 2.0
plus Labour Utilisation 0.0 0.0 "0.1
Of which Average Hours Worked "0.5 "0.4 "0.2

Employment Rate 0.6 0.5 0.0
Working Age Population "0.1 0.0 0.0

1 Data are smoothed and may not sum to totals due to rounding.

Comparing the EU15 instead of Euroland and moving the time period on by one year, there are many
similarities with our previous findings, but also some diVerences:

— EU GDP per capita is around 71 per cent of US levels (compared with 69 per cent for Euroland).
The level of productivity is only 7 per cent lower, with the remainder of the gap due to a significantly
lower level of labour utilisation. This is accounted for, in equal measure, by a lower level of hours
worked and a lower employment rate.

— The gap between US and EU growth over the past 10 years (around 0.9 per cent a year) is accounted
for almost entirely by demographics. The US working-age population has grown 0.8 per cent a year
faster than in the EU, as a result of diVerences in birth rates and because of a higher rate of
immigration.

— EU GDP per capita growth and—when measured comparably—productivity growth have broadly
kept pace with the US over the past 10 years. Trend EU GDP per capita has grown 1.8 per cent a year
vs 1.9 per cent in the US and whole economy output per hour has grown 1.8 per cent vs 2.0 per cent in
the US.

Has Europe’s Underlying Performance Changed?

The diVerences with last year’s findings relate primarily to the performance of the US. On a like-for-like basis,
trend Euroland GDP growth per capita growth averaged 1.7 per cent between 1994–2004 vs 1.6 per cent
between 1993–2003, with slightly lower productivity growth (!1.7 per cent vs !1.8 per cent) being oVset by
stronger labour utilisation (Flat vs "0.1 per cent). Trend US GDP per capita growth is unchanged at
!1.8 per cent, but with significantly stronger productivity growth (!2.0 per cent vs 1.6 per cent previously)
being oVset by weaker labour utilisation growth ("0.1 per cent vs 0.2 per cent). Shifting the comparison on
by one year makes a big diVerence for average US productivity growth (even on smoothed data) because
productivity growth has accelerated sharply over the past three years, while it was very weak between 1993
and 1995.
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As the US’s stronger productivity performance persists, it raises the question of whether there has been a more
fundamental change in the relative productivity performance of Europe vs the US. On the US side of the
comparison, our American colleagues expect non-farm business productivity to slow from 4.1 per cent in 2004
to 2.0 per cent in 2005 and 1.8 per cent in 2006 (implying whole-economy productivity growth a little slower
than this).

On the European side, there are two “macro” explanations for the EU’s recent underformance:

1. EU productivity convergence is eVectively complete: Countries a long way from the “productivity frontier”
can achieve rapid productivity growth through investing in pre-existing technologies. Following a prolonged
period of convergence from the 1950s onwards, the level of EU productivity is now within 10 per cent of that
of the US. In some cases—most notably France—output per hour is actually higher than that of the US. With
the EU this close to the “productivity frontier”, it has become more diYcult to outpace productivity growth
in the frontier country.

This can be illustrated by comparing the EU’s performance over the past 10 years with its performance over
the previous 10 years (1983–94). GDP per capita growth in both periods averaged 1.8 per cent. However, in
the first period when the EU was still some way from the frontier, productivity growth was stronger (2.4 per
cent vs 1.8 per cent). OVsetting this, labour utilisation was weaker (–0.5 per cent vs Flat), driven by a declining
employment rate and a faster fall in average hours worked.

2. European productivity growth is the victim of Europe’s labour reform success: Labour market reforms
work by lowering the relative price of labour, leading to an increase in the labour intensity of growth. This
lowers the capital-to-labour ratio which, all else equal, will lower labour productivity growth during
transition. Even for a given capital-to-labour ratio, the marginal employee is likely to be less productive than
the average. Thus, reforms which raise the employment rate will, all else equal, tend to reduce both the capital
contribution to labour productivity and Total Factor Productivity (TFP) growth during transition to the new
equilibrium.
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Is EU Productivity the Victim of Labour Reform Success?

In a simple regression of annual productivity growth on annual changes in the employment rate for the EU
and US, the coeYcient on the change in the employment rate is around 0.4 in both areas (ie a 1 per cent rise
in the employment rate cuts productivity growth by 0.4 per cent).7

Over the past 10 years, the EU employment rate has risen by 0.5 per cent a year, with most of that rise taking
place over the past five years. Meanwhile in the US, while the level of the employment rate is much higher than
in the EU, it has been falling sharply in recent years (by 1.2 per cent per annum over the past five years). These
diverging employment performances are likely to have played some role in the relative EU/US productivity
growth. In the accompanying graph we have used the historical relationship between employment and
productivity in the EU and US to derive “underlying“ productivity growth rates.

The IMF argues that both factors have played an important role in the EU’s recent productivity performance:
the EU’s productivity convergence with the US is eVectively complete and, to the extent that EU productivity
growth has slowed in recent years, this is primarily because its labour market reforms are working. The IMF
argues that the EU does not have a significant productivity problem and that the Lisbon Strategy should focus
more exclusively on raising Europe’s employment rate.8

Why is the Perception so DiVerent?

Why is the picture depicted here so at odds with the prevalent view on the relative economic performance
of Europe vs the US?

1. GDP per capita vs GDP: First and foremost, financial market participants and the media tend to
focus on GDP growth rather than GDP per capita. US GDP growth of 3 per cent a year is in some sense
seen as “50 per cent better” than EU’s growth of 2 per cent a year, regardless of changes in the size of
the labour force.

2. Non-farm, business sector output per hour vs whole economy output per person: Another reason is
that many productivity comparisons are not carried out on a like-for-like basis. The convention in the
US is to quote productivity data on a per hour basis for the “non-farm, business sector” (ie having
stripped out low-productivity farming and government). Not surprisingly, US productivity growth
seems stronger once one strips out areas where it is weak. By contrast, the convention in Europe is to
quote productivity data on a whole economy, per employee basis. As average hours worked has been
consistently declining, quoting the data on a per employee basis tends to reduce measured productivity
growth. To compare like with like in this paper, we have used a whole economy, per-hour productivity
measure based on OECD data for the US and for Europe.

7 The regressions use annual data from 1972–2004 for the US and 1981–2004 for the EU. For the US the sensitivity was highest if the
employment term was lagged by one year, while current employment worked best for the EU. As both productivity and the employment
rate tend to be pro-cyclical, 0.4 is likely to represent the lower bound of this eVect.

8 See “Euro Area Policies: Selected Issues”, IMF, August 2004.
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3. Downward bias in initial European GDP estimates?: In the first four years of EMU, initial estimates
of annualised GDP growth in Euroland have subsequently been revised up by 0.4 per cent on average
(see “Statisticians Selling Euroland Short?,” European Economics Weekly 04/29, 16 July 2004). It is too
early to say whether the under-reporting of Euroland growth is due to a systematic bias or simply that
oYcial data are slow to identify turning points. However, we can say that there has been a systematic
downward bias in the initial reporting of UK GDP (worth around ² per cent annualised). While there
is no evidence of systematic bias in early US GDP estimates, it so happens that over the same period
1999 to 2002, GDP has been revised down by 0.4 per cent on average. Thus, in the four years after the
start of EMU, the gap in quarterly annualised GDP growth rates between the US and Euroland is now
² per cent smaller, on average, than initially reported. This is important because financial markets and
the media typically focus on the initial data, without paying any attention to subsequent revisions,
especially if they occur a year or so after the event. The revisions to GDP impact almost entirely on
relative productivity growth (revisions to labour data are typically much smaller because it is easier to
count heads than to measure output). This reinforces the perception that Euroland productivity badly
underperforms the US.
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4. Smoothed vs unsmoothed data: Finally, we have compared 10 year averages of data smoothed using
a Hodrick-Prescott filter. Were one to use unsmoothed data and five year periods, the EU performance
relative to the US would look better during the first five years (1.8 per cent vs 1.6 per cent) but worse
over the last five years (1.5 per cent vs 3.0 per cent). In smoothing the data in this way, we have de-
emphasised the US’s strong outperformance in recent years. In our view, however, the volatility of
productivity growth is such that it is diYcult to draw firm conclusions from unsmoothed data over
shorter periods. The standard deviation of EU and US annual productivity growth is about 1 per cent.
Assuming no correlation between the two, this implies that the standard deviation of the diVerence
between the simple five year averages is the square-root of 2/5 or 0.63; a wide range indeed. Moreover,
while the acceleration in US productivity growth over the past five years can be explained by
improvements in information and communications technology (ICT), it is diYcult to come up with a
good explanation for why European productivity growth was so much better in the early to mid-1990s
(EU 15 productivity growth averaged 2.9 per cent between 1990 and 1995). Part of the explanation—at
least on the European side—is likely to be productivity growth is simply volatile.
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Lies, Damn Lies, and Measurement Issues

A book could be written on the diVerences in national accounts methodologies across countries and the
OECD has a permanent working party devoted solely to “the development and improvement of
internationally comparable methodologies in order to allow users to better compare the growth and the
levels of national accounts variables.” A detailed description of these diVerences is beyond the scope of
this paper and this box provides a short summary of some of the measurement issues relating to EU/
US productivity comparisons. By their nature, it is diYcult to quantify the aggregate impact of these on
measured productivity (if they could be easily measured, they would already have been corrected).

1. Hedonic vs non-hedonic deflators of tech output. A number of European statistical agencies do not
make full allowance for the improvement in computers and other tech hardware. Countries aVected by
this include Germany (until 2002), Italy and the UK but not France, Denmark and Sweden. Essentially,
the “European” method simply counts the number of computers as the measure of output in this sector,
while the US hedonic deflators take account of the increasing, power of computers over time. The
importance of this diVerence is a function of the value added by the ICT sector as a proportion of total
GVA. Note, however, that those countries which do not use hedonic deflators for final output also do
not use them for intermediate inputs, significantly oVsetting the overall eVect on GDP. Studies that have
only, considered the impact on final output have tended to overestimate the importance of the eVect. A
bottom-up analysis of productivity developments using US-style price deflators to deflate European
sector GVA suggest that Europe’s relative productivity growth performance is not significantly
improved.9 However, research in this area is still ongoing.

2. Treatment of software: business investment or business expense? The statistical agencies of most EU
countries classify expenditure on software as a business expense, while in the US it is classified as
investment. Thus, expenditure on software appears in final output in the US but not in the EU, However,
this eVect is mitigated by the balancing process between the expenditure-based estimate of GDP and the
income and output estimates.

3. Italy’s grey market. The significant size of Italy’s “grey” or informal economy artificially boosts the
level of measured EU labour productivity relative to the US. This is because much of the output of the
informal economy is ultimately captured in national output, while those employed in this sector are not
registered as such. This boosts measured output per hour that is (oYcially) worked. Quite how much
Italy’s measured productivity benefits from this depends on the relative size of its informal economy.
On some estimates, it accounts for as much as 27 per cent of GDP, vs only 9 per cent in the US.10

However, other estimates are smaller and not all of this output will make it into measured GDP. In
recent years, labour reforms have resulted in the legitimisation, of many, of those employed in Italy’s
informal economy, thereby boosting measured employment growth. Thus, while the existence of a large
informal economy has boosted the level of Italian productivity, the legitimisation of the sector is
reducing measured Italian productivity growth.

Section 2: Reforming the European Economy

Reform Process Progressing at a National Level

The perception that Europe is a significant underperformer typically goes hand in hand with a belief that
Europe’s reform process is progressing too slowly. While faster progress could have been made in specific areas
(outlined below), one should not overlook some notable labour market reform successes since 2000. These
include the Hartz reforms in Germany, some loosening of restrictions on working more than 35 hours a week
and on overtime in France and the reduction of employers’ social obligations to part-time workers in France
and Italy.

Arguably the most important driver of labour market restructuring in western Europe currently is not
government legislation, however, it is the threat of eastern European relocation. A large number of German
companies, in particular, have used the threat of relocation to push through tough pay deals and/or negotiate
longer working hours.
9 The industry level data has been developed by the Groningen Growth and Development Centre (GGDC).
10 “Size and measurement of the informal economy in 110 countries around the world”, Schneider, World Bank Working Paper, July

2002.
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All of these developments are likely to have lowered the EU’s NAIRU and raised its equilibrium employment
rate. The extent to which they have done so will only become clear once the cyclical recovery is fully underway.

The EU’s Important Role in Improving Growth and Competitiveness

The European Union (as an institution) makes an important contribution to European productivity and
employment. The creation of a large single market for goods and capital increases economies of scale and
allows for a more eYcient allocation of resources. This has been more than just a once-oV eVect in the
aftermath of the formal creation of the single European market in 1992–93—the impact that eastern European
accession on western European companies is just the latest example of the eVects of the widening of the single
market in practice. More progress could be made in this regard if EU member states fully enforced existing
EU internal market directives.

Table 3

RECENT REFORMS/CHANGES IN EU LABOUR MARKET

Reform/Change Tend _`

NAIRU

Germany Hartz reforms `

France More flexible rules for hiring/firing part time workers `

Increase legal overtime hours from 120 to 220 `

More exemption for SMEs on 35-hr week `

Italy More flexible rules for hiring/firing part time workers `

SMEs to have more flexibility in hiring/firing `

General Threat of Eastern European relocation `

While the EU has played an important role in boosting productivity and employment, the role of the Lisbon
Strategy itself has been minimal. It is notable that each of these legislative changes mentioned in Table 3 were
driven by and tailored for national circumstances. Indeed, it is diYcult to think of a single instance where the
Lisbon Strategy has resulted in the implementation of a reform which would not have been implemented in
its absence.

Where Lisbon Went Wrong: Too Many Objectives, With No Realistic Implementation Strategy

In addition to Lisbon’s better known objectives for growth and employment, other “key” objectives include
everything from creating an information society for all, to promoting social inclusion and working towards
an environmentally sustainable future. While these are all worthy objectives, it is questionable whether they
belong in a strategy whose principal objective is to transform the EU into “most dynamic and competitive
economy in the world.” EVective policy requires the prioritisation of objectives in the face of limited political
and economic resources. If everything is a goal, then nothing is a goal.

A more fundamental problem with Lisbon was the absence of an eVective implementation mechanism. As
many of the areas covered by the Strategy encroached upon national competencies, implementation was to
take place through an “open method of coordination”. In eVect, this means that cooperation only takes place
on a voluntary basis, with the European Commission ensuring that member states are aware of each others
policies and progress. Predictably, with neither a carrot nor a stick to further the reform process, national
governments have rarely “coordinated”.
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The Kok Report: A Proposal for Reforming the Lisbon Strategy

At the 2004 spring EU Council meeting, former Dutch Prime Minister Wim Kok was appointed to head an
independent expert group reviewing the first five years of the Lisbon Strategy. The resulting Kok Report was
published on 4 November 2004 and is likely to form the basis of the changes implemented in the mid-term
review (the Kok Group’s key proposals are set out in Appendix 2).

The Kok Report blames the disappointing progress on a combination of a poor external environment since
2000 and a lack of political urgency. It is diYcult to argue with this. The Lisbon Strategy itself also comes in
for criticism. According to the Kok Group, Lisbon’s “disappointing delivery is due to an overloaded agenda,
poor coordination and conflicting priorities.”

The Kok Report has made some useful suggestions. These include:

— The publication by the Commission of a list of internal market legislation still awaiting
implementation in each of the 25 Member States, to be annexed to the Spring European Council
conclusions; and

— The publication by the European Commission, ahead of the Spring European Council every year,
of an annual league table of Member State progress towards achieving 14 key economic indicators
and targets relating to the Lisbon Strategy. These include the employment rate, spending of R&D
and educational attainment.

However, while the Kok Group identifies an overloaded agenda as playing a key role in Lisbon’s failure to
date, it shies away from proposing a significant narrowing of the objectives, arguing that “each element of the
Lisbon strategy is still needed for the success of the whole.” Of Kok’s key recommendations, it is diYcult to
see how arguing for “more progress . . . in the area of e-government” or the “development and diVusion of
eco-innovations” would materially further European growth and competitiveness. Nor does the Kok Report
challenge the general principal of open coordination. Overall, the Kok Group’s proposals is unlikey to make
the Lisbon Strategy any more focused, or make implementation significantly easier.
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Some Proposals to Reinvigorate European Reform

1. Completing the single market: Whether the EU’s collective responsibility should extend to the areas that
the Lisbon Strategy address is a moot point—there is little realistic prospect of national governments giving
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up these competencies. EU member states should instead concentrate on completing the single market. There
are numerous examples of existing EU single market legislation that have not been fully implemented and of
sectors where domestic markets and companies remain protected from competition (eg energy, transport, and
even financial services). The persistence of market segmentation is reflected in a lack of cross-border M&A
activity in Europe—more than a decade after the formal creation of the single market and six years after start
of EMU, there are few genuinely pan-European firms in many industries.

According to the European Commission’s Internal Market Scoreboard, France and Germany—the two
countries most closely associated with the “European Project”—rank as two of worst three oVenders in terms
of failing to implement EU internal market directives. By contrast, Denmark and the UK—the EU’s
traditionally more eurosceptic countries—are two of the best three performers.

2. Regulatory reform: Early last year, the UK, Dutch, Irish, and Luxembourg governments published a joint
paper calling for a simpler regulatory framework “that was more alert to the economic implications of
regulation” (see “Joint Initiative on Regulatory Reform”, 26 January 2004). Such an approach is necessary
at a national and EU level. In particular, in many European countries there remains a prohibitive amount of
red tape in the retail sector. Other than the ICT-producing sector, the major US productivity success in recent
years has been the performance of wholesale and retail trade. The development of large out-of-town retailers
with economies of scale and heavy use of technology has been encouraged by less restrictive planning
regulations and an absence of restrictions on opening hours.

A common counter-argument against deregulation of the retail sector is that it is worth protecting small
ineYcient retailers because their existence creates a positive externality. This is dubious: most consumers
(especially the less well-oV) are more concerned with cheaper food than a richer shopping experience.

3. Transforming the Lisbon Strategy into a more eVective pressure mechanism: The role of the Lisbon
Strategy will inevitably be limited to one of advocacy: promoting the need for reform in Europe and
highlighting national reform successes and failures. As it stands, the Lisbon Strategy is little more than an
inexhaustive wish list. To be more eVective as a pressure mechanism for reform, the objectives of the Libson
Strategy should focus to a much greater extent on raising employment and productivity.

Estimating the impact on EU productivity: There are, of course, a large number of other reforms/changes that
would benefit European growth but these are the three areas in which we believe significant progress could be
made at a European level. The accompanying table, which is reproduced from a European Commission study,
provides an estimate of the extent to which European labour productivity growth would benefit from these
and other changes.11 This table should not be viewed as the “last word” on the drivers of productivity—we,
for instance, would have seperately estimated the eVect of a change in employment rate and a change in
average hours worked. But the Commission’s estimates provide a very useful benchmark.

Table 4

WHAT DRIVES PRODUCTIVITY?

Major Determinants

Physical Investment and Regulation (Capital Deepening)

1. Physical Investment

2. Regulation

Knowledge Investments (TFP)

3. R&D

4. Education

5. Ageing

6. Openness & Market Size

Hours Worked (Capital Deepening)

7. Labour Utilisation

Potential Change

Permanent 1% rise in investment share

EU moving to US levels of regulation

Permanent 1% pt rise in R & D spending

Permanent 1 year increase in avg. education level

Permanent 10% pt decline in youth dependency ratio

Permanent 10% pt rise in intra-EU trade

Permanent 1% increase in total hours worked

Effect on Annual
Labour Productivity
Growth

0.05

0.15

0.60

0.45

-0.25

0.10

-0.25

Source: Denis, McMorrow and Röger (2004)

11 “An analysis of EU and US productivity developments”, Denis, McMorrow, Roger, European Commission Economic Papers, July 2004.



3212538010 Page Type [E] 09-03-06 13:13:41 Pag Table: LOENEW PPSysB Unit: PAG4

58 a european strategy for jobs and growth: evidence

29 November 2005

The Likely Outcome of the Mid-Term Review

The Commission plans to announce its proposals to revive the Lisbon Strategy in early February. The new
head of the Commission, Jose Manuel Barroso, has said that boosting European growth is the main goal of
his presidency.

Member states are also likely to provide their own ideas for reprioritisation ahead of the March summit. The
more “Anglo-Saxon” EU member states—the UK, the Dutch, the Irish and a number of the new EU member
states—are likely to push for a narrower focus on employment and growth, with proposals based on their
regulatory reform paper. But France and Germany are likely to resist any “Anglo-Saxon” shift in EU policy,
in particular, the de-prioritisation of the social and environmental objectives of the Lisbon Strategy.

Given the political sensitivities involved, we expect the mid-term review to go as far as the Kok Group
proposals but no further. There is likely to be some limited narrowing of the objectives, a more explicit role
for the EU Commission in “naming and shaming” member states that are not performing well but little in the
way of hard action.

Over the remaining five years of the Lisbon Strategy, it appears likely that the pace of European reform will
be dictated by national circumstances, with some countries making more progress than others. Given such a
“portfolio” of reform agendas, progress for the Europe as a whole is likely to remain steady but not dramatic.

Section 3: The Future of European Growth

What are the prospects for future growth? In this section we outline a projection for EU economic growth
over the next 10 years, based on estimates for working age population employment, average hours worked
and productivity.

Population growth and proportion of working age population: We have used oYcial projections from the EU
Commission from 2000.12 Of each of the inputs into our projections, the demographic estimates are the least
subject to uncertainty. Birth/death rates and migration flows change over time and can be significant for
individual member states but, for the EU as a whole, the changes tend to be small relative to the overall
population. The Commission’s estimates suggest that population growth will slow to a little under !0.2 per
cent a year and that a decrease in the proportion of working age will drag a little under !0.2 per cent a year.
The net eVect is that the total of working-age population will be broadly stable over the next 10 years. This
compares with growth of !0.4 per cent a year over the last 10 years.

Employment rate: Our central projection is that the employment rate will continue to rise at a rate of 0.5 per
cent a year over the next 10 years, around half the pace envisaged by the Lisbon Strategy. Much of the rise
will be accounted for by an ongoing rise in female labour market participation (the employment rate amongst
younger women is much higher than amongst older women and, as those of working age are gradually
replaced by younger “cohorts”, the average female employment rate will almost inevitably rise). Europe can
take encouragement from the continued rise in the employment rate during the cyclical downturn of the past
three years. In our pessimistic and optimistic scenarios, we pencil in a change in the employment rate of
!0 4 per cent and !0.6 per cent respectively.

Based on the past relationship between changes in employment and productivity, a 0.5 per cent a year rise in
the employment rate should knock 0.2 per cent oV European productivity growth over the next 10 years.

Average hours worked: We expect EU growth to be boosted by a stabilisation in the decline of average hours
worked. A key consideration here for the overall growth projection is whether productivity growth is impacted
by changes in average hours worked in the same way as it is impacted by changes in the employment rate. If
it were, then a stabilisation or rise in Euroland average hours worked could dampen future Euroland
productivity growth, oVsetting the overall impact on GDP growth.
12 The Commission is in the process of updating its EU population growth estimates, having consulted with each of the member states

to agree on a common methodology. The results will be pulbished later this year. Early indications are that the projections will be little
changed from the 2000 “vintage” but that population growth is expected to be a little stronger.
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Table 5

EUROPEAN GROWTH AND ITS SOURCES OVER THE NEXT 10 YEARS

2004–14, Average Annual Growth Rates EMU EU15

GDP Growth equals changes in 2.1 2.2
Population 0.1 0.2
plus Productivity (GDP/Hour) 1.8 1.8
plus Labour Utilisation 0.2 0.2
Of which Average Hours Worked "0.1 "0.1

Employment Rate 0.5 0.5
Working Age Population "0.2 "0.2

Table 6

EUROPEAN GROWTH—DOWNSIDE AND UPSIDE RISKS

EU15
2004–14, Average Annual Growth Rates Pessimistic Central Optimistic

GDP Growth equals changes in 1.7 2.2 2.7
Population 0.2 0.2 0.2
plus Productivity (GDP/Hour) 1.6 1.8 2.0
plus Labour Utilisation "0.1 0.2 0.5
Of which Average Hours Worked "0.3 "0.1 0.1

Employment Rate 0.4 0.5 0.6
Working Age Population "0.2 "0.2 "0.2

The good news for Europe’s future growth prospects is that, empirically, productivity growth does not appear
to be sensitive to changes in average hours worked in the way that it is sensitive to changes in the employment
rate.13 Thus, while the marginal employee is less productive than the average, the marginal hour worked is not.
This is true of both the US and Euroland. It also makes intuitive sense: a change in the employment rate will,
all else equal, lower the capital to labour ratio but a change in average hours worked will not.

In our central scenario, we envisage average hours falling 0.1 per cent a year over the next 10 years. In the
optimistic scenario, the increase in European industrial hours worked in 2004 represents the start of a
fundamental shift and average hours worked increases at a pace of 0.1 per cent a year. In the pessimistic
scenario, average hours worked continues to fall sharply.

Productivity: In our central scenario, EU productivity is assumed to grow by 1.8 per cent a year, unchanged
from the 1994-2004 period. “Underlying” productivity is expected to rise 2.0 per cent a year, with a continued
drag from a rise in the employment rate. In the optimistic scenario, we assume that Europe benefits from the
diVusion of recent US productivity gains and rises 2.0 per cent (with underlying productivity rising 2.2 per cent
a year). In the pessimistic scenario, productivity growth averages 1.6 per cent a year.

Growth Likely to Average 2.2 per cent Over Next 10 Years

Bringing each of these factors together, our central scenario envisages growth being maintained at an average
annual rate of 2.2 per cent a year, with a smaller contribution from working age population growth relative
to the last 10 years being oVset by a smaller negative contribution from average hours worked. Given the
demographic constraints within which the EU operates, this would be a satisfactory performance. GDP per
capita would continue to grow broadly in line with the US.

In the best case scenario, European growth could average as much as 2.7 per cent a year over the next 10 years.
In the worst case scenario EU GDP growth could average as little as 1.7 per cent.
13 In a similar regression to before with annual data from 1972–2004 for the US and 1981–2004 for the EU, we have added average hours

worked per employee along with the employment rate as a separate explanatory variable. In such a regression, the average hours worked
term in both regions is not significant and, in the case of the US, the coeYcient actually has the wrong sign.
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Section 4: Investment Implications

US GDP has been growing faster than the EU for the past 30 years. However, this outperformance has been
driven primarily by faster working-age population growth. Over the past 10 years, the EU GDP per capita
growth has kept pace with the US, with fractionally slower productivity growth being oVset by a rise in labour
utilisation. While there are many uncertainties, we expect a similar pattern over the next 10 years.

For financial markets, the key insight is that slower EU GDP growth driven by weaker working-age
population growth should not result in a lower return on Euroland assets. With open capital markets, the risk-
adjusted rate of return should converge across economies. But even in the absence of open capital markets,
many economic models imply that the rate of return is dictated by productivity growth or GDP per capita
growth, not GDP growth. 14

This point is borne out empirically:

— Rates of return are just high in Europe: Recently updated estimates from a paper published last year
by Ben Broadbent, Dirk Schumacher and Sabine Schels suggest that rates of return are just as high
in Europe as they are in the US (see “No gain without pain—Germany’s adjustment to a higher cost
of capital,” Global Economics Paper No 103, 26 February 2004).

— European equities do not underperform in the longer run: The accompanying graph compares
European and US total equity returns in common currency term back to 1973 (this is the longest
comparison as we can make on a like-for-like basis). Over this period the US economy has
cumulatively grown 50 per cent more than the EU 15 in real terms, yet European total equity returns
have slightly outperformed the US.
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Euroland interest rates likely to remain low for long. Finally, while the focus of this paper has been on Europe’s
long term performance, there are also shorter-term implications for monetary policy. If, as we argue, there has
been no structural deterioration in the Europe’s economic performance, this only serves to serves to highlight
how disappointing actual GDP has been relative to its potential in the past three years. Europe’s problem (or,
specifically, Euroland’s problem) since 2001 has been primarily cyclical rather than structural in nature.
Euroland has a significant output gap, with the consequences of this being seen in a decline in Euroland wage
inflation and, more recently, in inflation itself.15 With Euroland’s cyclical recovery faltering once again in
2004H2 and following the sharp appreciation of the euro, we expect the ECB to cut interest rates to 1.5 per
cent during the course of 2005. Even in the absence of this final cut, however, the extent of the spare capacity
in Euroland implies that rates are going to remain low for some considerable time.
14 In a “Ramsey” model with optimising agents and a standard constant relative risk aversion utility function, the equilibrium rate of

return is given by solving the so-called Euler equation. This implies that the rate of return%discount rate!(rate or time
preference)*(rate of technology change). Depending on how the model is formulated, the technology term is sometimes interchanged
with GDP per capita. The key point is, however, that the equilibrium rate of return is not a function of labour growth.

15 See “Room to Grow”, Euroland Weekly Analyst, 15 October 2004.
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APPENDIX 1

A SUMMARY OF THE LISBON STRATEGY16

In the Lisbon Strategy, the EU heads of state set out a “new strategic goal for the next decade: to become the
most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic
growth with more and better jobs and greater social cohesion.” It was argued, furthermore, that “if the
measures set out . . . (were) implemented against a sound macro-economic background, an average economic
growth rate of around 3 per cent should be a realistic prospect for the coming years.”

The original Lisbon Strategy was broken into three sections. One which, broadly speaking, focused on
productivity and technology, one focusing on employment and social issues and one on implementation.
Supplementary objectives and targets were added at later European Council meetings. Environmental objectives
were included at the Gothenburg summit in June 2001.

1. “Preparing the Transition to a Competitive, Dynamic and Knowledge-Based Economy”

(i) An information society for all: “The Council and the Commission are invited . . . to draw up a
comprehensive eEurope Action Plan . . . Every citizen must be equipped with the skills needed to live and work
in this new information society . . . realising Europe’s full e-potential depends on creating the conditions for
electronic commerce and the Internet to flourish”. In particular, the Council calls on member states “to adopt
as rapidly as possible during 2000 pending legislation on the legal framework for electronic commerce, on
copyright and related rights, on e-money, on the distance selling of financial services, on jurisdiction and the
enforcement of judgments, and the dual-use export control regime” . . . “to work towards introducing greater
competition in local access networks” . . . “to ensure that all schools in the Union have access to the Internet
and multimedia resources by the end of 2001” . . . and . . . “make available in all European countries low cost,
high-speed interconnected networks for Internet access.”

(ii) Establishing a European area of research and innovation: Member states and the Commission should
“develop appropriate mechanisms for networking national and joint research programmes on a voluntary
basis”, “improve the environment for private research investment, R&D partnerships and high technology
start-ups, by using tax policies, venture capital and EIB support” and “take steps to remove obstacles to the
mobility of researchers in Europe by 2002 and to attract and retain high-quality research talent in Europe.”
Spending on R&D should rise to 3 per cent of GDP.

(iii) Creating a friendly environment for starting up and developing innovative businesses, especially SMEs:
“Further eVorts are required to lower the costs of doing business and remove unnecessary red tape, both of
which are particularly burdensome for SMEs. The European institutions, national governments and regional
and local authorities must continue to pay particular attention to the impact and compliance costs of proposed
regulations, and should pursue their dialogue with business and citizens with this aim in mind.” Member states
and the commission should set up a “benchmarking exercise on issues such as the length of time and the costs
involved in setting up a company, the amount of risk capital invested, the numbers of business and scientific
graduates and training opportunities . . . and . . . draw up a European Charter for small companies.”

(iv) Economic reforms for a complete and fully operational internal market: “Rapid work is required in order to
complete the internal market in certain sectors and to improve under-performance in others. . . . An eVective
framework for ongoing review and improvement . . . is also essential. . . . Moreover, fair and uniformly
applied competition and state aid rules are essential for ensuring that businesses can thrive and operate
eVectively on a level playing field in the internal market.” Member states and the commission should “set out
by the end of 2000 a strategy for the removal of barriers to services”, speed up liberalisation in areas such as
gas (2007), electricity (2007), postal services (2006) and rail transport (2008), “conclude work in good time on
the forthcoming proposals to update public procurement rules . . . in order to allow the new rules to enter into
force by 2002”, “to set out by 2001 a strategy for further coordinated action to simplify the regulatory
environment.”

(v) EYcient and integrated financial markets: “EYcient and transparent financial markets foster growth and
employment by better allocation of capital and reducing its cost. . . . It is essential to exploit the potential of
the euro to push forward the integration of EU financial markets.” To accelerate financial market integration
16 The full Lisbon Strategy cannot be found at any single source, as the Strategy was added to and amended significantly at subsequent

Council meetings. However, each of the relevant documents can be found at the website of the European Council(http://ue.eu.nt).
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the Financial Services Action Plan17 should be “implemented by 2005”, “ensure full implementation of the
Risk Capital Action Plan by 2003.”

(vi) Coordinating macro-economic policies: fiscal consolidation, quality and sustainability of public finances:
Member states and the Commission should “alleviate the tax pressure on labour and especially on the
relatively unskilled and low-paid, improve the employment and training incentive eVects of tax and benefit
systems”, “redirect public expenditure towards increasing the relative importance of capital accumulation—
both physical and human—and support research and development, innovation and information
technologies” and ensure the long-term sustainability of public finances.”

2. Modernising the European Social Model by Investing in People and Building an Active

Welfare State

(i) Education and training for living and working in the knowledge society: Member states should take steps to
meet targets including “a substantial annual increase in per capita investment in human resources”, “the
number of 18 to 24 year olds with only lower-secondary level education who are not in further education and
training should be halved by 2010” and “a common European format should be developed for curricula vitae,
to be used on a voluntary basis, in order to facilitate mobility by helping the assessment of knowledge acquired,
both by education and training establishments and by employers.

(ii) More and better jobs for Europe: developing an active employment policy: Member states and the
Commission should be “giving higher priority to lifelong learning as a basic component of the European social
model”, “increasing employment in services”, and “furthering all aspects of equal opportunities, including
reducing occupational segregation, and making it easier to reconcile working life and family life, in particular
by setting a new benchmark for improved childcare provision.”

“The European Council considers that the overall aim of these measures should be, on the basis of the
available statistics, to raise the employment rate from an average of 61 per cent today to as close as possible
to 70 per cent by 2010 (67 per cent by 2005) and to increase the number of women in employment from an
average of 51 per cent today to more than 60 per cent by 2010 (57 per cent by 2005).” And a progressive
increase of about five years in the average age at which people stop working.

(iii) Modernising social protection: “The European social model, with its developed systems of social
protection, must underpin the transformation to the knowledge economy. However, these systems need to be
adapted as part of an active welfare state . . .” Member states should “strengthen cooperation between
Member States by exchanging experiences and best practice” and, with the Commission, study “the future
evolution of social protection from a long-term point of view, giving particular attention to the sustainability
of pensions systems.”

(iv) Promoting social inclusion: “Steps must be taken to make a decisive impact on the eradication of poverty
by setting adequate targets.” Member states and the Commission should “promote a better understanding of
social exclusion through continued dialogue and exchanges of information and best practice, on the basis of
commonly agreed indicators; the High Level Working Party on Social Protection will be involved in
establishing these indicators” and “develop priority actions addressed to specific target groups (for example
minority groups, children, the elderly and the disabled).”

3. Putting Decisions into Practice: A More Coherent and Systematic Approach

No treaty-based changes were introduced to help with the implementation of the Lisbon Strategy. The hope
was that implementation would be achieved by introducing an “open method of coordination” (essentially
learning from the successes of other Member States and publishing performance tables to gauge the progress
with respect to the targets). Specifically, it was envisaged that:

— Fixed guidelines for the Union would be combined with specific timetables for achieving the goals
which they set in the short, medium and long term;

— Establishing, where appropriate, quantitative and qualitative indicators and benchmarks against the
best in the world and tailored to the needs of diVerent Member States and sectors as a means of
comparing best practice;

17 The FSAP is a package of legislative and non-legislative measures presented in 1999 to create an EU market for wholesale and retail
financial services.
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— Translating these European guidelines into national and regional policies by setting specific targets
and adopting measures, taking into account national and regional diVerences;

— Periodic monitoring, evaluation and peer review organised as mutual learning processes.

— This would be coupled with a stronger guiding and coordinating role for the European Council. The
European Council held every Spring would be used to “define the relevant mandates and ensure that
they are followed up”.

Other

An “environmental dimension” was added to the Lisbon Strategy at the Gothenburg Summit in June 2001.
First and foremost this emphasised a desire to satisfy Europe’s obligations under the Kyoto protocol. Namely,
to reduce greenhouse gas emissions to 92 per cent of their 1990 level by 2010.

APPENDIX 2

KOK REPORT KEY RECOMMENDATIONS

1. Creating a “Knowledge Society”

(a) The EU needs to draw more of the best and brightest researchers in the world by raising its attractiveness.
Therefore, the 2005 Spring European Council should agree to prepare an action plan to reduce the
administrative obstacles for moving to and within the EU for world-class scientists and researchers and their
dependants. This action plan should be implemented by spring 2006. Fast-track work permit and visa
procedures should be introduced for researchers and the mutual recognition of professional qualifications
must be improved.

(b) To foster scientific excellence, the European Parliament and the Council should agree by the end of 2005
(within the scope of the seventh framework programme for research) on the establishment of an autonomous
European Research Council (ERC) to fund and coordinate long-term basic research at European level.

(c) Member States should give more and better follow-up to the eEurope 2005 action plan, in order to reap
the full benefits of ICTs. In particular, more progress is required in the area of e-government: Member States
must also boost the accessibility of broadband to reach at least 50 per cent by 2010.

(d) The time has come for the Council to adopt the Community patent or drop it. Agreement should be
reached on this fundamentally important piece of legislation before or at the 2005 Spring European Council.
The agreement must ensure that the Community patent really does reduce the complexity, time and costs of
protecting intellectual property. This is why the High Level Group appeals to the European Council to
overcome the outstanding language issue.

2. Completing the Internal Market

(a) At the beginning of 2005, the Commission should produce a full list of internal market legislation still
awaiting transposition in each of the 25 Member States, to be annexed to the Spring European Council
conclusions. This list should be sorted by Member State, beginning with the worst oVender.

In the light of this scoreboard, the 2005 Spring European Council should set a final deadline by which
transposition should be completed.

(b) The European Parliament and the Council should agree on legislation to remove obstacles to the free
movement of services by the end of 2005. There must then be a clear commitment on the part of Member States
to ensure that national rules are not used as an excuse to hinder or block service providers based in other
Member States; the Commission should treat the enforcement of this requirement as a priority.

(c) The Council should adopt the remaining financial services action plan (FSAP) legislation before spring
2005. Member States should, before the end of 2005, transpose the relevant FSAP measures into national law.



3212538014 Page Type [E] 09-03-06 13:13:42 Pag Table: LOENEW PPSysB Unit: PAG4

64 a european strategy for jobs and growth: evidence

29 November 2005

(d) The Commission should draw up a strategy for reducing barriers to cross border clearing and settlement
before the Spring 2005 European Council.

(e) The Commission should also, before the end of 2005, present an analysis and suggestions for action to
facilitate the integration of retail financial markets.

3. Creating the Right Climate for Entrepreneurs

(a) The European Commission should continue to develop its instrument for analysing the impact of
legislative proposals so that the objectives of competitiveness and sustainable development are incorporated
more eVectively.

(b) The Commission and the Member States should agree on a common definition of administrative burden
before or at the Spring 2005 European Council. The Commission must assess the cumulative administrative
burden on companies and set a target for reducing this burden. Similarly the Member States must undertake
an analysis of their national law and set themselves a target for reducing the national administrative burden.
Both the Commission and Member States should indicate before July 2005 by how much and by when they
are going to reduce the administrative burden in key priority sectors.

(c) Member States must drastically reduce the time, eVort and cost of setting up a business by the end of 2005.
The objective should be to converge towards the average performance of the current best three Member States.
The introduction of a one-stop shop for setting up a business is highly recommended.

4. Improving the Labour Market

(a) Member States, in close consultation with social partners, should report on the implementation of the
recommendations of the European Employment Taskforce they endorsed in March 2004, including
employment performance and sustainability of social systems, so that the 2005 Spring Council can assess the
progress made. The Social AVairs Council should coordinate this assessment.

(b) Members States in close cooperation with social partners should adopt national strategies for lifelong
learning by 2005, in order to address the rapid technological change, to raise labour market participation, to
reduce unemployment and to enable people to work longer.

(c) Member States should develop a comprehensive active ageing strategy by 2006. An active ageing strategy
requires a radical policy and culture shift away from early retirement, towards three key lines for action:
providing the right legal and financial incentives for workers to work longer and for employers to hire and
keep older workers; increasing participation in lifelong learning for all ages, especially for low-skilled and
older workers; and improving working conditions and quality in work.

5. Working Towards an Environmentally Sustainable Future

(a) The Commission, Council and Member States should promote the development and diVusion of eco-
innovations and build on existing European leadership in key eco-industry markets.

(b) The Commission should report on overall progress of the EU environmental technology action plan
(ETAP) when reporting to the Spring 2005 European Council. Member States should set a roadmap for the
implementation of the ETAP, identifying concrete measures and deadlines, in particular as regards its research
dimension (notably technology platforms) and SME support (risk capital) and getting prices right through the
removal of harmful subsidies.

(c) National and local authorities should set up action plans for greening public procurement by the end of
2006, focusing in particular on renewable energy technology and new vehicle fuels. The Commission should
facilitate the dissemination of good practice among Member States and public authorities.

6. Implementing the Lisbon Strategy

(a) The 2005 Spring European Council should revitalise the Lisbon strategy. It should send a clear message
to engage national governments and citizens in its implementation. The European Council must consistently
ensure that suYcient time and attention are dedicated to assessing the progress in achieving the Lisbon goals.

(b) The High Level Group advises the EU and Member States to focus on growth and employment in order
to underpin social cohesion and sustainable development.



3212538014 Page Type [O] 09-03-06 13:13:42 Pag Table: LOENEW PPSysB Unit: PAG4

65a european strategy for jobs and growth: evidence

29 November 2005

(c) The President of the Commission should focus his mandate on driving the Lisbon strategy forward.

(d) The Spring 2005 European Council should indicate what progress has been made in establishing
partnerships for reform, called for in the Spring 2004 European Council, in order to gather citizens, social
partners, stakeholders and public authorities around the key priorities of growth and employment.

(e) At the Spring 2005 European Council, Heads of State or Government should commit themselves to
delivering the agreed reforms. National governments should present a national action programme before the
end of 2005. In order to engage all the forces around this key objective, these national programmes should be
subject to debate with national parliaments and social partners.

(f) The Spring 2005 European Council should invite the Council to adopt at the latest by July 2005 the BEPGs
and employment guidelines, which must fully reflect the focused objectives of growth and employment. These
guidelines should be adopted for a period of four years, covering two cycles of national programmes, in order
to ensure both instruments are as coherent and internally consistent as possible.

(g) The European Parliament could establish a standing committee on the Lisbon strategy for growth and
employment.

(h) The EU budget should as far as possible be reshaped to reflect the Lisbon priorities. Part of this reshaping
should be an analysis of the possibilities to introduce budgetary incentives to encourage Member State
achievement of Lisbon targets.

(i) The European Commission should deliver, to the Spring European Council in the most public manner
possible, an annual league table of Member State progress towards achieving the 14 key indicators and targets.
Countries that have performed well should be praised, those that have done badly castigated.

(j) Communications and communication strategy within the European Commission should be reviewed and,
where necessary, reformed to ensure they meet the highest possible standards before the Spring European
Council in 2005.

Examination of Witness

Witness: Mr Kevin Daly, Goldman Sachs, examined.

Q92 Chairman: Welcome and thank you very much experienced an acceleration in productivity growth
for coming. Is there anything you would like to say to that Europe has yet to share. On employment Europe
us before we start asking questions? has done much better than the US, albeit from a
Mr Daly: There is. I have a short prepared statement. much lower EU employment rate. Progress has not

been uniform across Europe. The growth and
employment performances of some EU countriesQ93 Chairman: So long as it is short, that is fine.
have been superior to the US over the past 10 years.Mr Daly: It is short. Thank you, my Lord Chairman.
Countries falling into this category include Ireland,In my opening remarks I would like to briefly address
Sweden and the UK. At the other extreme Italy isthree issues: first, to what extent has Europe’s long-
rapidly losing ground to the rest of the EU. On theterm economic performance been disappointing;
second issue, some important reforms have recentlysecond, are reforms taking place in EU countries
been made in European countries which are likely towhich are likely to boost this economic performance;
boost employment and growth in the years ahead.and finally has the Lisbon Agenda been instrumental
Examples of these include the important Hartzin driving these reforms. On the first issue, I
reforms in Germany, more flexible rules for hiringwould argue that Europe’s long-term economic
and firing part-time workers in France, andperformance is routinely portrayed too negatively.
reductions in the cost of dismissal in Spain. However,Within the tight demographic constraints that the
perhaps the most important change to WesternEU operates, it has performed reasonably well in the
European labour markets in recent years has notareas that drive economic welfare and the return on
been a reform per se, it has been the expansion of thecapital. Over the past 10 years, trend EU GDP
EU into Eastern Europe. The threat of relocatinggrowth has averaged 2.2 per cent a year. Though this
production to Eastern Europe has resulted in ais significantly slower than the 3.1 per cent pace seen
reduction of union power, particularly in countries inin the US, all but 0.1 percentage points of this gap can
close proximity to the EU entrants. The last of thebe accounted for by slower population growth. EU
three questions that I posed—that is to what extentGDP per capita growth and productivity growth
has the Lisbon Agenda been instrumental in drivinghave broadly kept pace with the US over the past 10
Europe’s reform process—is, in my opinion, the mostyears. European productivity outperformed the US

in the first five years but, since 2000, the US has straightforward to answer. Each of the reforms that
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also want to ask you some questions about yourI have highlighted has been driven by national
circumstance with the Lisbon Agenda playing little modelling, as it were, is there a European social

model and which model is the better one and so onor no role. Indeed, it is diYcult to think of a single
instance where the Lisbon Agenda has resulted in the and so forth. We have seen your paper. Do you think

that the prospects for the European economy areimplementation of a reform in any EU country over
the past five years that would not have been good? You said that performance is better than

people think. Do you think the prospects are betterimplemented in its absence. The European Union
does make an important contribution to growth and than most commentators would say?

Mr Daly: I think so.employment in other ways. The creation of a large
single market for goods and capital increases
economies of scale and allows for a more eYcient Q95 Chairman: And if so, why?
allocation of resources. This has been more than just Mr Daly: I think the prospects remain good and
a once-oV eVect of the aftermath of the formal remain strong, but I think the perception of those
creation of the Single European Market in 1993. The prospects will probably remain somewhat negative in
impact which Eastern European accession has had on the media and also amongst policymakers because,
Western European labour markets can be viewed as when Europe achieves on average growth of a little
just the latest example of the eVects of the widening above 2 per cent a year while the US achieves growth
of the Single Market in practice. More progress could of a little above 3 per cent a year, there is a common
be made in this regard if the EU Member States fully perception that the US performance is in some sense
enforced existing EU internal market Directives. 50 per cent better without taking into account the
However, while the EU has made an important diVerences in demographics that exist between these
contribution to growth and employment, the Lisbon two regions. In terms of the things that really matter
Agenda itself has not. The Lisbon Agenda has failed for economic welfare and also for return on capital,
as a catalyst for reform because it has too many ie productivity and GDP per capita growth, the EU
objectives with no realistic implementation strategy. has performed comparably with the US over the last
The decision at Lisbon’s Mid-Term Review to focus 10 years. I think there is every prospect that it will
more exclusively on growth and employment was a continue to do so over the next 10 years. What will
welcome one. However, a more fundamental continue to act as a drag on headline GDP growth is
problem is the absence of an eVective implementation Europe’s slower population growth, both as a result
mechanism. As many of the areas covered by of lower fertility rates that exist in Europe and also
the Lisbon Agenda encroach upon national lower net immigration that exists in Europe relative
competencies, implementation of Lisbon’s objectives to the US. So that demographic element of growth
was supposed to take place through the so-called will continue to make a zero contribution to growth
“open method of co-ordination”. In eVect, this over the next 10 years, while contributing about one
means that co-operation only takes place on a per cent a year to the US.
voluntary basis with the European Commission
ensuring that Members States are aware of each Q96 Chairman: On your argument there would be a
other’s policies and progress. Predictably, with strong case for Turkey, from the point of view of
neither a carrot nor a stick to further the reform Europe generally, joining the EU?
process, national governments have rarely co- Mr Daly: Either joining the EU or at least allowing
ordinated. Nothing has emerged from the Mid-Term freer immigration from Turkey into the EU. Yes, I
Review to materially correct this problem. To think there is a strong argument for that.
conclude, it is my opinion that the EU’s existing Chairman: I know that we have questions about
economic performance is routinely portrayed too productivity because not everybody shares your view
negatively and that some important changes have on productivity. Lord Kerr?
taken place recently that are likely to boost Europe’s
growth and employment performance in the years

Q97 Lord Kerr of Kinlochard: Thank you very muchahead. The Lisbon Agenda has been neither harmful
for the restatement of your letter and your paper, it isnor particularly beneficial to this process. It has been
very clear. If you have a good theme you might aslargely irrelevant.
well play it as many as times as possible, and you do
cheer us up greatly with your analysis! I wanted to

Q94 Chairman: Well in a sense you have answered ask you about productivity and about population
all our questions before we ask them, we were because these seem to be the key elements in your
precisely going to ask you about that, but what is analysis, and this question is purely about analysis,
interesting about your analysis is (i) that you are not about the conclusions for Lisbon. Your
more bullish about the European economy than most productivity growth numbers for Europe looking
commentators and (ii) you are pretty damning about backwards—and therefore your projected numbers

looking forward, because you are basing them on theLisbon, and we want to turn to both those issues. We
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some sense random or cyclical and changes veryrecent past—are higher than most people’s, higher
than the Commission’s, higher than the harmonised significantly. Statistically, the standard deviation is
Conference Board numbers. Is that because the about one per cent, which is much bigger than the gap
others are wrong or is there some judgment you have that exists between measured productivity growth
made that is diVerent from most people’s? Secondly, rates. Thus, I think there are legitimate reasons to
about population, you are absolutely right that the look at the ten-year comparison but I acknowledge
population of the United States grows every year and that, if you were to split out that 10 years into two
clearly that aVects and pushes up US GDP growth five-year periods, in the first five years the European
numbers, but what assumptions are you making Union did significantly better and in the second five-
about population outside oYcial statistics? What is year period the US did quite a bit better. So the issue
your assumption about the American black economy then becomes one of can you think of an economic
and the European black economy? On the reason as to why the US has done much better in the
Chairman’s point about Turkey and your response to last five years, has something fundamental changed?
the Chairman, is it not probable that people from Frankly, I cannot think of what is so much better
Turkey will come anyway as demography in the EU about the European Union in that first five-year
requires more need for a workforce coming in from period that would justify this miracle growth
abroad? As nature abhors a vacuum, will they not performance in the first five years compared to the
fill that need? Will not they come across the second five years. I think that is important to take on
Mediterranean whether they are coming as citizens or board. I think there is likely to be some mean
whether they are coming as gastarbeiter? What is reversion, as it were, looking forward. On the second
your assumption about population, outside the point about demographics, the demographic data
published numbers of citizens in the US and citizens that we use are based on internationally harmonised
in Europe? I should say it is my contention that the measures and a lot of care has been taken, not by
black economy in Europe is quite a lot bigger than myself but by those who compile these data (it is
the black economy in the United States, and that this work conducted by the European Commission)
may aVect your calculations. to ensure they have internationally harmonised
Mr Daly: On the first issue, there are a number of demographic data. Also the projections are taken
measurement issues relating to productivity and I from them and common assumptions or common
think the major contribution within the pieces I have methodologies used for how you would assume
written has been to ensure that I have compared immigration and fertility going forward. I can only
productivity on a like-for-like basis. One of the issues assure you that a lot of care has been taken to ensure
where the European Commission data are lower is that there is not a mis-measurement issue on the
that it is typical to compare productivity as measured degree of the black economy but it is certainly
by output divided by employment. You will notice something that they have taken on board in coming
from the data that over the last 10 years the average up with their measures.
hours worked per employee in the EU have fallen by
0.4 per cent a year. That is a pretty significant decline

Q98 Lord Kerr of Kinlochard: Can I ask one follow-and if, you measure productivity as measured by
up? Your distinction between the first five years andoutput divided by employment, it represents a 0.4 per
the second five years is an interesting one. I can thinkcent drag on measured productivity growth.
of two factors, but could you comment on whetherHowever, is that decline in average hours worked
you think the very good performance of the EU in thereally less productivity? Certainly I for one value
first five years may have been principally a laggedgreater leisure time and surveys across Europe
eVect of the serious wave of Single Market legislationsuggest that people, even when the question is posed
around the 1992 programme? These things seem to“would you rather trade more leisure time for less
take longer than one expects but in the end they comepay?”, are happy with the increase in leisure time, and
through. Secondly, Alan Greenspan’s explanation ofthe reduction in hours that has taken place most
why US productivity levels have been high,notably in France. So the fact that productivity is
particularly in the second of your five-year periods,lower as a result of people working fewer hours, I do
would I think be an IT-related one. He stronglynot think is a genuine reduction in productivity per
believes that there is a very lagged eVect from ITse. It is that they are working fewer hours and getting
developments like the Internet. He believes that justmore out of the hours that they work. So that is one
as it was not until the Depression and the New Dealkey diVerence. The other key diVerence between my
and the construction of interstate highways thatdata and the European Commission’s analysis is that
people drew the full productivity benefit from theI have looked at it over the last 10 years. I think that
internal combustion engine, so it was not until theis an important thing to do, the reason being that
late 1990s that the US economy started to draw theproductivity growth is very volatile even over five-

year periods, and the error or the variation, that is in full productivity benefit from the Internet. Would
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studies I have seen that says even although the US hasyou like to comment on these as possible
explanations? lower educational skills and often lower investment,

it gets higher productivity simply because ofMr Daly: Certainly the Single Market has had a
positive eVect on European productivity and that is management eVectiveness and the fact that you have
something we very strongly agree with, but I would a management culture that is innovative and picks up
argue that the eVect is progressive. You can see even technology and embraces capitalism, if you like and
now the diYculties that exist in terms of the therefore drives productivity. The second factor
implementation of Single Market Directives in the might be level of GDP controlled by the public sector
EU. It is an on-going eVect that is still taking place, because the public sector is less eYcient and tends to
so it is very plausible that the eVect was bigger in the embrace technology more slowly, so the fact that
first five years of the comparison but, equally, we Europe has more employment in the public sector
have now had a very significant enlargement of the would explain this. Do you think there are some
Single Market and are seeing the start of quite simple structural reasons for this which will have to
important eVects. If it is the case that in the first five change if Europe is to catch up or do you think it is
years Europe did very well because of the basically all in the wash?
introduction of the Single Market then there is real Mr Daly: Within my analysis I have portrayed a
cause for optimism looking forward to the next five more optimistic picture than many people perceive of
years. On the impact of information technology on European growth and employment performance, but
productivity, it is true that global productivity is two things are clear. One is that there is about a 30 per
improving and, in the US’s experience in the last five cent gap in income per capita between the EU and the
years, it is also clear that technology has played an US. By far the largest part of that gap is accounted
important role within that. To the extent that there for by lower labour utilisation, so a lower
has been a productivity issue in Europe in the last five employment rate and also lower average hours
years, I think it has been intrinsically related to the worked per employee. Only about seven or 8 per cent
slow take-up of technology. However, there again, of the gap is due to productivity. While that is
looking forward to the next five years, there is hope substantial I think it is less than many people
for Europe in as much as if it has not taken up this imagine. However, it is still a sizable gap that needs
technology as quickly in the past then it has still to to be accounted for. So what accounts for it? I would
take it up in the next five years going forward. agree with a lot of what you suggest. I think there is
Chairman: I think Lord Blackwell wanted to follow too much regulation in Europe and a lot of significant
up on the productivity issue. productivity improvements could be made. For

instance, in the retail sector, in Continental European
economies where there are heavy restrictions onQ99 Lord Blackwell: I certainly accept your analysis
hours worked and opening times that make itthat you need to take population growth out. I think
unprofitable to use the technology that companiesit is more open to debate whether we should be
like WalMart have employed in the US. Significantlooking at GDP per head or taking it down to the
improvements could be made there. However, whileproductivity per hour, to the extent the number of
I think the public sector plays a very important rolehours worked may be constrained by regulation and
in this issue, I would not agree with the straightother measures that are not the individual’s free
statement that higher public sector per se is bad forchoice and may aVect that. However, on either
productivity. I think the Nordic economies providemeasure I think that you would accept that you do
good examples where you can have high public sectorend up with a productivity gap both in absolute terms
spending as a percentage of GDP whilst still havingand in growth, so we are behind and at the moment
very high productivity levels as well. I think theproductivity is growing less rapidly than the US.
reasons why the Nordic economies have managed toWhat I am not clear about, and I am still not clear
achieve that is very much related to how the role ofabout after that last exchange, is what you really
the public sector is perceived. The public sector inthink are the underlying causes of that productivity
these countries does not have a strong role ingap? If I can just prompt a bit. One way of coming
ownership of industries. They have low levels ofto this which the EU have tended to use is
regulation in the product markets. I think the OECDdeterministically as if we have got two identical
data in terms of product market regulation goingeconomic models here and say it is investment in
from lowest to highest reads like a list of the mostR&D, it is levels of investment, it is increased levels
successful to the least successful economies of the lastof capital investment. I have to say I have never been
10 years. The list—I will not go through it all—startsconvinced that any of those things simply in terms of
with the UK, the US, Ireland, Denmark and Swedenquantums deliver improvement at the other side of
as having the least regulation in that order, andthe black box. The other way of looking at it is to say
finishes oV with France, Greece and Italy as the most.there are some fundamental structural diVerences

between the US and Europe. There is one set of So I think that is an important diVerence. Sweden has
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Mr Daly: On the first issue my comments relate to themanaged to have very generous social net as well. I
measurement of the black economy which, within thethink the lesson to be learned from that is that if you
data has been to the extent that it is possible, takenare going to have a strong social net you need to
account of and common methodologies have beencombine that with a commitment to get those
employed. I did not mean it to be a comment on theunemployed back into work again. I think that is
actual economic issue or the social issue, if you wantsomething that Sweden does very well, and Germany
to put it that way, of the US attitude towardsthrough the recent Hartz reforms is trying to move in
immigration relative to the EU attitude towardsthat direction, but, at least traditionally, Continental
immigration. It is my opinion that Europe has a greatEurope has been much worse in doing that.
deal to learn in terms of attitudes to immigration
from the US in this regard. On the second issue, as

Q100 Lord Blackwell: If I could quickly follow up on related to Italy’s position within EMU, Italy’s
the Nordic model. I think you rightly draw the performance is indeed very worrying. Essentially
distinction, to my mind, between government their wage growth there has remained very high. It is
expenditure which is control of the economy and as if the Italian household sector which has taken no
government expenditure which is just transfers and heed whatsoever of the fact that they are now within
which have a diVerent impact. It is in the control of a very diVerent monetary set-up and no longer have

the option of devaluing. So it is a concern lookingthe economy that you are pointing out changes. I
forward. However, I think the likelihood they willwonder whether in particular in Nordic countries
leave EMU is slim because the costs are now also sothere is not a danger here because they have become
much greater than they were to devalue. If Italy werewealthy and they have managed to put in high
to leave EMU it would, in eVect, be a default on itstransfer payments, but we do not know yet what the
debt. Bearing in mind that most Italian debt is ownedimpact of transfer payments would be on future
by the Italian household sector, that is somethingperformances.
that Italian politicians will not want to consider. TheMr Daly: Yet if you were to identify the countries
pain would not be confined to the “gnomes ofthat have had the best productivity performance in
Zurich”; it would be very much Italian householdsthe last 10 years, and even more so within Europe in
who were hurt by such an eventuality. So, while therethe last five years, it has been Sweden, Denmark and
is a significant problem with Italy and it needs to be(outside the EU) Norway, which have had very high
resolved, I think the EMU departure option isproductivity growth rates. So while that is a
unlikely and not a very good option for them.possibility moving forward, the most recent data

would suggest that has not been a problem.
Lord Blackwell: Thank you. Q102 Lord Jones: Mr Daly, in your cogent and
Chairman: I wonder if I could bring in Lord Steinberg helpful letter of 7 October to Mr Lock ahead of your
here because he has to go and he wants to ask a statement, and you mentioned it in your statement
question. too, I found it very interesting where you referred to

the diminution of union power and you mentioned it
again in your statement and you said as a result of the

Q101 Lord Steinberg: Forgive me for leaving threat of Eastern European relocation it is likely to
immediately after you have answered this. First of all, have a positive impact on employment in the long
in dealing with what Lord Kerr said about black run. Would you say specifically that is also strongly
economies and comparing the United States to relevant to Britain and to Britain’s manufacturing
Europe, is it not a fact that in Europe the black prospects? Could you talk a little more about your
economy is much greater because in the United States references on that subject?
they have a much more beneficial tax system than Mr Daly: Sure. I think the Eastern European
most of Europe? My main question however was in expansion of the EU has had an important eVect on
your opening comments you said that Italy was all labour markets across Europe. The channel
lagging behind the other EU countries and there is a through which it has impacted on the UK and
lot of discussion at the moment going on within Italy Ireland, on the one hand, has been very diVerent to
about getting rid of the euro and going back to the how it has impacted on Germany and other countries
lira, and probably the reason for that is because of that initially resisted the complete opening up of their
their lack lustre performance. If that did happen, and labour markets in the short run. What you have had
bearing in mind that one of the reasons that the in the UK and in Ireland is a very large influx of
French voted against the European Constitution was Eastern Europeans who have had a direct negative
also partly in relation to the franc versus the euro, do impact on wages and, I think, in the long run a
you think if any country of significance pulled out of positive impact on employment. This has boosted the
the euro it would weaken the whole European Union UK’s wage competitiveness directly. In countries

where you have not had the option, where it has beenin relation to trade and industry?
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fiscal rules” and secondly “establishing world-classmore diYcult for Eastern Europeans to enter, the
eVect has been the same but it has taken place public services” and then they go on with further

measures. Under productivity growth there isthrough companies threatening to relocate. The
anecdote—and I do not know how apocryphal that “raising skill levels in the workforce by increasing

participation in education”, and then going on tois—that I have heard is of a very large, well-known
German company flying union representatives out to measures under the employment category there is

“completing the roll out of the Jobcentre Plus oYcesthe site that they had bought in Hungary where they
were going to build their new factory and said, “If in 2006”. My point here is that each of these measures

were things the UK government was doing foryou do not sign this wage deal this is where we are
going to build our factory,” and they flew back again national reasons; none of them relate to the Lisbon

Agenda. They would have been implemented anywayand the unions then had to persuade the workforce to
agree to weaker wages. So it really is an important without the Lisbon Agenda. Now they have dutifully

listed them as measures that come under theseimpact throughout Europe, albeit the channels
through which it has taken place has depended on categories, but I think they would be hard-pushed to

argue that the Government would not have beenwhether the country has allowed Eastern European
immigrants in immediately. doing these things anyway in the absence of the

Lisbon Agenda.Lord Jones: Ever so briefly I would only say that last
night the Chancellor of the Exchequer to his PLP
adopted a reasonably sanguine approach to what he Q104 Lord Cobbold: Would you therefore favour
thought were the prospects for this country for the the suggestion in the Kok Report that there should be
immediate years ahead, perhaps also ahead of his an annual league table of progress made under these
statement on Monday next. Of course, the headings?
Chancellor and you are approaching the situation Mr Daly: One question that arises then is do I think
from somewhat diVerent points of view and I would the Lisbon Agenda should be either expanded further
not wish to say yours was easier. or disbanded. At the margin I think not because what

the Lisbon Agenda does—and it is a minor positive
factor but it is only minor—is that it makesQ103 Lord Cobbold: You say in your evidence that
governments aware of where they may otherwise notyou “cannot think of a single instance where the
have been of what other governments are doing to tryLisbon Agenda has resulted in implementation of a
and improve their performances, so this sort ofreform in any EU country over the past five years.”
highlighting to each other where they are failing mayCan we realistically expect anything diVerent over the
at the margins have some positive eVect. I think whatnext five years?
the Kok Report has suggested was a positive idea butMr Daly: I think not, frankly. There were a couple of
I still find it very diYcult to believe that Gordonpositive things which emerged from the recent Mid-
Brown or any UK government Minister, would comeTerm Review. One thing which was beneficial was
down and say, “We need to change this because wethis greater focus on growth and employment.
have come 25th in this league table”. It is not the wayPreviously the Lisbon Agenda was an endless wish-
they would sell it to the UK public, so I think thelist, trying to be all things to all people, and the
eVect of the tables is going to be minor.problem is if everything is a goal then nothing is a

goal. The narrowing of the focus to growth and
employment, I think, is a positive one. A more Q105 Lord Inglewood: Mr Daly, following on from
fundamental problem with the Lisbon Agenda, your previous remarks if, hypothetically, you were
though, is the open method of co-ordination. With Mr Barroso and faced with the problems that we
neither a carrot nor a stick it is, frankly, quite a have identified across Europe, what would you
toothless means of implementation. To give an suggest should be done?
example, one of the changes that took place on the Mr Daly: I think the problem is not so much with the
Mid-Term Review to improve the implementation European Commission and what they have been
process was that governments are now required to proposing because I think a lot of what the European
publish a national reform programme where they Commission has been proposing has been quite
highlight the measures that they are implementing positive in terms of a better attitude towards
under three broad areas: macroeconomic regulation and trying to enforce the implementation
performance, promoting productivity growth, and of previously agreed Single Market Directives. I
increasing employment. So the UK, for instance, think the greater problem is with the national
dutifully did so and produced their national reform governments themselves implementing what were
programme last month and listed reforms under previously agreed policies. I think it is interesting that
these three areas. I would like to list out the first every year the European Commission publishes a list
couple. First, they mention under macroeconomic of the countries which have been the worst oVenders

in terms of implementing Single Market Directivesperformance “continuing to meet the Government’s
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that I can refer to such as the recent aVair in Italy withand the best performing countries are often the
economies that are perceived as being the most euro- the takeover of banks.
sceptic countries, so the UK does well, Sweden does
well, the Netherlands does well, and the worst Q108 Lord Maclennan of Rogart: I think it would be
performing countries are Italy and Greece that turn very helpful if you were able to give us some examples
up quite badly in this regard. The biggest problem in writing.
has not been the European Commission; it has Mr Daly: I think that would be best. On the second
been the national governments in implementing issue, yes, I think possibly that would be of benefit.
previously agreed policies. Where the Commission The problem is again though I would be very
maybe could do better is, from a political perspective, surprised if the worst oVenders in this regard, the
selling some of their proposals to the French and Italys and the Greeces of this world, would agree to
other sceptical countries and selling it as being such a enforcement mechanism.
something that is necessary and is beneficial rather
than what has often been perceived as something that

Q109 Lord Maclennan of Rogart: It might be morewill cause the work forces in those countries a great
helpful to focus on that than on the other matters thatdeal of harm.
you have referred to as being unlikely to be decided
as a result of the Lisbon impasse?

Q106 Lord Inglewood: Could I then put your answer Mr Daly: Yes, what happens at the moment is that
in a diVerent way. Are you really saying that the there is the procedure of naming and shaming, which
problem about the European political process is that has some positive impacts but much more could be
Member States agree things in Brussels which they done in this regard and maybe the mechanism you
then have not the slightest intention of implementing suggest is a possibility, but I fear it is a possibility that

the governments themselves would not agree to.subsequently? There seems to be no way of dealing
with that impasse?
Mr Daly: I would not say the problem, I think a Q110 Lord Maclennan of Rogart: May I just ask one
problem is that they have been slow to implement another question for clarification arising from your
what was agreed in Brussels. What is encouraging is remarks about demographic constraints. I was not
that this so-called transposition deficit, which is the quite clear whether you felt they would be continuing
percentage of agreed Directives that have not been because you oVset that as far as the future is
implemented into national legislation, has not been concerned with the benefits of enlargement. Do you
growing over time, so it is not an increasing problem think the European Union needs to do something, for
but it is a problem, yes, I would agree with that. example, about its immigration law?
Lord Maclennan of Rogart: I wonder if in looking at Mr Daly: Yes, I think it does. One should add as well
that problem of failure of EU Member States to in this regard—and I am going to quote you some
enforce, which you describe as one of the main figures here—that although higher immigration
constraints, you could give us, firstly, some examples, would help it certainly would not raise European
just a few, and, secondly, on this subject if you have growth to US levels. A boost in trend EU growth
any thoughts about whether one of the proposals that from 2.2 per cent to 3 per cent would require three
was ventilated, and I think it may have been million a year or 0.8 per cent of the population extra
incorporated in the draft European Constitution net inward migration. If we were to take in three
giving the Commission powers to decide more million a year, after 10 years of that there would not
rapidly on issues in the Court and determining the be anyone in Turkey any more! The numbers that are
penalty which would then be enforced automatically required are simply too large for it to be the complete
if that was found to be true by the Court, if that solution, but I think it would be beneficial.
would be a useful advance? Have I made it clear?
Chairman: I think that was suggested in relation to Q111 Lord Inglewood: Could you not deal with the
budget deficits, was it not? I do not think it was in problem of failure to transpose legislation by simply
relation to this. having a provision in place that any Directive that

was not transposed within a certain period of it
coming on the statute book should subsequently takeQ107 Lord Maclennan of Rogart: I am sorry, I am
eVect in any country where there is no transpositiontrying to suggest whether that mechanism might be of
simply as a Regulation.some assistance, but perhaps the examples would be
Mr Daly: Sorry?more helpful?

Mr Daly: In terms of specific examples, I will need to
refer back in written evidence to the Committee. I am Q112 Lord Inglewood: Should there not be a
afraid I do not have many examples oVhand. There mechanism to give the Directive direct eVect, if there

was a failure to transpose in a certain period of time?are examples in terms of the spirit of the legislation
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they have demonstrated they want to run globallyMr Daly: In this area I think one needs to explore
better ways of enforcing these Directives, and that is competitive economies?

Mr Daly: There are a lot of things that are related toone possibility, yes.
the Lisbon Agenda that have not directly connected
or would have existed in the absence of the Lisbon

Q113 Chairman: Is not one of the problems that the Agenda, so I would beware of mixing a lot of these
big countries, as they have shown over budget issues, but on your more fundamental question about
deficits, tend to ignore Commission proposals or has the Lisbon Agenda done damage, again within
decisions or judgments? Would they not do the same these things I think it is always important to bring it
if you had a similar mechanism for the Lisbon back to an example of the political economy that you
Agenda? are most familiar with. To take it back to the UK
Mr Daly: I would hope that there is a diVerence in as example, just as I said it is very diYcult to imagine a
much as I think there was a good case for ignoring the government minister trying to sell a policy by saying
constraints of the Stability and Growth Pact. The that we have to do it because we came bottom of the
analysis within my paper relates to Europe’s table in the Lisbon Agenda, similarly I could not
structural performance, but it is also clear that imagine a government minister defending a policy
Europe currently has a demand management which was massively unpopular within the public or
problem as well. I think one of the reasons why pretty dealing with an issue that was unpopular with the
much en masse a number of large economies started public by saying, “Everything is okay because we are
to ignore the Stability and Growth Pact, and top of this table in the Lisbon Agenda.” I think it has
incidentally the UK is outside of the 3 per cent of a minor eVect in both directions.
GDP limit as well, is that it did not make sense to
continue to fulfill the obligations. Enforcing this Q115 Lord Blackwell: They might argue that we are
legislation, however, I would argue is not just good dealing with this problem of unemployment in this
for the European Union; you do not do it because it area by the fact we have got Europe to sign up
is good for your neighbours, you do it because it is through the Lisbon Agenda to give us all kinds of aid
good for your own economy. As I said previously, the rather than, in the absence of that, having to deal
economies that have—and I think this is no with the fact there is a problem they had to solve
coincidence—had the best performance in Europe themselves.
over the last 10 years have been the economies that Mr Daly: But the payment of aid has not been linked
have been quickest to implement their internal to the Lisbon Agenda objectives, so I do not see how
market Directives and the economies that have the that would arise. I think the issue where economies
least amount of regulation. have performed badly and where they have been

slower to implement better social policies or labour
market policies is linked intrinsically to the politicalQ114 Lord Blackwell: I have to say I am slightly
economies of those national governments. I do notcautious about the idea that the solution is to allow
think that the Lisbon Agenda has protectedthe Commission more power to override national
the French Government, for instance, fromgovernments and run our economies for us but
implementing better policies.moving on, I wonder whether you are not being

slightly generous to the Lisbon Agenda when you say
Q116 Lord Blackwell: You do not think the Lisbonit has been moderately positive. Let me just make the
Agenda has been linked to or resulted in higherargument that it has been negative and that is because
Commission expenditure?it may have provided something of an excuse for
Mr Daly: No, I do not think so.those national governments that wanted to stay in the
Chairman: It is perhaps proposed that it should be inold model to pretend that something was happening
the new Financial Perspective. Lord Kerr?while sticking their heads in the sand. The bits of

the Lisbon Agenda that I suspect went forward
enthusiastically were the bits that were supposed to Q117 Lord Kerr of Kinlochard: I think I agree with
complement national action by having more money Mr Daly’s analysis, with two caveats. I do not think
spent through central programmes on R&D, through it is non-implementation of EU law which is at the
investment and structural support, and all the rest of root of the problem (and therefore I do not think
it. I suspect the damage is that we have got the extra Lord Inglewood’s daring solution of abolishing
spending bits and we have not had the more national parliaments and going for EU laws taking
important bits which there was supposed to be a quid direct eVect is necessary). The root of the problem is
pro quo for. To that extent could you argue that we the absence of structural reform. The laws which
would have been better if the Commission had taken might assist structural reform are not being passed,
the other view and said we are going to pack up shop like the Services Directive, which seems to be stuck,

but I agree with you that structural reform has to beon giving out money to any of these countries until
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Chinas and Indias of this world whereas Germany,indigenously motivated. Where I disagree with you is
in your answer to Lord Cobbold’s question. It seems for instance, appears to be benefitting from it because

its machine tool industries are complementary, theyto me that it would be very advantageous to the
selling of structural reform in Member States if there supply the machines that run the Chinese economy.

There are winners and losers on this and on anwere league tables, not Lisbon league tables where
boxes have to be ticked, but league tables of growth, economy basis, one of the reasons why it has been

diYcult to sell Eastern European accession and theper capita wealth, employment and unemployment. I
feel very sad that the European Council ran away eVects of that to indigenous labour markets is for a

large proportion of the economy they do suVer fromfrom publishing the sort of material that the Kok
Report called for, because I do not believe that it. This has resulted in an increase in income

disparities in these economies, so whereas I wouldpeople in France have the faintest idea that we live in
a welfare state; they think we live in Dickensian argue strongly that it is beneficial for the economy as

a whole, in the short run there are negative eVects forgloom. I do not believe that the people of France
have the remotest idea that the Spanish growth rate certain sections of communities that often make it

diYcult to sell to the populace, but these are issuesin the last 10 years—Spain being perhaps slightly
ignored in your models: I note that you do not have that we should certainly be considering and debating,

yes, I wholeheartedly agree.a Mediterranean model—has been miles higher than
French growth. I think that the debate in France Chairman: Any further questions from my

colleagues?would be greatly assisted (I do not know why I pick
on France) if there were more knowledge in France
not just of Polish plumbers but of what is going on Q119 Lord Blackwell: Can I just ask a very small one
here, and in Spain, and France’s other neighbours. It and it may be slightly tongue in cheek. We have spent
seems to me the really worrying thing underlying our the last hour talking about Europe and the economic
debate is that a large majority of people in the performance of Europe. I wonder whether in a way it
European Union now believe that the Single is not becoming slightly outdated even to talk about
Market’s principal economic eVect is to transfer jobs the economic performance of Europe as an entity.
to places where production costs are lower. We sold Would you not make the argument now that the UK
the Single Market as a way of creating jobs and is the world’s forth largest economy still and that we
growth, and it is not seen on the streets as having that ought to be spending more time talking about our
eVect. That breeds distrust. It seems to me that what relationship with China than our relationship with
we need is to have a deeper discussion about Italy?
globalisation. If we cannot be competitive amongst Mr Daly: Within the paper that I have produced as
ourselves we will never compete against the outside evidence here for Europe as a whole but, if you are
world. Do you agree with that? interested, in separate papers where we consider each
Mr Daly: On the first matter of the league tables, I of the economies separately. I think there are some
think at the margin it would be beneficial but I do not common themes and some common attitudes that
think it would have a significant eVect. You can make it sensible to draw some common comparisons,
already go to the Lisbon Agenda main web site where but I agree that there are also very big diVerences
you will find a structural indicators link which you between these economies as well.
can click on. Here under the main categories which Lord Jones: Following on from Lord Blackwell’s
they consider, you can click on the area and it will interesting comments, when The Times published the
show you the performance. So, click on employment state banquet table plan for the visit of the President
and it will give you a list. of China recently, I noticed that the MD of Airbus

UK was placed between two Chinese leaders.
Chairman: Your point being, apart from your plugQ118 Lord Kerr of Kinlochard: That is more
for Airbus—Goldman Sachs than the Dog and Duck, forgive me!
Lord Jones:Business was going on.Mr Daly: It does not rank those but you can very
Chairman: It is the relationship between the UK andquickly create your own list if you want to. What is
China that is very important.more, most French economists are aware of the issues

and the failings of their economy where there are
failings. One should add however that the French Q120 Lord Jones: Not a serious point
economy, for all its structural diYculties, has had Mr Daly: I would make two related points. First of
some notable successes as well, which one should not all, a lot of the point of the analysis here is that one
ignore. On the second issue of globalisation, it is an should consider GDP per capita rather than GDP per
issue that, yes, Europe needs to deal with now and se, so whereas the United Kingdom may be the fourth
there are winners and losers on a country-by-country largest economy in the world that is very much a
basis. I think Italy is a notable loser because many of function of its population as well. Ireland, for

instance, has much higher GDP per capita, albeit aits industries are in direct competition with the
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China we would do massively better in terms of themuch smaller overall GDP. On the second issue
about China and the increasing importance of China, level of income per capita and the level of

productivity, but in terms of growth rates we wouldresearch by colleagues of mine looking at Brazil,
Russia, India and China suggested that those four do much, much worse because we are an economy

that has converged with the productivity frontier oreconomies collectively will be larger than the G6
collectively by 2040 so, yes, a lot of the issues that is pretty close to it, whereas China is very much not.

So for me it is the natural comparison, I think, but inEurope has to deal with they cannot hide from them
because whereas globalisation previously was very growth rates Chinese and emerging market growth

will certainly massively outperform Europe and theoften hot air rather than a fact on the streets it is now
very much a real factor for the economies of Europe. United States for years to come because they are on

a converging path.These are now issues that cannot be hidden from.

Q121 Lord Inglewood: On that, the point I was going Q122 Chairman: A catch-up process.
Mr Daly: A catch-up process, yes.to ask then did not, is your paper benchmarks

Europe against the United States. I was going to
probe and say are we right to do that, surely that is Q123 Chairman: I think that has been very helpful,

thank you very much indeed. I am most grateful forthe wrong comparator?
Mr Daly: For me it is a natural comparison because, the wide range of questions which you have

answered.of the large economies, the US represents the
productivity frontier, so if we compared ourselves to Mr Daly: Thank you very much for inviting me.
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Present Inglewood, L Kerr of Kinlochard, L
Jones, L Maclennan of Rogart, L
Jordan, L Radice, L (Chairman)

Examination of Witness

Witness: Lord George, a Member of the House, examined.

Q124 Chairman: Good morning, Lord George. It is countries, instead of accepting competition, which
very good to see you. We often used to meet when I means some companies and some industries will go
was in the House of Commons. Have you got into decline and they will have to develop alternative
anything you would like to say to us to begin with? employment opportunities and alternative activities,
Lord George: No, my Lord Chairman, I am very they try to protect the things that they have. I think
happy to go straight to questions. our experience suggests that is a blind alley. You have

only got to look at the employment record in the
large countries within Europe to see that protecting

Q125 Chairman: If I can ask you, in a sense, the what they have got rather than the emphasis being on
obvious questions: firstly, what are your views of the

creating new activity is not the way forward. I thinkLisbon process? Do you think it is a good thing?
that is at the heart of it. Then you say, “Why are theySecondly, why has it not been more successful?
protectionist?” It takes all manner of forms. We hearLord George: My view about the Lisbon process is
a lot of talk about national champions and you havethat it is about creating growth and higher quality
particular high profile instances of that. I rememberjobs, higher living standards and so on. Anything
very well the case of Mannesmann and Vodafone inwhich drives in that direction, of course, I think is a
Germany, where Mannesmann was a nationalpositive thing, but it is aspirational rather than a
treasure until it was recognised that more of thedetailed strategic road map. It touches on a whole
shares in Mannesmann were traded and managed inraft of issues which, of course, it has to because
London than they were in Germany. It is that kind ofcreating growth and jobs does involve change to the
attitude. You say, “Why is there that attitude?”, andsupply side of the economy, which is immensely
I think it is because it is no good just agreeing thecomplicated. It does involve a whole raft of aspects.
words, you have got to win the hearts and minds. ItI think the biggest one is the shift gradually over time,
is a huge political issue. It not obvious and simplistic.inevitably, in the direction of freer trade both within
I have heard colleagues in Europe—not the centralthe single market but also globally. That is an
banking side, they are not really involved in this, norabsolute key to it. There is every aspect of regulation
am I, that is why I talk as an outsider—some of thewhich can aVect it, there is education, particularly in
finance ministry people, some of the politicallythe technology area, but not just in the technology
orientated people, say, “Yes, but just think of thearea, it is skills, training and retraining, all of those
insecurity which aVects those people who are going tothings, and many others, which have to be
lose their jobs, that is why we have to protect everyencouraged and promoted in their own right. It is the
job we can”. You say to them, “It is not the answer,impact of all of those processes that will produce the
the answer is accepting that there will be at firm level,result. Essentially, that is the answer to your second
industry level and country level, elements which arequestion of why has it not had more impact. You can
up and down elements, they decline and fall. Youagree words, even the people who agree them
have to create more jobs and more activities throughunderstand diVerent things by the same words,
developing a comparative advantage in other areas”.certainly, they have diVerent attitudes, but
At the heart of it, I think that is the problem, thoughfundamentally you have got to win hearts and minds.
some people pay lip service to that and say, “Yes, II can develop that if you like. Essentially, although
understand and what does that involve?”, thatpeople say they are committed to freer market
involves focus on education, training, retraining ofcompetition, look at what is happening now in the
skills, support of research and innovation inWorld Trade Organisation negotiations. The other
technology, and they say, “I understand that”, butside of that is protection, particularly in the
they have a glimmer in their eye, but then they say,agricultural sector, and that is partly Europe, partly
“Think of the poor people who lose their jobs”. Ithe United States. We all say we are in favour of free
have every sympathy for somebody who loses theirtrade, but the reality is that we are not. In the context
job, but I think they are in a much better state if theyof Europe, it goes beyond the agricultural sector. One
can find a new job, as they have being doing in thisof the absolute fundamental core issues in this area

is that many countries, many elements within country to a much greater extent recently, than if they
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bring about a change of attitude among electors aslose their jobs and they do not have much
opportunity to get a new job. In order to be able to well as politicians. Quite a lot of the politicians are

inclined to move in that direction, but they are verymove forward faster, (a) you have to convince the
political leaders but, (b) they have to be able to take cautious of going too far or too fast and, indeed,

when they try to go too far—what is seen to be tootheir populations with them, and I think that is quite
diYcult in some of the major European countries, far—it gets rejected. That has been the German

experience insofar as I understand it. I do not knowpartly because they have had it so good for so long.
that naming and shaming helps frankly. What you
really need to do is try to explain, and I think the UKQ126 Chairman: Is that a question of political
is in a good position to try to do this because one ofleadership, as you have described it?
the biggest factors in the much better performance ofLord George: I do not know whether it is political
the UK economy over the last 10 or 15 years has beenleadership so much as public perceptions. The trade
the recognition that the interests of employers andunions in some of these countries are extremely
employees are aligned. I do not think that isdefensive, and because they are sizeable the
necessarily true in the countries in Europe, but topoliticians pay attention to the kind of demands of
have people explain that in the UK there was alsotrade unions, not especially in wage negotiations but
confrontation about employment, terms andin terms of labour legislation, the processes you have
conditions of work and wages and it was havingto go through if you want to make people redundant
negative eVects on the capacity of the economy toand the whole series of negotiations you have to go
grow and explaining the change in our experience isthrough if you want to reduce the size of the business.
really the only thing you can do. It is not somethingIt is because of this instinct that you have got to
where you can say, “We are going to do this, this andprotect jobs if you want to see unemployment come
this and in five years’ time it will all be resolved”,down, I think it is that attitude which discourages
because I do not believe it is that kind of issue. Thepeople from establishing new enterprises because of
reason that we made the shift, not just in terms ofthe weight of this pressure and this attitude
relations between employers and employees, that wasdiscourages people creating new opportunities to
one aspect of the change we made, privatisation wastake the place of the others.
a big impact which opened things up. I remember
when I was working in the Bank of England—the first

Q127 Lord Jordan: Lord George, you describe the half of my career—the Bank used to tell banks how
Lisbon Agenda as aspirational and you have set out much they could lend, what they should lend for, they
where you want to get to, but those who have looked used to operate exchange controls and they used to
at its failings have thought that the National Action ration access to the capital markets through the
Plan are, in fact, practical measures to tackle this. equity issuance queue. I do not say that all those
What chance do you give the National Action Plan things are necessarily still there in continental
and do you agree with those? We have certainly heard Europe, but what we saw was that we needed to move
it said that, if that is failing to work, should we be towards a more market based system in order to draw
naming and shaming those countries publicly and in the imagination, enthusiasm and energy of people
showing where they are falling short? If none of that from the grass roots. That is what we have done and
works—and some of the things you have said might it has been very successful. The reason we moved in
hint that you do not think it will—how do you tackle that direction was because we were among probably
what you have described as the deep rooted the worst performing major economies in Europe.
protectionist forces that you are aware of in people We were looking over a precipice because it was
who have perhaps known very, very diYcult times, explosive. We moved away from the go-stop policy
saying that as a protectionist trade union, as you initiatives which aggravated the boom-bust
mentioned, and they feel this is the best way to economic cycle to a greater kind of stability. That
protect them? What would you suggest as a new was on the demand side. The key issue here is on the
strategy, one that would be accepted by politicians supply side, it is about attitude. There are lots of bits
and those who harbour these deep rooted particular of it you can pick out: regulation in all its forms; not
fears? just what the regulations say but the way in which
Lord George: I do not think there is a simple answer they are implemented. This applies both to euro level
to that, but my inclination is to try to persuade people regulations as well as national regulations. I think
that this is the direction in which they need to go. that is the essence of the problem. You have to be
Heavens, I would have thought the experience that patient and try and persuade people to understand
we have had in some of the major continental the direction in which we think Europe needs to go.
countries with persistent high unemployment would
be a rather persuasive piece of the evidence which Q128 Chairman: As a central banker, do you think
could encourage people to think in terms of moving the European Central Bank has any role in any of

this?in that direction. It will take time because you have to
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strategical view over many years, you think inLord George: Fundamentally, what we are talking
about is the supply side of the economy. Central Western Europe our re-skilling and training
banks cannot directly impact the supply side, but industries are good enough to face the challenge? Are
what they can do, together with overall fiscal policy, we wisely using our investment, for example in
is try to keep aggregate demand growing in line with Britain, to have good training and good re-skilling
the supply side capacity of the economy. That is the facilities?.
role of central banks. To the extent that they are Lord George: I do not think you can ever be good
successful in doing that then they can change the enough. This is not tick or cross, this is “can we make
supply side because it can aVect decisions, whether it better”? I think the commitment has to be we must
they are decisions on the part of businesses or continuously try and improve. We do that through
consumers, about how much to spend and save and all levels of basic education: primary, secondary and
if they can convince people that we are going to have tertiary. With regard to research and technology
stability in that sense, a balance between demand and institutes, the European Commission is talking about
underlying supply, then I think you move away establishing an institute of technology, I would be in
from short-term decision-making, which absolutely favour of that, it seems to me it would make sense in
permeated the British economy. It was getting worse any kind of context. Whether that is the right way to
because every time the economy slowed down, the promote it, I do not know. You cannot have enough
levers of fiscal policy and monetary policy were of that. With skills training, again, the more skills you
pushed forward and pumped it up until the balance have, the more capacity you have.
of payments or inflation was beginning to get out of
hand, in which case they were both pulled back
together. That is what I call a go-stop policy cycle. Q130 Lord Kerr of Kinlochard: In a moment I want
Why I say it was explosive is because at every trough to follow Lord George into the area into which he has
unemployment was higher than the previous trough, led us about public perceptions and the diYculty of
and at every peak inflation was higher than the changing them. How one should go about that? But
previous peak. We were looking over that precipice before I do that, my Lord Chairman, I am going back
and I think it was that that brought about what I see to his answer about the ECB. Just for the avoidance
certainly as a coming together of the political parties of doubt, Lord George, you do not think the
into a centre which said that you have got to have ineVectiveness of the Stability and Growth Pact is an
supply side flexibility on the one side—and that is important factor compared with the requirement for
what generates an improvement in the supply side structural reform? You are clear that we are not here
capacity of the economy—but you also have to have talking about an attempt at a macroeconomic policy
macroeconomic stability in order to keep the balance which is, some say, not growth–sustaining, or about
between demand and supply on a sustainable basis. the failure of that attempt, others say, because the
Then what you get is people not saying, “My mechanism of the Pact proved to be rather thin? That
investment has to yield return in two years’ time is the wrong problem; the problem is inadequate
because after that I know the economy is going to go structural reform?
into slowdown”, they can take longer term focused Lord George: I think the fundamental problem is the
decisions on their investment policies. Consumers supply side. It is the growth in the capacity of the
say, “I do not have to borrow up to the hilt today economy to sustain growth and whether it is, in fact,
because I want to buy before prices rocket up sustained, that is the demand side. You asked me
tomorrow”. I do not say this is black and white and about the Stability and Growth Pact, I think there is
we have moved from one thing to the other, but no question at all that sustainable public finances and
certainly, in a general sense, that is the direction in sustainable debt levels into the medium and longerwhich we have moved and that is the reason we

term is critically important, otherwise you get bigmoved in that direction. That is why it is unrealistic
variations in expectations about tax changes,to think that countries which have not had that
spending and that kind of thing. Yes, that isexperience in quite the same way that we did can see
important. As a matter of fact, I think the Growthwhy the traditions the mass of the population have
and Stability Pact was excessively rigorous, imposinggrown up with are taking them in the wrong
an absolute ceiling of 3 per cent as the acceptabledirection. The fact that they have been stuck with
deficit regardless of the state of the economy, so thatalmost double digit unemployment now for years is a
the economy in Europe slowed down, as it did whenfactor which is beginning to make them focus on,
most of the rest of the industrial world went into“This cannot be right, we cannot go on”. There is not
recession. I think that was an element which I wouldmuch sign that there is anything happening which is
not have had, but the governments obviouslygoing to make it change.
eventually came to that conclusion too. Frankly, that
was sensible provided it was not getting on to a busQ129 Lord Jones: Following Lord Jordan’s queries,
which was going to continue forever. You have toit does appear that in the end various pressures force

jobs to the wall. I wondered whether, from your recognise—again, this is a lesson we have learned
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economies to the 25 Members States and within thefrom experience—that you absolutely need a
sustainable fiscal position in the medium and longer 25 Member States. It seems to me there may be a role

there which could fall short of “naming andterm. As a matter of fact, in the United Kingdom,
debt in relation to GDP is lower than it is in most of shaming”, but describe unemployment levels, job

creation levels, and interest rate levels in a way thatthe other European countries, so that perhaps we can
be more tolerant of increased deficits in the short might illuminate public debate. Lord George, do you

think there is anything in that as an idea, and haveterm than in some other countries. I do not think that
was ideal and I do not think the criticism that the you got any better ones? It is a diYcult problem?

Lord George: I think the essence of this is persuasion,ECB made in public on governance, because they
were overriding it, helped either. Their argument for explanation and education, and I think that has to

happen at a political level and at the broader publicdoing that was that it was undermining confidence in
the economic arena. Frankly, I think public debate level and that is the direction in which I would go.

The longer these levels of unemployment persist, andbetween central bankers and finance ministers,
except in absolutely extreme circumstances, does as they are real social as well as economic problems, it

seems to me, the more receptive other countries willmuch to undermine confidence as anything I can
think of. I was not very keen on that. As far as the be to our experience because we have been through it.

I do not say we are perfect, but I do think we haveECB’s management of the monetary policy is
concerned, I think it has done a pretty reasonable job. learned lessons. How you are going to address your

unemployment problem seems to me to be the focalIt did not do much for a long time, but I think that
was probably appropriate. Monetary policy was still point for bringing ministers together in oV-site

meetings and a much better focus than on, “We areinnovative and inflation was, if anything, above
where they would have liked to have seen it. I do not going to promote growth in jobs and rising living

standards”, which is aspirational rather than, “Whatcriticise the conduct of monetary policy, but I think
on the fiscal side the Stability and Growth Pact was are we going to do about the situation that confronts

us and which has persisted over a long period ofridiculously rigid, was absolute regardless of the
circumstance, it took no account of where debt was time”, but then I am not a politician.
in relation to GDP and I think that was unwise. I
understood very well why they went in that direction Q132 Lord Kerr of Kinlochard: Do you think the
because they were very nervous that some of the public perception is that globalisation is a threat or
smaller countries would take advantage of being in an opportunity? If you think the public perception
the euro and being able to borrow on the same terms Europe-wide is that it is a threat, do you think the
as Germany even though they were clearly not public could be persuaded that it is an opportunity?
observing sustainability. The other thing was this Lord George: I do. Of course, the problem is that
public argument and debate, which is bound to create resistance comes from the people who are trying to
tensions in other ways, politicians saying, “It is not protect their jobs. The characteristic in the public
us, it is you”. That was your preliminary question. debate in very many fields is that those who have a

job, those who are running a business, have a louder
voice than the unemployed or the potential futureQ131 Lord Kerr of Kinlochard: You have brought
entrepreneurs who could create an alternativeme back to the area to which I really wanted to go.
business. I think there is an imbalance. They haveWhat should we do, apart from avoiding the negative
representative organisations: CBI, Chambers ofeVect on public perception of that kind of internecine
Commerce, trade unions and, therefore, their voice iswar, to have the right eVect on public perceptions? It
stronger than the unemployed because they have gotseems clear to us in this Committee that the Lisbon
powerful representative organisations. Who speaksprocess is not going very well. One reason which
up for the unemployed? Who speaks up for the chapoccurs to me is that debate within the Member States
who has got a brilliant idea that is crowded out bytends to be compartmentalised within each Member
some restrictive practice on the part of a company orState. You spoke of Germany a moment ago. The
some regulatory thing which says, “No, thisproblem of persistent high unemployment in
company, we are going to keep them big”, evenGermany is often blamed by Germans on the
though you could produce something much moreunification of Germany, without much study of how
eYciently with a new company that would createthe economic performance of the Czech economy or
more jobs?the Slovak economy diVers from that of the economy

of what was East Germany. The French debate about
defending French industries against forces of Q133 Lord Maclennan of Rogart: Lord George, do
competition sometimes takes place against a you think other countries’ decision-makers view our
background of a caricature of the British economy. I economy in this country—I am thinking of those in
do not feel that the European Union has done a very Germany, France and Italy particularly—as such a

model as the British decision-makers seem to think itgood job on distributing details of each other’s
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that way”, what you have to do is focus on the abilityis, that there are structural diVerences between them
of freeing up the grass roots to generate employmentbut they would view them as advantageous?
and not focusing on protecting the jobs which exist.Lord George: Certainly not everybody. There are a lot
Chairman: Are there any further questions from myof people who on the social side talk about the middle
colleagues?way and just think of the uncertainty and insecurity

that rising unemployment or redundancies generate.
Q136 Lord Inglewood: In terms of the structure ofThey say, “You do not have the right kind of balance
social policy as divided between European level andbetween social and economic objectives”, and I say,
national level, do you think that opting into the social“I do understand that, and I do have sympathy with
chapter is something which, on balance, has stoodthe people who lose their jobs, but the critical thing is
this country in good stead?they should have the prospect of getting another job
Lord George: I do not know. There are certain aspectswithin a reasonable period of time”. They say, “I do
of it which we have not adopted. I do not knowknow what you mean”. I think the longer this great
whether you would call the “working hours” a thingdiscrepancy between the massive unemployment in
which is part of that, I would certainly regard it asEurope and the relatively low unemployment here
part of that. We have drawn a line that we do notcontinues, more and more people will see that
accept that and I think that is terribly important. I doperhaps there is something in the British approach.
not want everybody working 24 hours a day, but if
that is what it takes, and if that is what the peopleQ134 Lord Maclennan of Rogart: Would you agree choose to do, then I think they should be able to.

that the British approach did result in some That would be my typical attitude. I think there is a
considerable de-industrialisation? We have a more danger of pushing on the social thing. Anybody who
service based economy than Germany. has got any heart at all would love to see social
Lord George: I think all the economies are moving standards rocketing, it is obvious, but if that is at the
towards being a service based economy. expense of the sustainable growth in the economy

then there is a terrific social cost to that. How you
Q135 Lord Maclennan of Rogart: Do you think that strike that balance, I just do not know. Given that
is the way they should all be going? there clearly are diVerences of perception in diVerent
Lord George: Frankly, I do not have a view about parts of Europe, it is quite dangerous to try to impose
what they should and should not do. If they can a single set of standards. Of course, you have to move
create more jobs on a sustainable basis through some way to try to accept basic standards, but I think
moving in the services direction, which is what we it is dangerous if you simply try to go too far down
have done, then I think that is a good thing. If they the direction of setting standards. Some countries
can do it by making things, then I would think that will take that more seriously than others.
was a good thing too. I do not think you can sit here Chairman: Thank you very much indeed. We are

most grateful.and say, “We must move the economy this way or

Examination of Witness

Witness: Mr Martin Wolf, Financial Times, examined.

Q137 Chairman: Mr Wolf, welcome. I warned you from the major players in some of the more
that as you are here, I might exploit your presence by controversial areas like services, some sort of
asking a couple of questions about WTO and the indication of that as well. Clearly, I think anybody
Hong Kong ministerial, and so on, because I know who follows this knows that there is not going to be
you have written about it. What ought to happen and any agreement in substance on many major things
what do you think is going to happen and how this time because the basic rule of these negotiations
important is all this? pretty well is that—nothing is agreed until everything

is agreed, for very obvious reasons—countries do notMr Wolf: The general view was that by the end of this
want to give away important bargaining chips in thisministerial they ought to have agreed the modalities,
sort of negotiation until they have got something inthat is to say how they were going to negotiate
return. That tends to mean everything comesagriculture and how, in particular, they were going to
together in the final moment of crisis. I have alwaysdo the market access negotiations, which basically
assumed that the negotiation at the end of next yearmeans what tariV reduction and rule you use. There
would be the true culminating one, where everythingare many diVerent formulae floating around, whose
happens. At least there ought to have been some sortdetails I understand when I look at them closely and
of agreement on basic modalities this time. This hasthen they become a blur. There are a number of
now been played down a great deal and thediVerent modalities, as far as I am concerned. Some

sort of indication of where there is going to be give expectation now given is that virtually nothing is
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have not participated very much and do not thinkgoing to be agreed and everybody will have a nice
natter, they can call it a success, they can have full they get much out of it, basically developing

countries who were not marginal players certainlyand frank discussions and they will proceed next
year. Whether that sort of outcome would mean that until the Uruguay Round, even then they were fairly

marginal. I think it was satisfactory to try and donext year cannot work is simply unclear to me. In
some ways these are very complicated negotiations, something that would address at least some of their

concerns within this framework. The WTO is not anbut I do not think they are incredibly complicated
because the number of things which have to be agreed ideal institution to address development issues, but

you have got to do something on that. For those twois not so enormous. It would seem to me at least
technically possible, they could still complete it reasons, on balance, I came to the view that we

should try to do it and, having started to do it, it iswithin a year if they wanted to even if it failed this
time. The really important thing is that this is seen as obviously important to succeed. The reason for that

is not because the additional gains that will comea step along the road to final agreement. If they
manage to make some preliminary agreements in the from success, in what I suspect will be a very modest

outcome of aVairs, are going to be that enormous,areas I have discussed, it would be very helpful.
Whether it is absolutely essential is not clear, but but because the alternative of failure might well

undermine the credibility of the entire system, that iswhat does seem to be clear—that is the central
point—is what is on the table at the moment is not to say, everything which has been achieved up to this

point. That could create some very big problems, ingoing to reach an agreement, so there is going to have
to be movement in the developed countries, particular if that led major powers—the US is the

most likely, but it could also be Europe—simply toparticularly on agriculture and particularly Europe,
but not only in Europe, Japan and probably Korea say, “We do not care what the dispute settlement

system says. We do not care about the internationalalso. There is going to have to be market access
movement on the side of the big developing auditors, we are going to do whatever we like”, so we

return purely to the jungle in trade matters. I regardcountries. Nobody really cares about the trade
the most remarkable achievement of the WTOpolicies of about 100 members, but there are some big
system however imperfect- God knows, I know howdeveloping countries that matter, so there is going to
imperfect it is—as the closest we have in almost anyhave to be movement on that. For the small
area of economics to a rule of law which bindsdeveloping countries to sign oV this, which is needed
everybody, including the most powerful countries. Itat least for part of the outcome, there are going to
is the only system of international law that the UShave to be some concessions for them which they
pays any attention to and leads to the US changingregard as satisfactory. I am not clear exactly what
its laws. It is quite astonishing that they do that andprecisely they are going to be. All of those things are
they do it because it is seen as reciprocal and bindinggoing to have to happen. I do not regard that as
on everyone and is very important to them. If thatimpossible. I think it is inconceivable it will happen
were lost, we would have lost something verynow and then we are just going to have to see.
important. I think the failure of the Doha Round
could impair the credibility of the system very

Q138 Chairman: That is extremely helpful. You significantly and it could possibly lead to that
regard the WTO Round as very important for outcome, particularly in the context of what I expect,
growth? for various reasons which I have written about, to be
Mr Wolf: Not really, I am trying to put this in a rising friction between the world’s dominant power,
context. I have come to the view—but I would have the United States, and the world’s rising power,
to say I have not been here for a long time, about at China. Just as the WTO or the GATT was an
least 10 years—that we should stop these rounds, that essential framework for the management of US/EU
we have reached the limit of them. In fact, this round relationships since the 60s, I think it is going
is a round too far, as it were. There are a whole host to be an essential framework—absolutely essential—
of reasons for that, which would probably take us a for managing, because of multi-lateralising, the
long time to get through, but I think they are relationships between the US and China and the EU
unnecessary and unworkable. I supported the and China as well. Those are, I think, enormously
starting of this round nonetheless for two reasons: important achievements and it would be a great
after 11 September, it seemed to me the world needed tragedy if we were to lose those. That is what I think
some sort of statement, a capacity to cooperate is at stake. It is not, as it were, what we will gain but
globally, and this was what was around. Bob Zelig what we might lose. Nobody knows but I think that
and Pascal Lamy seized that opportunity very well in is why I would now say (and I am writing about this
Doha and I thought that was important. We have today) that is one of the reasons we have got to
made the decision, rightly or wrongly, there is a big succeed. It is part (probably the most important part)
conceptual issue about this, to make it a truly global of the thing we had to manage the economic power of

the emergence of the rising powers.institution. There are a large number of players who
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labour markets, welfare and the rest of it; they areQ139 Chairman: I must say that is absolutely
fascinating. We should certainly have had you in and remain areas of national competence. The

methods propounded in the Lisbon strategyevidence before we reported.
(essentially, what economists call yardstickMr Wolf: I am sure you came to the right
competition, peer review and all the rest of it) haveconclusions anyway.
proved fairly sensationally ineVective, partly, as has
often been pointed out, because in the countries

Q140 Chairman: We did, yes. Can we turn to the which probably need the reforms most, the bigger
Lisbon Agenda? What about the Lisbon Agenda? Do continental countries, the statement that they should
you consider it a good thing? Why is it so ineVective? do something in these areas because it is a European
Is it there anything that can be done about it? project seems to carry absolutely no force
Mr Wolf: The objectives of the Lisbon agenda were whatsoever—if anything, at least in France, a large
entirely admirable. I have never read anybody saying negative force, and even in Germany I think it has
in any country: “This is a very bad thing to try to moved strongly in that direction—ie, the fact that the
achieve. We should not try to be the world’s most European Union wants you to do this actually makes
successful knowledge-based economy (or whatever it worse. That is a big problem. Then there are areas
the precise phrase was) by 2010 and we should not try where there is a call for higher spending, mostly
to have higher employment and faster growth and national, in areas like R&D, some of it private, where
more welfare.” So it seems to me that everybody budgetary realities have tended to squeeze. There is
agrees on the objectives, and so do I. So there is not virtually no significant Member State, including now
any question about that. The political question, I our own, which does not have very severe fiscal
suppose, and it is quite an interesting one, is: is it pressures, so that it tends to make increasing
desirable to put forward aims that you have no means spending, either through the Union, as we can see at
to achieve because that has some risk of making you the moment, or even nationally in any area which
look risible? I used to joke in various meetings does not have a huge vested interest behind it, very
around the world that the objectives of the Lisbon hard. In practice, we have an aim which is worthy and
programme showed that whatever else the European admirable and we either do not support it enough or
Union had a sense of humour. But it did make the EU we lack the means to achieve it. That, I think, tends
look ludicrous. There are many people outside the to bring the whole project and, unfortunately, the
EU (not people engaged in these debates) whose European Union itself into disrepute. However, I
reaction when told that this is the objective—the would stress, and this is banal and obvious, the aims
world’s leading knowledge-based economy by 2010 really are very important. I have thought about this
and all the rest of it—was to laugh. So there is a quite a lot recently. I do think the single greatest
question, I presume, about the sense of doing that. reason for the evident decline in the popular support
This would not matter if it were plausible that this for and indeed political commitment to the European
programme could have achieved its ends. By the way, project, at least in the old 15, is related to cumulative
which I do not think is the fault of anybody in economic failure; that a project which was associated
particular, it is just that the programme was trying to rightly with decades of extraordinary economic
achieve things which, within as it were very broadly success and had, therefore, all the legitimacy derived
defined Community methods, the method through from that, has cumulatively over the last—we can
which the communities work, are not really debate—15 years and arguably the last 25 years and
possible—or it was pushing it to the absolute limit. unquestionably the last five years been losing
Broadly speaking, as a friend of mine has pointed credibility. If we imagine another five or 10 years of
out, the activities fell into three categories: those that the sort of economic record we have seen in, say, the
did fall within the areas of European competence, eurozone in the last five (1.3 per cent growth
which were basically about completion of the internal compound and no more than that) I think the whole
market and competition and all the rest of it, which European project is going to be in rather serious
were perfectly sensible and I strongly support, of trouble. So I would like to think that they could make
course, where the problem has been, in practice, very it work but I cannot see how they can.
strong resistance to some of the steps that were
required by a number of Member States, most

Q141 Chairman: You do not have the answer toobviously, as you know very well, in the services cases
those—but also in other areas aVecting capital markets,
Mr Wolf: I certainly do not have the answer, no. Howtakeovers and all the rest of it. That is the first area,
to make it work? If I did I would love to. I haveas it were, where that is a Community project, but
tended to assume that the dominant thrust of reform,there is now a lot of resistance from Member States

to completing it. Then there is a far more important if we look at the whole European Union for the last
20 years—it is not the only one but the dominantset of areas which are areas of national competence.

That is particularly true of anything that bears on thrust of reform—has been national response to
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the way that Schroeder did. So I am not saying it isnational crisis. It is obviously true here but it is
hopeless, I am just saying it is very diYcult, and therecertainly not true only of us. If you think of Finland
are pressures at work. In the end, however, if youand Sweden in the first half of the 1990s, both now
look at those pressures, they do not have very muchconsidered, rightly, extremely successful countries,
to do with the European Union as an institutionalboth faced really severe economic crises—fiscal,
structure. It does not seem to me to be the case anycompetitiveness and so forth—as a result of things
more that the heads of government can get together,both within their control and, of course, in the case
agree to do something, get that put into Communityof Finland, outside their control (the collapse of the
language, legislation, in any form, and then take itSoviet Union had a profound negative eVect on
back to their countries and say: “We should do thisFinland). Those are two important cases. Portugal
because Europe is agreed”. That does not seem toand Spain are very interesting cases of reform
work, at least in the big countries in the way it usedfollowing the collapse of dictatorial regimes and the
to. It does not even work in Italy, which is the countryentry into Europe, liberalisation and all the rest of it.
where it probably worked the most. You get theEverybody knows what happened under Haughey in
astonishing phenomenon of the Italian GovernmentIreland and how they responded to that, and it is
criticising Mr Prodi for putting them in the euro.clear the Irish take on that, the sorting out of the
That is quite a remarkable thing, I think. So it doesfiscal mess and all the rest of it, was the necessary
not seem to me now that the Union as an institutioncondition of the Irish take oV. We can see similar
is helpful politically to people who want to reform. Ithings, though not so successfully, in Greece after
am not saying that is true in all countries at all times,Papandreou’s disappearance and death, and The
but I am saying that it is true of the big countries nowNetherlands had one very successful round of
and, to the contrary, a lot of politicians in Europe arereforms in the 80s which led to a long period of
now running against the Commission; they are usinggrowth. They are clearly considering another one. So
it as their whipping boy. Of course, once they do that,my general view has been that countries respond
the fact that the Commission has no political powerto crises—politically healthy countries respond
and base of its own becomes immediately incrediblysooner—and it becomes part of national politics.
visible. I think the reality has become very exposed.Ultimately, most of the issues we have been talking
What we have to hope is that these processes workabout are parts of national politics, which Europe
through the Member States, they reach the rightcannot deal with. So I had hoped that, as Italy got
conclusions, and some of them really succeed. Itinto worse diYculty—and surely anybody can see
would be fantastic, as I still hope if Germany had athat it is getting into worse diYculty year by year—
good strong recovery now, if that recovery startedand Germany and France also in some significant
putting pressure on other Member States to reform—diYculties, they would start reforming. In fact, I
other big Member States because they do not reallythink some of this is happening. I think the reforms
take seriously small countries and they regardintroduced by the Schroeder Government in its
Britain’s recent success as some sort of weird Anglo-second term are not trivial and there is no question
Saxon perversion. If Germany were to succeed thatthat the corporate sector has done an awful lot of
would put a lot of pressure on France. I thinkrestructuring reform, although the immediate
Germany has done quite a lot; the corporate sector isconsequence of that has been a reduction in
quite strong—it is not impossible—but I do not seeemployment, but it has enormously increased
how Mr Barroso and his Commission can really helpprofitability, which is a necessary ingredient for
any more because they do not think they have eithersuccess. So there are a lot of processes at work which
the locus or the political legitimacy to do so.are leading to this anyway, whether or not they are

part of the Lisbon process. It is very slow, very
Q142 Lord Kerr of Kinlochard: You are in a verygradual and we just have to let it happen. The more
gloomy mood this morning, Mr Wolf.eVective competition there is among these countries
Mr Wolf: I thought I was quite optimistic actually.to succeed, to look at one another and to respond to

their voters, in the context of global competition
which is happening, the more likely it is that those Q143 Lord Kerr of Kinlochard: We are an extremely
trends will continue. There are, of course, other constructive Committee, as you know. Looking at
possible ways politics can respond to these the Lisbon process and the fact that so far it has not
developments; populist politics, nationalist politics, gone very far very fast, we want to think of ways in
protectionist politics—I expect all those three and a which it might pick up a bit of pace. Your description
mixture of those three are happening—and anti- of a Europe where the label “European measure” is
European politics. We have had the astonishing bad news, counter-productive, is, I think, certainly
spectacle (to me, at least, from my generation) of a true of old core, Western, Europe but I do not think
German Chancellor essentially running against the it is true at all of new, Central, Europe, where the

script that sold the Single Market programme in theCommission. German Chancellors did not do that in
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exploited, ought to carry these countries forward. It‘80s still sells. The Single Market was sold in the
1980s as likely, through creating a genuine common would be shocking if that were not to happen. A lot of

it will depend on what they themselves do and it willmarket, to increase growth and, as a result, jobs. As
far as I can see, new Member States believe and almost always depend on how they exploit the

opportunities given to them by integration in ademonstrate that this is indeed the case. It is also, I
think, true that the peripheral countries—the market where they are so much the low-cost

producers. At the moment they are economicallycountries that came in in previous Enlargements—
are all (a) further ahead with structural reform and very small; their aggregate GDP at market price is

about the same size as The Netherlands, as you(b) perhaps as a consequence, generating more
growth and jobs, than is the old, central, core Europe know, but over time their dynamism ought to inject

some dynamism into core Europe and, particularly,of the original Six. I think it is certainly true that
taking the two together it is a net minus to try to to Germany which is the country geographically and

economically most likely to, not only most likely to,argue that we should all do something because it
would build a bigger or better Europe. I think and already most integrated with (of the big

countries) these countries. For Germany it ismeasures need to be sold on the grounds that they are
job-creative; but I am not sure that we need give up a tremendous opportunity to improve the

competitiveness of its industrial and export base, andon the kind of measures that you agree with, and
which are the aims and measures that make up the that has clearly happened. So I agree with all that.

Now, the remaining 15: what can be done there?Lisbon process. Possibly we need to find a better
script for selling them; rather than “making Europe Really, we have already agreed to limit the number of

countries. Let us understand the political problemmore competitive” we need something that relates to
what the man in the street, whose job may be at risk, that they have, and I do not know whether there is

anything we can do about it or who could dothinks and feels and tells his politicians. If you were
Mr Barroso, facing the situation you describe, what something about it. Everybody knows that if you are

operating in a country which does not have anwould you do?
absolutely astonishing growth potential whichMr Wolf: It shows my general cowardice in life that I
derives from being very far behind (the sort of thingchose to be an economics commentator rather than
you can see in some of Eastern Europe and even moreMr Barroso! Let me just comment first on your
in East Asia), if you introduce some of the reforms wegeneral remarks because although it does not help Mr
are talking about, the short and medium run eVectsBarroso specifically there may be a broader point
are often very, very painful. You can see it in Swedenwhich can be mentioned. It is clearly true and, in fact,
and Finland and you saw it, of course, in Britain (andthis is a point many have commented on, including
in Ireland too, actually); the short to medium runmyself, on many occasions, that the European Union
eVects unfortunately lead to higher unemployment.of today has an extraordinary history—indeed,
In other words, the shock happens before theunique history—as what I sometimes describe as a
improvement. The argument that many people have“catch up machine”; that at each successive stage up
put forward, which I share, is that here the operationto the present the poorer members out-performed the

others, and very substantial convergence occurred. of the eurozone as a monetary union is a significant
issue. You have got to link, therefore, the structuralThat is exactly what theory would suggest should

happen in such a convergence club, and it has reform with the macro policy system, as a whole. The
argument would be: if an individual country, evenhappened, starting with Italy; in the original six, as

you know very well, the poorest member did quite a big country, introduced structural reforms
which in the short run raise unemployment and lowerfantastically well and subsequently the only country

to have failed to have done this was Greece for about inflationary pressures, all the sorts of things you
would normally expect, in a given national monetary20 years, but in the last 10 years or so Greece has also

joined that. Exactly the same thing can be expected area you would expect, as the inflationary pressures
fell, the Central Bank to respond. This is the classicwith the current 10 entrants—ie, the opportunity

they have to converge on the living standards of the way the short to medium run Phillips curve operates:
an expansion in demand and the position improves as15 initial members of Europe is very good. That

ought to generate favourable growth and with the labour is reallocated in the normal way to new sectors
and areas. However, for each individual Memberfruits of that growth they ought to be able to solve a

number of their social problems. It has to be said State in the eurozone this does not happen because
the ECB is responding to eurozone-wide monetarythat because of the legacy they inherited from

communism they do start oV with a number of conditions and if one Member State—even a big one,
like Germany, which accounts for a third of the areaabsolutely horrible structural problems too. To take

one example, Poland, the most important is its labour but even more if it is a smaller country—does these
reforms there is not going to be much response at themarkets, the unemployment rate is extraordinarily

high, but there is a potential for growth which, if eurozone level. Of course, fiscally they are
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not think it will be an expansionary fiscal contractionconstrained; there is no room for fiscal policy
by any means)—in those situations the sensible thingmanoeuvre. So the macro economic environment
is to focus on the micro and forget the macro for twowithin which these structural reforms are to occur is
or three years. That is the second thing they could do.extremely unfavourable. Part of the question, I think,
There the Commission does play a role because thediscussing the political economy of reform within the
Commission is, at least, the guardian, to the extenteurozone (I think it is a eurozone problem but it
that there is anything left to guard, of the Stabilityhappens to include after all 12 or 15—so everybody
and Growth Pact and everything that goes with it.except us, Sweden and Denmark), in that context I
From this point of view, I think Mrs Merkel’shave always felt that part of the deal has to be a
new coalition government’s programme, whichserious discussion about the fiscal policy rules, the
essentially, as far as I read it, is fiscal tightening andshort to medium run, and the monetary policy
no structural reform, is a disaster.behaviour in the short to medium run. This is, of

course, anathema in the institutional framework of
the eurozone, particularly the ECB, but I have always Q144 Lord Kerr of Kinlochard: You oVer some
thought it was a mistake. That is one of the reasons tempting avenues which lead away from Lisbon a
why I have never been very keen on this idea—almost little bit.
never been very keen on this idea. So that is one thing Mr Wolf: They do. But the Lisbon Agenda, I think,
they can do, but that is linked to the one thing Mr is quite sensible. The problem is we are trying to
Barroso can try and do. He cannot broker such an change the political calculus of it.
agreement but what he can do, and I think they
should seriously consider it at least within the

Q145 Lord Kerr of Kinlochard: On your first pointeurozone, is to say: “Well, if you could all agree on
about no gain without pain—the pain coming firstcertain perfectly reasonable measures” (and I think it
before the growth and the jobs—I broadly agree, but

is reasonably clear what the reasonable measures Spain is perhaps an exception where the gain started
would be) “together you could actually implement almost straightaway. I cannot recall much pain, but
them legislatively together.” You are far more likely the gain is still going on. On your second point about
to get bang for this buck because you will all be going hair–shirts and the Stability and Growth Pact, it is
through a similar shock, the macro policy perhaps worth noting that European interest rates
environment will respond to that similar shock—it have in recent years been historically, relative to the
has to—and you will therefore be creating a situation rest of the world, in real terms, very low. I am going
in which you are all going to gain from the shock you to ask why, if you were Mr Barroso, you would not
have been through together. Whether that would go full steam ahead on the completion of the Single
help them politically at home to say: “Look, Market; you would not be backing the Bolkestein
everybody else is doing the same thing this year”, as ideas to the hilt; you would not be seizing on the
I said, I am not sure, but it does seem to me that that present high price of oil as the basis for another
might get them around a little bit of the political attempt to build a real single market in Energy; you
diYculty. If I may just add one final thing on the fiscal would not be trying to do the sort of things which
policy side, and I think it is a perfectly reasonable Lord Cockfield and Baroness Thatcher were so
point, I regard the fiscal problems of the eurozone as insistent on, with such success, with the full support
entirely a consequence of low growth. There is not a of M.Delors in the mid-80s?
really big structural fiscal problem, if you look at it; Mr Wolf: I agree with all these aims and I certainly
there has been next to no structural loosening in these think he should try to do these things. I do think that
countries. There is a very medium to long run fiscal is essentially the European Community role, as the
problem to do with ageing, and that is out there—we first of my three areas. It is completion of, basically,
know that is there—but right now the structure of the making the area more competitive; increasing the
fiscal problem is related to low growth. It is a competitive pressures within it. I think that is a large
consequence of low growth. There has been next to part of what makes a very advanced economy
no cyclically adjusted loosening; much less than here, succeed (if they can be persuaded by the literature on
for example, or in the US. So I think they should take this); having strong competition within economy and
the view, if they are serious about the structural product markets is a very important ingredient of
reform agenda and they really do the things that need success. So he certainly should be pushing this
to be done to follow the more successful models, they intellectually and trying to push ahead with it. The
should forget all about the fiscal tightenings for two, extent to which he can do these things, given the
three or four years. I would say there is a limit to what positions of the Member States in the areas where
you can take on at once, and massive structural reform is still to occur, is on my reading of it quite
adjustment while also cutting fiscal deficit limited but certainly the direction in which he should
significantly—which I am sure in the current macro be going. I am not trying to argue against that

thought.conditions in the eurozone will be deflationary (I do
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market and labour markets) needed to accelerate theQ146 Lord Maclennan of Rogart: If growth has to be
trend growth of productivity up to 2 per cent, 2.5 perkick-started by ignoring fiscal methods in the short
cent a year, or so again, I would regard the fiscal costsand longer term, do you think there is anything that
of running three or four years of deficit at 4 per centthe European Union can do, as a Union, to cushion
of GDP as completely trivial. There is not thethe countries which are embracing this policy from
slightest sign at the moment that the markets arethe sort of reactions that are not uncommon in
frightened about the fiscal positions of thesefinancial markets when countries do take these views
countries, which is one of the reasons I have alwaysabout fiscal policy?
thought that the emphasis they have been placing onMr Wolf: At the moment—indeed, it follows almost
the short run fiscal position is profoundly misplaced.from Lord Kerr’s remarks—whatever the European

Union suVers from it is not a lack of credibility in
financial markets. The both nominal and real interest

Q147 Lord Maclennan of Rogart: If that is not arates, both short and long, are astonishingly low, and
constraint upon the “going for growth” message, theI think the long rates are more important than the
constraint may be, in light of some of your earliershort rates. At the moment, the real long rate in
comments, flowing from political concern about theGermany (it depends what definition of inflationary
diYculties of transition which are higher, perhaps,you use, core or headline) is certainly not more than
than unemployment to begin with. Are there any2 per cent and it is probably somewhere 1.5 and 2 per
ways in which those transitional diYculties might becent. So the one thing that clearly the markets are not
confronted by the European Union to help that? Youworried about is the alleged fiscal incontinence of
have already said Europe does not have the meansGermany. I think the reason for that, as I have tried
and Europe cannot deal with some of these things,to argue on many instances, is we suVer from a global
but why not?shortage of creditworthy borrowers at the moment.
Mr Wolf: If you are talking about transitionalIt is quite obvious it is a global capital market and
unemployment, I just do not see what the means are.among the list of creditworthy borrowers actually
The only thing that the European Union could doGermany is quite high. So I do not think, if the fiscal
(and there has been some discussion) is endorse someposition of Germany were to remain as it is now,
sort of investment programmes which createswhich is all I am talking about, or even worsen a bit,
demand. There has been a lot of business discussionthe market is going to get panicked at all. We can be
of this.completely relaxed about this. If, however, growth in

Germany were not to exceed one per cent a year for
the next 20 years the fiscal problems of Germany over Q148 Lord Maclennan of Rogart: You could have a
that time will ultimately become unmanageable. So new policy on mobility of labour, which might
the long-run trend growth rate is, in my view, a much considerably assist.
bigger issue for fiscal solvency than fiscal deficits that Mr Wolf: On the investment side, the European
they will run in the next three or four years. The real Union does not have the resources to significantly
concern is that there are lots of people in the eurozone aVect demand in any country. From my reading of
who now think, including the ECB, that the trend what is happening in the Budget negotiations, it is not
growth rate has fallen to 1.5 per cent and possibly going to happen, so we can rule that out. Again,
lower. That sort of rate of growth, given the ageing of labour mobility is in itself an important part of the
society (I have not done the precise arithmetic) I Union, but the mobility of people into an economy in
would guess you are talking about a situation in which essentially a very large part of the labour force
which real disposable income after tax for those at (that is one side of the programme, I am not
work basically is stagnant or not far oV it, because of suggesting the labour market is the only thing that is
the increase in transfer from the workers to the aged, important) is outside the market because of a
which is inevitable in their situation. That politically combination of very high welfare and very high
is really hard to manage in a modern democracy over minimum wages, as in France where they are
a generation. So trend growth simply has to be raised, extraordinary, and if you import a lot more labour
which is why that is the core of the structural reform they will also be unemployed. Indeed, we have seen
agenda, to my mind. Trend growth can be raised by that problem in the last few months. So that does not
two means: increasing productivity growth and help very much. So you actually have to aVect the
increasing employment ratios. In the short run the conditions in which the market works. Every single
latter is very important in Europe (employment one of those policies—how you structure the labour
ratios are low in many countries) and in the long run market, how you structure the welfare system
the productivity performance is even more to support work rather than people being
important. So if supporting demand over the next unemployed—is a national policy area and not
four or five years were to allow them to do the European policy areas. Where they are European

policy areas—structural things (in competition policy, internal
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does not help. The problem, therefore, is the policiesQ149 Lord Maclennan of Rogart: I do not quite
follow this as I am not sure whether it is an area of that aVect the demand and supply for labour. Let us

be quite clear (and this is what I am writing aboutEuropean competence?
today), they have a very big structural problem—Mr Wolf: You are certainly entitled to propose a
which is deeply political and which we all face—change to European constitutional arrangements
which is combining full employment, or somethingthat suggest that the labour market and the welfare
close to full employment, with satisfactory incomesstate become European. I would suggest that after
for relatively unskilled people. In contemporarythe vote on the constitution your chances of getting
circumstances, I believe quite strongly, because of thethat through are zero. I personally would oppose it
changes in the world economy, that has become avery strongly, but that is neither here nor there. The
much more demanding and diYcult thing to do thanpoint is that at the moment, and for the foreseeable
it was 20/25 years ago, and it needs a lot of carefulfuture, under the institutional arrangements of the
thought on how to structure your institutions to doEuropean Union, and even including under the
that. I think there are some models—Denmark is aconstitution as proposed, these are areas of national
very good model—on how to do it and I think wecompetence. So if we are talking about transforming
have shown some capacity in some areas to deal withthe situation by 2010 or even 2015 we have to work
this problem. Part of their problem is they do not seewith what we have; and what we have at the moment
how to do that within a politically acceptable wayare national labour markets and national
and that has really blocked reform of labour marketsregulations. There are some areas where there is an
to a very considerable degree. As long as that is theoverlap with European responsibility because there is
case, the French are going to stay where they are, anda Social Chapter which we can influence to some
the migration in France, it is pretty clear (most of itdegree, and there are certainly areas where I would
for very obvious reasons tends to come from Northdiscourage the European Union from going further,
Africa), in this context, migration is a social disaster.like exemptions on part-time work, but the general

issues there are national. How you construct taxes
and welfare are national issues and will remain so for

Q151 Lord Jordan: One can see a loose analogythe foreseeable future. What you manage to do 10 or
between the World Trade Organisation process and20 years from now to change the constitutional
the Lisbon process where in both cases the objectivesarrangements on this I do not know but I think we are
seem to be right, the measures proposed seem to bevery, very far from that. Where the Union can do
sensible but, again, in both cases the leaders of themore, there is a fair amount of evidence that product
major players are at the point where they can noand market competition helps, in this context; it
longer take their political constituencies any furtherimproves the trade-oV between output and inflation,
down the road of reform. I think what thisand there are areas of single market programmes,
Committee is looking for is: are there models otherservices and all the rest of it, where you can
than crisis that can do that? We know that crisisunquestionably do more, but I think in the core
does—the UK almost is a model of crisis-bornlabour market areas and, also, in some of the other
reform, and you have mentioned Sweden andareas—education and higher education—which are
Finland. The European Commission cannot imposealso part of this programme, the reality is that these
a real, live crisis. Is there such a thing as a civilisedare and will remain national matters.
crisis? One of the things we have suggested is trying
to show countries just how bad they are and point
them in the direction of countries that are succeedingQ150 Chairman: The free movement of labour is,
in this globalised economy, highlighting the successafter all, at the heart of the original common market.
of the winners and publicising the failures of thoseThat is an EU commonplace. Although there are
who are just not making it. That is one thing. Can itsome transitional restrictions on it at the moment,
work? Can it be done in some way? Or are there otherwith the new Central and Eastern European
things that can create what we would have to call ancountries, that is a potential area of stimulus to
artificial crisis to make people act?change and growth.
Mr Wolf: I have not studied this really rigorously butMr Wolf: The problem with the free movement of
in democracies my impression is that reforms that arelabour, as I pointed out, is that it does not do much
painful in the short term rarely happen without somefor a national labour market if the national labour
sense of urgency which comes from the sense that onemarket is not working in such a way as to absorb it.
cannot go on as one is. As I said, it is important toWe can argue, and I would certainly be happy to
stress that in all these countries reforms areaccept that our ability to absorb labour in this
happening, and partly because they are worried. Forcountry has been a great help to us, but it is pretty

clear that in the last five years or so, at least, neither example, very interestingly, France has introduced,
essentially, temporary work and part time workingFrance nor Germany, nor Italy in fact, has shown

itself to have the capacity to absorb new labour. So it arrangements, and there have been very substantial
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would like but even in telecoms quite remarkableexpansions in employment under that. In fact, one of
changes. So the question is why does this notthe more interesting phenomena over the past 10
suddenly show itself—and there has been a realyears in the European Union is that employment has
improvement in employment performance—instarted to grow again and employment ratios have
productivity, why is it not showing in demand and,started to grow again, partly as a result of reforms
therefore, why is it not showing in growth? I think thethat are slowly coming through in the Member States
honest answer to these questions is I do not know,over, really, 20 years or so. So they have been moving
but you get into a whole set of very complicatedin this direction. I think the German reforms under
factors. I think macro-economic policy could help inSchroeder are quite significant and, again, it was
these situations to get people to be more positive inpartly the consequence of a sense of crisis; the sense
that. So my answer to Lord Kerr’s earlier pointthat things were not working very well. So there are
would be that US interest rates were half the ECBexamples here where reforms have occurred, and
rates. I would have gone to 1 per cent if I had beenmaybe that is in an environment of not crisis but
there, but never mind. Short of really serious crisis, itclearly malaise; people feel things are not working
seems to me that the inching towards reform we havewell, this is an area where they have got to do
seen (it is a little bit more than inching—moving asomething, so let us proceed with it. They have got
foot at a time, as it were) is probably about as well asvery little return from it, for a whole host of reasons,
we are going to do. It is really interesting why this hassome of which are not completely obvious. Part of it,
not worked through into more powerful changes inI think, is to do with the macro set-up of the
the performance of these economies, but I do noteurozone, partly to do with something which I do not
think it is right to say nothing has happened. I couldfully understand and I do not think anyone does,
go country by country; some have done more thanwhich is the sluggishness of investment within the
others but actually quite a lot has happened, giveneurozone, which is quite surprising given that the
the lack of an extreme crisis, and they have got verycorporate sector seems to be so profitable. So that has
little return for it.also meant that they have got very little return from

these reforms, and the macro-economic environment
has been very unfavourable. But they are examples of

Q152 Chairman: Maybe the return is just delayed.people inching towards reform. Again, if you look at
Mr Wolf: That has been my hope. The Germanthe single market process, clearly it has not gone as
machine in its classic operation has broken down.far or as fast as we would have liked, but in fact the
There is an absolutely traditional German cyclicalenergy markets are opening and liberalising, the
recovery, which goes: exports boom (exports arefinancial market integration on a whole range of
booming; Germany is the world’s largest exporter);dimensions is proceeding quite rapidly and there is
profitability in export-oriented industry booms andsomething much closer to having a European capital
then they invest. That is how all Germany cycles havemarket now than there was 10 or 15 years ago. The
worked since the War. This time the first two stagesgrowth of the eurozone bond market is very
are there but the third stage is not there; investment isnoticeable; there has been a lot of activity. So it is not
a disaster and there is no real strength in investment.that at a structural level nothing has happened; I

think it would be quite wrong to say that. In fact, I
have to be quite honest about it (I have written about Q153 Lord Jordan: Is that money going abroad?
this often enough and I am embarrassed enough Mr Wolf: Some of it is but it turns out, if you look at
about it): I have found the extreme weakness of the it, a lot of it is just being saved. They are not spending
eurozone economy in the last five years really quite it. You could then say that is confidence or a lack of
puzzling. I think anyone who honestly looks at it and belief in the future of the economy. Low growth
starts asking themselves: “Why has this happened?” breeds low investment for very obvious reasons—if
should find it quite puzzling because it is quite you do not expect high growth what are you investing
puzzling. It does not mean I would expect it to be for? The bits of the engine that you normally expect
incredibly dynamic. That is linked with the deeper to operate are no longer operating. There are some
puzzle, which is why there was this productivity wonderful works recently by economists looking at
growth reversal in the US in the mid-90s and Europe all this and I think the honest truth is we do not
went the opposite way. We do not really understand understand what is going on. There are obvious
why that happened. So I thought that there had been reasons why employment performance and wages are
a fair amount of reform; it is partly because of not as high as the US; you can understand that; you
pressure of failure, a perception that other countries can understand US strength in information and
are doing better—even us, Sweden, looking at communications technology making a diVerence,
Denmark; there is a perception that reform is and other things, but the extreme divergence between
necessary. There has been quite a bit of progress on the US and the EU in the last five years is really quite

diYcult to understand.the European single market side—not the amount we
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oil) which have boomed, and the agriculturalQ154 Lord Inglewood: I have a short question on
commodities, including the industrial raw materials,your remarks both about the WTO negotiations and
have not really moved. The truth is the only reallythe inherent politics of some of the things we are
important agricultural commodity which is antalking about in the context of Lisbon, which is the
industrial raw material is cotton and it does not haveproblem with the agricultural sector. You are on
a hugely dynamic demand and there are an awful lotrecord as saying that in what some people describe as
of producers. So the most we can say at the momentglobalisation there are a number of things going on,
is that this boom is very, very good for producers ofincluding inter alia some commodity prices going up.
minerals and metals, it seems to be stabilising worldDo you think we are likely to see an increase in the
foodstuV prices in real terms and it is arguable that ifagricultural commodity prices with an improved
the development of the Asian giants were to continuemarket, because that might in turn take the pressure
at this rate for another two decades or so the demandoV some of the political problems?
for foodstuVs from them would grow enormously.

Mr Wolf: I think the answer is it is not inconceivable. You can certainly imagine that of China, and that
I have just been looking at this this morning for a that could have quite a significant eVect on world
piece I am writing today, which shows at the very foodstuV prices as well, but we are not seeing that yet.
least that world agricultural commodity prices have
stopped falling in real terms. For a very long period Q155 Chairman: Are there any further questions
they have fallen in real terms and that seems to have from my colleagues? Thank you for a most
now stabilised over the last 10 years or so. However, stimulating period. Thank you. You lived up to
it is true that if you look at the commodity prices, it your billing.

Mr Wolf: I have probably just depressed you all.is the minerals and metals (including of course
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Memorandum by Vladimı́r S̆pidla, Commissioner for Employment, Social Affairs and Equal
Opportunities, European Commission

The Relevance of the Lisbon Objectives and of the European Employment Strategy

1. The goals of the Lisbon Strategy are the appropriate answer to the challenges of economic globalisation,
technological development and ageing of our societies. The relaunch in 2005 of the Lisbon Strategy by the
European Council demonstrates that the Member States are still looking for economic reform. The Heads of
State and Government decided to refocus the strategy on growth and jobs. New Member States, too, are
committed to the objectives of the Lisbon Strategy. In the case of the employment rate targets (70 per cent in
general, more than 60 per cent for women and 50 per cent for older workers), six out of the 10 new Member
States have translated them into national targets. This proportion is about as good as for the EU-15 and
demonstrates the commitment of the new Member States to the Lisbon strategy.

2. The Lisbon Strategy is built upon three pillars: macro-economic guidelines for growth and jobs,
microeconomic guidelines to raise Europe’s growth potential and employment guidelines. The Employment
Guidelines are designed to underpin Member States’ eVorts to: (1) achieve full employment, (2) improve
quality and productivity at work, and (3) strengthen social and territorial cohesion. The Guidelines establish
three key priorities for action: (1) attract and retain more people in employment, increase labour supply and
modernise social protection systems, (2) improve adaptability of workers and enterprises and (3) increase
investments in human capital through better education and skills. Member States are invited to submit
National Reform Programmes in which they commit themselves to concrete measures to implement these
guidelines. This will clarify the extent of their ambition. The Commission will assess these programmes by
early 2006. The open coordination processes in the field of social inclusion and social protection will provide
useful input to this assessment.

The 2010 Target Date

3. As for the Lisbon targets, including those for raising employment, it is premature to conclude that the 2010
deadline should be postponed, or that the objectives should be changed. The independent Lisbon Task Force
report “Facing the challenge” concluded negatively. However, without an acceleration of reforms and
economic growth, most of these objectives are not within reach. A review scheduled in 2008 should clarify the
status of both the deadline and the quantified objectives.

Employment rates in the EU

1999 2000 2001 2002 2003 2004

EU25 62.0 62.4 62.8 62.8 62.9 63.3
EU15 62.6 63.4 64.0 64.2 64.3 64.7
Women EU25 52.9 53.6 54.3 54.7 55.0 55.7
Women EU15 53.0 54.1 55.0 55.6 56.0 56.8
Age 55–64 EU25 36.2 36.6 37.5 38.7 40.2 41.0
Age 55–64 EU15 37.1 37.8 38.8 40.2 41.7 42.5

Source: Quarterly labour force data, Eurostat

4. After stagnating at around 62.8 per cent between 2001 and 2003, the total employment rate reached 63.3 per
cent in 2004. The rise of female employment has been dominant in driving the total employment rate up. Also,
the contribution of older workers to the total employment rate has been significant. However, the contribution
of young and prime aged workers to the total change in the employment rate has been low.
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Labour productivity growth in the EU has fallen dramatically, both in comparison to the period prior to 2001
and in comparison with the US. The entry of workers in sectors with lower levels of productivity may have
played a role but the slowdown in productivity suggests broader underlying diYculties of the EU economies
to foster and absorb change.

Annual labour productivity growth in the EU and US

1990–96 1997–2000 2001–04

EU15 US EU15 US EU15 US

Labour productivity growth per worker 1.9 1.7 1.3 2.0 0.6 2.9
Labour productivity growth per hour worked 2.2 1.3 1.9 1.4 1.1 3.3

Source: Joint Employment Report 2004–05

5. National policy responses to the European objectives have been diverse. The call to translate the EU-wide
employment targets into national targets has been answered by more than half of Member States, and the
others tend to use the overall target of 70 per cent as a long term benchmark. As to the employment
guidelines, the strongest policy responses can be found in areas such as the financial element of making work
pay, reforming public employment services, designing lifelong learning strategies and facilitating business
creation and development. There are also significant responses in areas as ensuring employment friendly
wages, promoting flexibility combined with security in the labour market, childcare, active labour market
policies and addressing the situation of disadvantaged people in the labour market. Much weaker responses
can be found in the development of active ageing strategies, eVective investments in human capital,
addressing the gender pay gap, tackling undeclared work and anticipating and managing economic
restructuring.

National or European Level Policy

6. The Lisbon Strategy is governed by the Open Method of Coordination. Member States cooperate on the
basis of joint policy objectives and benchmarking. The European Commission supports this process by
assessing Member States’ achievements and drawing up guidelines and country specific recommendations.
This allows Member States to learn from each other’s experiences, fully respecting the prime responsibility
of the national governments. In addition, EU level action is needed in those areas assigned to the
Community by the Treaty. The Community Lisbon Programme and the European Social Agenda set out
the major lines of action at EU level to support the creation of jobs.

7. The European Employment Strategy reflects the above division of responsibilities. It is a policy
framework for Member States to cooperate on the basis of management by objectives, multilateral country
surveillance, “peer pressure” and benchmarking on the basis of common indicators. The European
Commission assesses Member States’ achievements and progress and proposes adjustments to the guidelines
and/or country specific recommendations (possible as of 2006), to be adopted by the Council. The role of
the European Commission is to keep up the pace of reform, by identifying national reform needs and
assessing the eVectiveness of measures and help them explain to their citizens, why continuous reform is
necessary and urgent, and how it can be implemented.

8. Community action is needed in several fields, especially in those of EU competence. The Community
Lisbon Programme and the European Social Agenda set out the major lines of action at EU level to support
the creation of jobs. The EU structural funds, notably the European Social Fund, shall be more geared to
the support of the employment objectives, by focusing on education and vocational training to equip
workers with the skills to master change and take up new activities. In order to open up the opportunities
for a pan-European labour market, 2006 is declared the European year of workers’ mobility. The
Commission will launch new proposals to improve the recognition of qualifications and the portability of
occupational pensions. In cooperation with the social partners and other stakeholders, the Commission will
develop a strategy for the anticipation and management of economic restructuring. It will also take
initiatives to develop a common EU framework for managing economic migration from outside the EU.
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European Union Mechanisms

9. The guidelines are not a panacea for immediate success, but they are a support to the Member States in
their eVorts to generate reform. There is no need for new EU mechanisms. Rather, the eVectiveness of
present instruments should be improved by coordinating them better in support of Lisbon. Apart from
guidelines, these instruments include funds, legislative means, the social dialogue, and the spreading of good
practice. An example of how good practice can be identified is the Mutual Learning Programme, operated
under the Employment Strategy. The spreading of good practice does not go via legislation or “competition
through market forces” but through a voluntary process of mutual learning, by which Member States
analyse each other’s policies and test their transferability. As for state aid rules, the Commission will assess
whether measures in the area of aid to training and mobility may benefit from more flexible provisions.

10. Guidelines do not have power of law and are therefore sometimes seen as “soft” instruments. But we
should keep in mind that Member States cannot be “forced” to take reform measures, for the same reason
they themselves cannot “force” reform onto their societies. There are many stakeholders involved and the
recipe works best if all work together. The power of the Lisbon Strategy for Growth and Jobs depends on
its ability to convince all stakeholders and help them convince the public. At EU level, improvements can
be made by:

— Using the EU funds, such as the European Social Fund, as a lever.

— Using the Tripartite Social Summit to encourage stronger commitment from the European social
partners, in particular vis-à-vis their national constituents.

— Reinforcing dissemination of mutual learning through the exchange of experiences.

— Closer monitoring of the country-specific recommendations, in order to invoke stronger peer
pressure among the Member States.

11. The exchange of information and good practice is an important part of the open method of co-ordination.
The Mutual Learning Programme, operated under the Employment Strategy, is a useful instrument to identify
good practice. In regular meetings, Member States assess a particular good practice presented by one of them.
This can be an inspiration to further policy development, give valuable information on the success factors for
diVerent policy options, and be a cost eYcient contribution to rational policy development. Attention is
focused on the measures other countries employ to deal with a problem similar to one’s own problems. It is
evidence-based, since a lesson is based on programmes that have been operating for a long time elsewhere, and
it can supplement or be an alternative to developing a new programme from scratch. Due to the diVerences
between Member States’ cultures, social structures, and governance and delivery structures, adaptation will
always be required to transfer successful policies across borders.

Social and Economic Models

12. The European social model is not a specific social system. It is rather a set of shared values, recognised by
the Member States and enshrined in the EU Treaties, embodying the principle that all inhabitants are covered
and nobody is abandoned. However, European countries should meet some challenges: a persistent low
growth, an increased diversity of their societies, the impact of demographic changes across society, the rapid
spread of new information technologies, and a globalisation of the economy at an unprecedented pace. Hence,
social policies should be modernised and reformed. The reforms we seek serve both economic and social
objectives. Because eVective social policies promote access to employment, education and social inclusion,
they are also supportive to growth. Inspiration should come from all over Europe. Rather than beatifying one
single national “model”, the EU should use its available instruments, including funding, and find good
practice allover Europe and promote its dissemination. Ideally, this leads to positive convergence, but there
is no need for all Member States to operate along the same patterns.

13. The values of the European Social Model include access to work, fighting poverty and social exclusion,
equality between men and women, non-discrimination, active inclusion, accessible education and social
protection, and social dialogue. Proactive policies at all levels are needed to make these values true. With over
20 million unemployed and 15 per cent of our populations living in poverty, there still is a lot to do. The
European Employment Strategy and the Social Agenda are based on the need to modernise our social systems,
making use of the many positive elements existing in the Member States, as well as at EU level. Such elements
should concentrate on:
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— Raising the potential for sustainable growth, by ensuring a stable macroeconomic framework, by
investing in innovation and research, by promoting a regulatory framework conducive to growth,
and by reaping all the benefits of the internal market;

— Responding to demographic changes, by raising productivity, by making our systems of social
protection more activating, while securing their adequacy and financial sustainability, by fostering
reconciliation of family and working life and developing care facilities, by promoting active ageing
and by transforming incentives to retire early into incentives to stay in work longer;

— Creating the conditions for full employment, by providing opportunities for everyone to learn new
skills throughout their lives, by providing active employment support and by improving the
flexibility of labour markets, combined with adequate security;

— Better anticipation and management of economic restructuring;

— Developing active inclusion policies and policies to fight poverty; and

— Promoting social and economic cohesion across Europe, with adequate funding of the structural
funds.

Member States’ Commitment

14. All Member States have shown their commitment, but national constraints diVer from country to country.
Success depends largely on the ability for governments to find partners in their societies, among
parliamentarians, social partners or other stakeholders. Stronger support from these stakeholders, also at
European level, would be a further encouragement to Member States.

15. The commitment of Member States to the revised Lisbon Strategy is clear. However, probably the most
diYcult task Member States are facing is to convince society that reform is needed and is also in their interest.
This is illustrated, inter alia, by the fact that parliamentary bodies have not always shown great interest in the
Lisbon Strategy and the National Action Plans for Employment. Building reform partnerships, involving
business, social partners, local and regional authorities and education institutions, is a helpful tool. Many
Member States with highly developed industrial relations such as Finland, Sweden, Denmark, Ireland,
Austria and the Netherlands have above-average employment rates and productivity levels. In a large number
of Member States partnerships between the social partners and the government have been established. The
new National Reform Programmes oVer an opportunity to increase the number of partnerships and the issues
they cover. This is why the Member States have agreed to discuss them with their parliaments, the social
partners and other stakeholders at regional and national level.

6 October 2005

Examination of Witness

Witness: Commissioner Vladimı́r S̆pidla, Commissioner for Employment and Social Affairs, European
Commission, examined.

Q156 Chairman: Commissioner, it is very kind of things but the European Social Model in economic
terms sees expenditure on social matters as anyou to receive us. Thank you very much indeed. What

do you say to those who argue that there is a investment. Like any other investment it can be a bad
investment, that is clear, in which case you need tocontradiction between on the one hand the European

Social Model and on the other hand trying to change it, but the concept is investment in human
advance the Lisbon Agenda? Do you think there is a capital. From there what you can say is that if, for
contradiction? example, you take universal cover for sickness

insurance, the result is that there is human capital,Commissioner S̆pidla: It is a complicated matter, that
the Lisbon process and the European Social Model meaning people in good health. That means that

those people can develop, can evolve, and it is in factare contradictory. Let us look at what the European
Social Model is for a start and what its values are. eYcient. If you have people working who are in good

health you are eVective. Take health and safety in theWhat one can say is that there is a common European
base of values but that there are diVerent techniques. workplace. Being able to go to work in a place which

is a safe and good environment means you are moreThe values are clear. They are: no discrimination,
equal opportunities, universal cover in society, and a eVective. You also have to amend working

conditions if you want to extend working life becausebalance between solidarity and eYciency that is very
real. You may well feel that there is a need to change it is one thing to work under very hard and diYcult
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Constitution has not yet been approved, that thatconditions when you are young but an entirely
diVerent matter to do the same thing when you are a was a failure, because I think that through the

Constitution it would have been possible to co-bit older. What I am trying to say is that the
European Social Model is an investment. It is an operate more with the European Parliament. I think

that is one of the ways and means which we wouldeVective investment and therefore does not
contradict the Lisbon process. have been able to use (it would have been easier with

the Constitution but it has to be done anyway) to co-
operate better with the Parliament.

Q157 Lord Kerr of Kinlochard: Commissioner,
thank you very much for the interesting written
evidence you gave us. In it you said that the most Q158 Lord Jordan: In your opening remarks,

Commissioner, you defended the social protections,diYcult task facing the Member States was
convincing their own public of the problem and the and rightly, as essential to a thriving market, but in

your mission statement, and it is a short statement,need for the solution. I think we tend to agree with
you on that. What solutions have you got to the you have pointed out that there needs to be major

reform of our labour markets and social protectionproblem that you describe so clearly? How should
Member State parliaments, Member State systems. What specific reforms do you believe must

take place and what do you see as the obstacles togovernments and Member State civil society go
about this task of persuasion? that reform taking place, because in other parts of the

world those reforms have taken place, and what areCommissioner S̆pidla: That, of course, is a very
you going to do about it?important question, an essential question. It is a

question of democracy. In certain systems you can Commissioner S̆pidla: I think that the labour market in
Europe requires reform. What are the reasons? Iimpose solutions but that is not the European system

and there are very many reasons for that. Basically it think they are very clear. It is because things are
changing so fast that it is practically impossible toboils down to democracy. You have to inform a

majority and get public support from a majority for stabilise the situation, so what you have to do is make
sure that the changes are changes which will respondwhat you try to do. We are very sceptical, and that is

sometimes a good thing, sometimes a bad thing. We to human dignity. It is like a ship which is drifting.
You have to try and steer it and give people thehave spoken about the changes which are necessary

and we sometimes make comparisons with China. I possibility to create a basis for their working life, not
to save ships which are already sinking, are oldhave a little bit of experience with China, not a lot,

but I have spoken to Chinese people and there are wrecks, and which have problems. What is important
is human capital, as I have said. The most importantdiVerences. Europe has launched a project in China

where we will examine five provinces, each one will be way of achieving reform is to protect your human
capital and the work or labour capacity and careerssome 70 million people, and we will examine diVerent

retirement systems. China has seen that it needs a and not to protect the actual job because the job is
like the sinking ship. We have to be flexible so that weretirement system and is evolving a number of social

models. China has opted for the European model and can change the jobs and protect people during this
transitional period which will be diYcult for them. Ifthat is a strategically important thing, so you see that

you can act with respect to China. In Europe, though, we protect the jobs they are going to say, “We are not
going to move”, and we can say that in weak systemsnearly all Member States have reformed their

pension systems in some way or other. They have if you protect the jobs the movement of workers does
not happen. A good example is the Danes. Thereacted to the ageing population problem. There is no

country which has not reformed in some way. It is protection of workers in the transition period in
Denmark is very high but every day a third of Danishdone through discussion and there is the Open

Method of Co-ordination which will make it possible workers change jobs. There is enormous flexibility,
perhaps the greatest in the world. It is thanks toto formulate common tasks and step-wise objectives.

What you see is that the age at which people retire has protection of their human capital because people are
not afraid to change their work or to move becausegone up a little bit, not much so far but it is a clear

trend. All countries are prepared to do reforms and they know that they will get some sort of support and
that they can find another job. I have spoken toin general terms one can see that economically the

European social system will be stable till about 2050. Danes and they have said that working time during
the course of somebody’s working life in Denmark isThat would not have been the case without those

reforms. The reforms have not been in-depth reforms the longest in Europe because the transitional periods
are very short. There are a lot of them but they arebut you know your country very well, obviously, and

you know that very often those reforms which seem very short and I think that is quite a good model. Of
course, there are certain problems. There are alsoto be the most in-depth and the deepest are not the

ones which are necessarily the soundest. Basically it political diYculties because people are uncertain of
how politics and policies are going in certainis a matter of discussion. I am sad that the
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stable environment. We do not want eruptions in thecountries but I think we can see that the flexibility is
there. During the Austrian Presidency one of the landscape. I think that the European idea on this will

give us that. Sometimes it is very much criticised butobjectives is to have a discussion on flexibility of
work because Austria is a country which is very I think it works.
flexible. You have Nordic countries who are flexible
in the same way and then you have countries in

Q160 Lord Cobbold: Commissioner, in the contextcentral Europe and you can see that certain traditions
of the Lisbon Agenda for Growth and Jobs wouldcan obtain the same results. That is why I think there
you agree that it is really important to encourageis every reason to be optimistic.
small businesses which will produce the employment
and jobs in the future? One of the problems that small
businesses face is the burden of regulation. Do youQ159 Lord Inglewood: Commissioner, thank you

very much for your remarks. You have described, agree that it is important to try and minimise the
eVect of regulation on the development of smalland I do not dissent from it, the common values

across Europe translating themselves in terms of businesses?
labour relations and social policy in terms of Commissioner S̆pidla: You are right. The Austrian
investment in human capital. It seems to me that Presidency yesterday made SMEs very much a focus
traditionally there has been a slight dichotomy in the for the Presidency. I think that they were quite right
approach to this. On the one hand traditionally we to do that. You are also right that it is complicated
invested in security, in existing jobs, as opposed to but you are certainly right in your idea that these
what you were talking about and I think what is small and medium sized enterprises need regulation;
generally now recognised in a world which is faced that is clear. However, there are also bad regulations
with globalisation as perhaps being more important which are a burden on SMEs. The question is
is the need to prepare people for change and to ensure whether it is European regulation. When you look at
that, since the existing arrangements will inevitably the situation you see that most of the burden is at a
disappear, they are prepared to, and are capable of, national level. They are in fact not problems that
dealing with change as it comes. Do you think there come from Europe. Generally speaking, the bulk of
are problems though within the single market European legislation favours SMEs; it is good for
because diVerent countries have diVerent traditions them. If, for example, they can benefit from the
and there will be a risk of one part of the market internal market that means they can sell their wares in
seeing a change in another part of the market other countries easily. When you have launched your
aVecting its labour market in particular and product you have launched it for all European
perceiving that as social dumping and causing countries once and for all. You do not have problems
problems with solidarity and cohesion? with getting it through customs and all that sort of

thing. That is great for SMEs. Customs was an awfulCommissioner S̆pidla: This is a very specific question
that you have asked. I am very much in favour of a lot of paperwork, so the single market is a boost for

SMEs. You are right: there are problems, of course,single market. I am convinced that without a single
market no European country is capable of and that is why the College of Commissioners has a

strategy which we have called “Better Regulation”.maintaining the quality of life for its inhabitants and
will not be able to have a sound economic future. I What that means is that we examine all the recent

rules and regulations which have been produced andonce said to Chancellor Schröder that there is a
diVerence between Malta and Germany but it is not look at which of those rules are bad. Maybe they were

good when they were brought out but they are badsuch a great diVerence looked at in global terms. I am
in favour of free movement of capital, people and now and we have shown that we are prepared to

change things. We have rejected about 60 proposalsservices. We can talk about social dumping and
problems which are created by the diVerent speeds of for texts of legislation recently because we felt that

they were not right any more. One other thing, and Ichange but there are important policies which have to
be well balanced. The Lisbon policy has had positive think you are right and your arguments are good on

this, is that the Americans say that time is money.feedback. What do I mean by that? I mean that if you
are very fast you change faster. That is what I would SMEs tend to have problems with money and, of

course, the public purse cannot give money to smallcall positive feedback. It creates diVerences. The
cohesion policy is important but we have to find a companies, but what we can do is simplify processes

and give them time—and time is money—by betterbalance between negative feedback and positive
feedback. We need to have positive feedback to regulation. That is why we are going through this

Better Regulation exercise. Another valuablecreate our competitiveness but we also need negative
feedback because there will be enormous disruptions strategy is studying the evolution of data processing

systems. SMEs need the support of good dataand disturbances and that is not good for our
economy. We need so much investment that we need processing; it improves things for them no end. That

is something that we have to do when we areto be creative and to do all that we need to have a
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now be in your hands? You say in your writtendreaming up and preparing networks, to think about
the needs of SMEs. As I say, we are prepared to evidence that you are going to issue an assessment of
change things and we have started that. SMEs are them early this year. Here we are.
very much in our mind. They are perceived as Commissioner S̆pidla: The Working Time Directive
creating jobs and I think that the track as it is drawn does not organise working time. It is a health and
out is fairly clear. safety protection directive; that is important. It says

what the rest periods are, it says a few things about
maximum working time and overtime, and I think it

Q161 Lord Kerr of Kinlochard: Commissioner, I is a good thing because if we do want this single
would like to cheat, and ask you four questions. You market concept we have to have some minimum
have referred to 60 draft proposals being withdrawn, standards which avoid working time and so on
and I suppose there are other teams working on becoming ways in which states compete; in other
looking at existing pieces of legislation which should

words that you have fair competition, notbe withdrawn. I would be interested to know what
competition on that basis. It is quite complicated. Letyou can tell us about that bit of work. In this context
me try and produce an example. I come fromthough, and bearing in mind what you said about
the Czech Republic. We are doing quite welltime being money, the Commission’s pressure in the
economically. We have 5 per cent growth. For us fairlast Presidency for tightening the Working Time
competitiveness is essential because basically we areDirective in my view fits oddly. If you compare the
able to compete on quality, we are able to compete onEuropean economy with the US economy the biggest
economic data, but we cannot give vast amounts ofdiVerence is not productivity per hour worked; it is
state aid and our main competitors, for examplenumbers of hours worked. It seems to me that this is
Germany, can. They could potentially give morea decision which is down to the individual and down
state aid, so limiting state aid is essential for us. Ifto the particular national society in which he lives. If
state aid were unlimited we would never be able topeople in a European country choose to work much
compete with Germany; we are a poorer state, so fairshorter hours and attach more importance to leisure
competition is very important for countries like mine.that is fine, but to enforce shorter hours by
The new directive is very flexible when comparedharmonising law across the Union seems to me hard
with the old directive. There are only two areas whereto understand in terms of the concept you have been
there are still problems with flexibility. They are thedescribing of getting rid of excessively centralising
health sector and fire-fighters, where a lot of time isintegrationist legislation. My second question is this.
spent on standby duties, but I think we have found anLike you, I miss the Constitutional Treaty. I think the
appropriate solution. Turning to the Open MethodConstitution was an excellent text which I hope one
of Co-ordination, I do think people underestimateday will be reintroduced. You said you thought one
this method. No-one has claimed that it is a universalof its advantages would have been to bring about
method. It only works for certain things. It is a bit ofmore work for the European Parliament. I entirely
a paradox really. If you look at the areas where theagree with you. But you say in your written evidence
Open Method of Co-ordination is used they tend toto us that the Open Method of Co-ordination is good
be areas where the Lisbon Agenda has made progressand we can do things using that method. I tried very
and labour market figures in those areas are prettyhard during the Convention to think of ways of
much up to speed. I am talking about women andwriting the Open Method of Co-ordination into the
older people who are present in the workplace inTreaty and I could find no way that made sense
those areas. We are not by any means sure that webecause it confers no rights or obligations. It seems to
will reach the 2010 objectives but what I am trying tome not so much open as non-operational, and I
say is that in those areas where the Open Method offound it very hard to see how to place it in the Treaty.
Co-ordination is used those are the areas where weGiven the instruments that you do have, is there
have made the most progress. You also mentionedanything that could be done to improve the Open
statistics. My opinion is that Eurostat statistics areMethod of Co-ordination? My third question is
relatively good. It is a typically European system.about the employment statistics you gave us. They
Why? The way the system works is that Eurostatare based on the Eurostat numbers. What
works with data provided by the Member States,assumption does Eurostat make about the size of the
which makes things complicated but in general termsblack economy aVecting these unemployment
I cannot really see how it could be done any othernumbers? You say in your written evidence that there
way. Should we centralise the whole thing? I do nothas not been much progress made on the issue of
think you could do it centrally directly from the“tackling undeclared work”. Is undeclared work a
bottom to the top, and also there is a question ofproblem, or is it a good thing? What is it that you
Member States’ position and independence in there.want to tackle and what do you mean by “tackling”?
Another problem is the informal labour marketLastly, can you tell us what you are going to do with

the Lisbon Process national plans which should all which you mentioned. Obviously, I think it is a very
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train a series of events, that one cannot have as muchbad thing because it is pretty close to slavery
sometimes. Remember what I said about fair stability as one would like. The real issue is partly, is
competition? It is far from fair, is it not? That really it not, how do you respond in those circumstances?
creates social dumping and bad working conditions. Commissioner S̆pidla: You have asked three questions
You destroy other responsible good companies and there. All cases are very diVerent but generally
that is a terrible thing. I am very much against that speaking in the College of Commissioners all
and although it is complicated I do want to find Member States are present and they all have the same
methods to fight it. What is the extent of the weight. It is very diYcult and complicated to take
submerged or grey or black, call it what you like, decisions because sometimes you can say what is
economy? I have looked at some studies. You can justice, what is fair? It is diYcult, but I think that we
look at the submerged economy, the informal can defend all decisions in this area with very good
economy, in a number of diVerent ways and they all arguments to back them up. The other question
tend to give diVerent results. Seriously, you can read which you raised had to do with the single market
studies, good studies all of them, which say that in and the wage diVerences between countries. My
Italy it could be from 15 to 60 per cent, so you see colleague is French and I can perhaps make a
what I mean. The most appropriate method probably comparison with the fortress. In the old days
is a comparative method, comparing electricity fortresses were small and that was enough, but later
consumption and GDP. For the Czech Republic, on fortresses were built according to the architect
using that method, you get 15 per cent, which I would Vauban; they were huge, but even later we had the
guess is about right. I have not looked at other Maginot line and that was the end of defence in static
countries but there are so many methods. I think that terms. I think it is impossible to create obstacles by
the electricity consumption method id as good as any setting up little Maginot lines here and there and I
other, if not better, and I would guess that the think it is a good thing that we do not have that. I
submerged market, the undeclared economy, is mentioned dumping. Real and fair competition is not
probably around 20 per cent. There are diVerences in that all prices are the same but that there should never
Europe but it is a very bad thing, believe me. On be dumping. What are we talking about? You
national plans the scrutiny has not finished. The produce something, you go to a market with prices
Commission is still working on them. The date for the which should not be under production costs. You
work is 25 January; that is when it is meant to be over, mentioned a particular situation. I can give France or
so I cannot give any details at this stage. What one the Czech Republic as an example. There are
can say is that Member States have taken this plan diVerences between the Czech Republic regarding
very seriously and that is a good thing. wages but there are enormous diVerences in

productivity. I think we can say that the wages in the
Czech Republic are the real wages in economic terms.Q162 Lord Inglewood: Commissioner, you referred,
For example, the Skoda car is manufactured there; ofvery reasonably, I think, to the concept of fair
course, we have Czech wages in manufacturing thesecompetition being at the heart of your perspective on
cars, Czech social protection and the environmentala number of these issues. Is it not extremely diYcult
price, which is the Czech way, and it is not unfairto be objective about what may in fact be fair
competition. Sometimes, of course, there are regionalcompetition? We all start with a perspective which
problems, for example, with certain factories. Withnormally begins from ourselves and our own
Land Rover in the Midlands it had problemsexperience and our own neighbours and country, but
suddenly. Of course there are problems but we mustin practice, if a very good company in country A is
resolve these cases. I gave you the example of athreatened by, shall we say, lower wage rates in
sinking ship. We have got to save the people so thatanother country in the single market, it may seem
they can work and give them the possibility to workunfair at one level that it suVers but on another it is
but not create a new Maginot line which is going tocreating a good company in country B. Is there not a
defend production against production in the Czechterrible tendency that one becomes very subjective in
Republic. I think that we can overcome our problemsapproaching these things from this entirely laudable
in the single market. There are global measures. Forperspective because there is very little in the way of an
example, when the Brazilians are in competition withultimate yardstick by which to measure it? In the
their agricultural products, of course, the workingsame way, in response to my earlier question about
conditions and social protection and thethe relative balance between securing existing jobs as
environment in Brazil are very diVerent, but that isopposed to preparing people who might lose their
another thing. In the single market everybody hasjobs for future employment opportunities, you again
more or less the same social protection. All countriestalked about the desirability of ensuring stability in
have the same sort of working hours. Of course, theresociety while this process occurred. I think we would
are diVerences. For example, the Czechs work a littleagree that that is a good thing, but the problem is

going to be when forces outside one’s control set in more than the Brits, two hours more a week, but the
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use another metaphor. You said that we have todiVerences are really marginal. In all countries we
promote stability and not change. No: we want tohave the healthcare system. In all European countries
promote change but through security. Security alsoinfant mortality is more or less the same. In China it
means rapid change. What about the fighter plane?is 10 times higher than here so I think generally
This is my metaphor. The fighter plane is our society,speaking that Europe is already so integrated that
very sophisticated, and this fighter plane can kill itsunder certain conditions we have to create
pilot because it can move so fast that the poor pilotcompetitiveness which is fair, and I think that any
cannot survive. It can fly very high and the pilot candisruptions can be resolved.
also die because it is too high. What is the technical
answer to that? That is the support system. The pilot

Q163 Lord Jordan: We keep coming back to this has a mask for oxygen and all the rest of it and this
business of trying to create change. In a world that is means that the pilot can fly the sophisticated plane
changing rapidly, and the change is getting even and use all the technical advantages. That is the
faster, how we go about it seems to be at the heart of point, to find a support system which will make it
what we do. I look at the annual productivity growth possible for us to use our fighter plane, our society,
in the Joint Employment Report and at a time when without killing the pilot and without causing too
Europe and the Commission in particular are trying much disruption. You have quite rightly said that
to increase productivity we see an alarming gap Europe does not move very much; it is a bit slow. Can
developing between Europe and United States you name me another continent which has gone
productivity. It seems that the Commission are trying forward as much as Europe has after the Second
to put across the process of change as a manageable World War? We have had enlargements, we have had
event. It seems to me, however, that there is an stability, we have a single currency and all the
inherent contradiction between promoting stability problems have been surmounted. What are the
and at the same time the need for dramatic change. I changes in the United States? You have said, rightly,
hear again and again the Commission trying to that the United States is in favour of changes for
convince themselves and others that this change can productivity but it has an enormous budgetary deficit
come about without pain. You mentioned earlier that which is almost out of control. If the United States
you look for models where this is happening but was a small country with such a budgetary deficit it
certainly the change is not happening across Europe. would be finished. It would not be a superpower. If
There is a very big diVerence between promoting we look at Europe we can see that the Scandinavian
stability and promoting the status quo and what countries, from the aspect of competition, are the
comes across from the Commission is that you are best in the world because they have their own market
promoting the status quo. You mentioned Rover. concept. If Finland had a market as big as the United
You mentioned the diVerence between Europe and States the Finns would be five to 10 times more
America that seems significant. One of the biggest competitive than the United States because of the
significant diVerences between America and Europe, way their market is organised. No comparison has
and I include my own country, is this reluctance to let ever been made in Europe of its single market with
weak, ineYcient industries die and put the whole the United States. You are right. Our society’s
emphasis on the growth of the small businesses that problem is that the changes have never been so fast
were mentioned. I think that the Commission, in and if you look at what happened five years ago that
trying to placate everybody, is missing the main was enough, but that would last for five years and
message. There is pain in that message and the here we have to change much faster. What I am trying
Commission should get it across. to do is to master the change but to be human about
Commissioner S̆pidla: You said almost the same thing it and not defend the status quo. I have said several
as I said right at the beginning because I think you times that to maintain and defend the status quo is
have read the published texts; I can see that. suicide.
Maintaining the status quo is suicide; that is my view. Chairman: Commissioner, thank you very much for

answering our questions.It is suicide for Europe; it is curtains. I would like to
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Q164 Chairman: Thank you very much for coming labour markets for women, for seniors and for other
minorities, and incentives to work and lifelongto meet us. I see from your material that you are in
learning programmes. The third objective is makingfavour of the Lisbon Agenda. However the problem
Europe an attractive place to do business, whichis not whether we are all in favour of the Lisbon
means fostering entrepreneurship, striving for betterAgenda, but whether anything is going to happen to
regulation, completing the internal market and—andmake it eVective?
I think in the UK sometimes there is some sensitivityMr Mingasson: Of course, we can be doubtful as to
on this issue—promoting a new industrial policy bythe form of the renewed Lisbon Agenda but we are
improving the framework conditions to reinforce thenevertheless optimistic about its success for a couple
industrial basis of industry in Europe. The fourthof reasons. First, there is now a real sense of urgency
objective is to ensure macro-economic stability withall around. Before we perceived that there was
the help of the revamped Stability and Growth Pact,a widening gap with the US in terms of
which has been reconsidered after lengthy discussioncompetitiveness, and I am not referring only to the
but on the whole, I think, it has been properly done.emerging countries. We also agree that up to now the
These are the reasons why on the UNICE side we areLisbon Agenda was, as Wim Kok said, about
confident. After all, the reform cause is ongoing ineverything and therefore nothing. The new Lisbon
every country, although at very diVerent speedsAgenda, focusing on growth and jobs, is focusing on
sometimes, but we should not be too pessimistic. Ofthe real priorities. At the beginning of the Lisbon
course, as you say, the proof will be in theStrategy in 2000 people were over-optimistic. They
implementation of the strategy itself.did not see this widening gap with the US and they

thought that while the reform agenda was important
it was not as strenuous as it pretended to be; and, as Q165 Chairman: Can I ask you about the
this was the generally accepted wisdom at that time, implementation because this surely must now be the
governments wasted time. They even ran pro-cyclical key question? We can all agree that the objectives
budgetary policies to the extent that the oVset of the have been redefined and refined in a much more
strategy, the basis of sound public finance, did not realistic way but unless we can see this implemented
exist. When it appeared that we had experienced we will still be writing good papers 10 years from now
rapid deterioration of public finances in the last and we will not have achieved anything, or not
years, this issue was addressed, I would say, in micro- enough anyway.
financial terms with across-the-board budgetary Mr Mingasson: In the renewed Lisbon Strategy we
constraint, sometimes at the expense of the reform have two new elements. First, as I have already
agenda itself, cutting research, training and so on. referred to, we have the refocusing and the over-
Not only now is the context diVerent but also the ambitious goal of the strategy has been dropped. We
perception of the seriousness of the situation is much are no longer speaking about being the most
more alive and the strategy has been appropriately competitive economy by 2010, even though many of
refocused. In what way has it been refocused? In 2001 the operational objectives are still there in terms of
we merged both the Lisbon Strategy and the so-called research and development, employment rates,
Sustainable Development Strategy and we spoke pensions and so on. The second element, which is
about three pillars: economic, social and quite new, is on governance. As you know, this
environmental: stressing the equality of these three governance has three components now. The Lisbon
pillars, that the three of them were equally relevant Strategy has been developed into so-called integrated
for growth, which meant that the correct priority was guidelines. Why? Because in the same document we
not put as it should have been. Only in growth and have both macro-economic and micro-economic
jobs are there the inherent factors needed to achieve guidelines. What is new is to have no micro-economic
other goals in the social or environmental sphere. guidelines. In the new Lisbon Agenda it is spelt out in
There is no denying that there could be some the same document as a macro-economic context and
feedback from social cohesion or from eco- integrated because now in the same document we
technologies on growth but they cannot be the actual also have employment guidelines. These are the
driving force. This refocusing I think is appropriate integrated guidelines for the benefit of Member
and the major objectives which have been retained States. These guidelines had to be developed or
seem to be the appropriate ones. I will just recall translated, into national reform programmes which
them. The first is to develop a knowledge society, the are now available. The last one is the Polish one
paramount priority now, which means increasing which has just arrived. These national reform
research and development, also innovation and programmes seem to us, as far as we know, to be
improving education and skills. The second is to raise fairly specific to the point of the problems to be
the employment rate through an active labour addressed. They have identified key challenges and

proposed, according to our opinion, relevantmarket policy, which means enlarged access to
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and I think this is what has to be done. Just to givereforms. They put emphasis on sustainability of
you some possibilities, we should distinguish betweenpublic finances, which means reform of pensions
who is in charge of establishing facts and who is inand health insurance schemes. They insist on
charge of passing judgment. It is often said that in theimprovement of labour market performance, which
monitoring mechanism the OECD or the IMF areimplies reform of employment benefit and the so-
more eYcient than the Commission. Why? Becausecalled flex-security approach. The third emphasis is
they do not pass judgment; they are establishingpromotion of knowledge and innovation and, again,
facts. The responsibility to pass judgment should beby increasing research and development public
reserved, I would say, to political instances. Perhapsexpenditure, increasing the leverage eVect of public
combined with that there would be a place to injectexpenditure on private research and, I would say,
more peer pressure or peer review into the system,strengthening (and we are very keen on that) as much
and not only among the big players. If you consideras possible the links between industry and science.
what have been the diYculties of implementing theIndustry should enter the university; it is as simple as
Stability and Growth Pact, that is precisely the mostthat. We are of the opinion that perhaps there is a
diYcult thing to address and maybe there should be asocial European model but that as far as research is
little bit of a collective judgment again. Peer pressureconcerned, whether we are successful or not, we have
among the big players seems to me perhaps the mostto apply what is successful in the world in the way of
promising way, with the pre-condition that, ofthe university as well as in the US. The fourth
course, the majority of the big players should be goodemphasis is to improve the business environment by
guys. Otherwise we are back to square one.applying the Better Regulation principle at both
Chairman: That was an extremely interesting answer.national level and European level, and the fifth one is
I am going to call Lord Jordan who, you probablyto enhance education and lifelong learning. On this
know, is the former General Secretary ofpoint UNICE is of the opinion that, of course, we
International Confederation of Trade Unions, so it isshould address governments’ claims for reform, but
very appropriate that he comes in here. As youwe are of the opinion that enterprise should also be
rightly said, there is a role for both parties to bean actor of the reforms and, for example, as far as
involved in this process.lifelong learning is concerned, we are prepared to

enter into negotiations with ETUC, the European
Union Confederation, in order to try to see what we Q166 Lord Jordan: What you said about your
could do together on such schemes as lifelong willingness to work with the ETUC on lifelong
learning. That is a field where we should be in a learning sounds like a win/win situation. What can
position to do our bit. That is what is new about you lose? As former General Secretary of the ICFTU,
governance, and, of course, we should not overlook I am aware that your members had very strong
that we have an accompanying part, which is, of views on labour market obstacles to growth and
course, the Community Action Plan. There is an productivity. Are you making any progress with the
inter-relationship between what has to be done at ETUC on those issues, these obstacles that are not
national level and what has to be done at Community shared by competitors, say, in the US? If you are not
level. Finally, Lord Chairman, (and this has to making progress, which seems to be the case from the
be decided now) how will we monitor the productivity statistics in the European Joint
implementation of the national reform plans? I think Employment Report on the comparisons between
that will be the main issue to be discussed in the next EU and US labour productivity, where the gap has
European Council in March. We should find a way of grown alarmingly and your members are presumably
monitoring the implementation, and ECOFIN itself very worried about that, are you making the impact
in December set some ambitious goals—and I am with the Commission on what you see as the real
quoting ECOFIN—when it said that Member States, obstacles for the Commission and the ETUC, or are
the Council and the Commission “should monitor your members relaxed about it because most of them
and evaluate rigorously the implementation and are going to other parts of the world where they do
impact of economic reforms to assess whether the not have those restrictions?
level of action and ambition is commensurate to the Mr Mingasson: I shall take up the last observation
challenge”. That is what ECOFIN has said. In my first. When we say that we are prepared to do our bit,
view this implies that we should steer between two it means that if conditions support it we stick to the
models. One is the synthesis report provided by the intention to invest in Europe. It is our base and it is
Commission for the Spring Council and the broad, only reluctantly that we go outside Europe. That
non-targeted conclusions of the Council. The second should be absolutely clear. We have a definite
one, which is at the other extreme, is to apply the preference to develop our activities in Europe but, of
heavy surveillance mechanism of the Stability and course, in competitive conditions; that is absolutely
Growth Pact with ruled sanctions which, of course, clear. There is no benign neglect about what is going

on in Europe. We hope to redress the competitivenessdoes not fit. We should steer somewhere in the middle
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do pretty well. We have legislation, finance and co-conditions in order to enlarge our European base
which, of course, is a base from which to go abroad ordination; that is all. At Community level we have

legislation, for example, for market liberalisation, forbut not more than is absolutely necessary. In the
discussions with the ETUC I think now we do agree the Services Directive. Secondly, we have the

Community budget, which is prevalent. You mightthat we should diVerentiate between so-called job
protection and employment protection. We should deplore the fact that the budget will remain very strict

for your path and perhaps it is commensurate withsecure for the worker, if he has to change his job, re-
employment if possible at a better place with better the ambition of the Community that it is so.

Nevertheless, within what is available, we havepay and better trained, and this is where lifelong
learning is very important and where we are prepared always leveraged national public expenditure, for

example, for research or for cohesion policy. Youto do our bit, but alongside that accept more our
labour market flexibility. As you are aware, that is have the leverage eVect between the Community

budget and the national budget. It has been agreedthe crux of the matter. Let us look at what is going on
now in Germany. I can tell you that we are hopeful that even now the Cohesion Fund will be targeted by

a minimum of 60 percent to enhance competitivenessfor Germany. There seems to be growth again there.
The reform programme agreed between the coalition expenditure. It is quite an achievement. The third

possibility, which we have disregarded for nationalpartners is quite impressive and in such a situation it
makes sense to have this big coalition. It does not level but still operates at European level, is the

mandatory budgetary co-ordination. For the issuesbelong to the political tradition in the UK or in
France, but in Germany they are in a position to do of common interest and anchoring national

competences there is no other means than to practisethat now for the sake of reform. What do we observe
now? As far as working time is concerned we have a the Open Method of Co-ordination, but you can try

to strengthen it. I will elaborate on what I have justlot of flexibility agreed upon now, to have a longer
working period as a more flexible way to organise the said. First, ownership is necessary and it is what is

new in the new governance setting, so we have at leastwork in the factory, but it is not really to serve job
mobility. It is with the idea that by accepting a new start. Secondly, we should perhaps stress more

the interdependence between what the diVerentconcessions on working time you protect jobs. It is
not for the sake of labour market flexibility and that Member States are doing. It is clear that what is done

in Germany and France is of interest to all the otheris where it is diYcult. I am not sure that on this point
even the German trade unions have accepted the idea countries. To some extent we are also an

interdependency between what is done at nationalof enough labour market flexibility. It does mean that
you should accept that for hiring and for firing people level and what is done at European level. They are

mutually reinforcing. Thirdly, coming back to myyou should have more flexibility, as is now the case,
even if it is at the price of higher unemployment former observation, the monitoring has still to be

decided. Again, I say that the way forward probablybenefit, and perhaps it is the case when we are
speaking about diVerent models, such as Nordic and will be to have more peer review in the system than we

have had up to now.Anglo-Saxon, that there is a case for the Anglo-
Saxon model to go a bit higher towards the Nordic
system.

Q168 Lord Cobbold: You mentioned the importance
of improving regulation and cutting red tape as part
and parcel of the Agenda. People seem, at EuropeanQ167 Lord Inglewood: It seems to me, if you look at

the way in which the aspirations of the policy are level and at national level, to support this idea in
theory but in practice do you see any possibility ofbeing taken forward, that the mechanisms, such as

the Open Method of Co-ordination and the that really happening? We seem always to be
producing more and more regulation, not less andguidelines, are not that strong in terms of delivery,

and in addition, if you look at the detail of the goals less.
of the Lisbon process, they are general and vague. Do Mr Mingasson: I do not agree with your assessment,
you think generally that the approach that has been at least as far as the European level is concerned. The
adopted, both in terms of setting targets for this current legislative programme of the Commission is
programme and in terms of trying to get there, is half what it used to be five or 10 years ago. There is
strong enough? not this tendency to over-regulate. I think there is real

self-restraint now in the Community. My secondMr Mingasson: We have to use the means available,
as for the Treaty, and we have to do that at observation is that up to now it has been considered

by many Member States that the so-called BetterCommunity level first. May I remind you that at
Community level there are other means than the Regulation programme was to be applied at

Community level but was not relevant at nationalOpen Method of Co-ordination for the Lisbon
Strategy, for example, legislation. After all, in the level, with some exceptions, as in the UK. Now what

has emerged from the National Reform ProgrammeCommunity we have only three instruments and we
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assesses whether they are genuine, tough but realisticis that governments do consider that they also have
to do their own work as far as better regulation is plans for that country and what measures will be

taken if countries fail to live up to those plans or,concerned, and in many reforms now it is the
European point and one of the priority points to worse, fall dramatically short of attaining them?
apply better regulation to national reform which, as Mr Mingasson: The test of genuine commitment, of
you know, has many diVerent components. It means, course, is the broadness of consultation that these
of course, to try to regulate less but to regulate better, National Plans were subjected to. I must say that
to have consultation, to have impact assessments and the situation is quite diverse on this point.
so on. If this could be applied on a larger scale, at Systematically, from the UNICE point of view, our
national level, I think it would make a big change. member federations have oVered to participate

with governments and to discuss with them the
Q169 Lord Kerr of Kinlochard: When you were elaboration of the reform plans. Sometimes this oVer
talking about the available instruments and has been taken up and sometimes it has been
described the available three. You spoke of the disregarded. It is very diverse on this point. That is
budget and you implied that you thought that the the answer to your first question, but we do intend to
budget was not of a size that matched Europe’s persevere and to have ongoing discussions with
ambitions. Is that UNICE’s policy or is UNICE not governments on the implementation now. We are of
more concerned that the distribution of the budget the opinion that ownership does imply not only
should be more for improving competitiveness, having these reform plans submitted to parliament
research and perhaps less for agriculture? I should but also to civil society and social partners on as large
say that this mischievous question should not distract a basis as possible for the conception as well as for
the Committee from the fact that for many years as the implementation of the reform programmes
Director General in the Commission Mr Mingasson themselves. As for your second question, I think
was responsible for defending and operating the again that first of all maybe it will be appropriate
British budgetary rebate, which he did with when judging on the performances to distinguish
tremendous skill and style and total fairness, between the level of performance and the reform
everything you would expect from a French public process itself—the level and the speed are two
servant. diVerent things—and on this basis perhaps to have
Mr Mingasson: I recall, Lord Kerr, that we had a much more systematic benchmarking than is now the
pretty diYcult negotiation on this last point, but you case. Thirdly, how do you identify the bad guys? That
are right. UNICE was wise enough not to take a is the problem. Wim Kok had proposed a final check
position on the level of the budget. Nevertheless, let and at UNICE we did support such a proposal but, as
us consider that for the next period ahead, with full you know, it has been disregarded by the European
enlargement of the Union to 27 members, with some Council. I understand that the idea would be to try to
pre-accession funds to be provided for, the level of

find a gentle way to discriminate between Memberthe Community budget will increase in financial
States when you are passing judgment. We shouldterms over the period of seven years by 10 per cent,
accept that the exercise is very diYcult because whatand the share of the GNP for the Community budget
is at stake is, how can you discriminate withoutwill decrease from 1.15 per cent to 1.05 per cent. I do
putting in jeopardy ownership? You should notnot pass judgment but that is the reality and I think
provoke an alienation process vis-à-vis the reformit is legitimate to wonder if it is an adjustment of
programme. If you want this reform to be consideredmeans to ambition or of ambition to means. This
as a genuinely national venture you should find wayshaving been said, on our side what we have to stress,
to give notes but not, I would say, harsh judgment. Ifand it is our priority, is to try to give the lion’s share
there is one very important issue to be handled in theto competitiveness-relevant expenditure. To some
next European Council in March it will be on thisextent, if you look at what has been achieved,
point because there will be nothing to say about thethe so-called heading 1A, devoted explicitly to
National Plans. They will be brand new. Thecompetitiveness, is after all the most dynamic with an
Commission will provide a synthesis. What has to be8 per cent increase every year, and again, as I have
decided now is what sort of eYciency monitoring dosaid, the decision to devote 60 per cent of
we agree upon? That is the major challenge for thethe Cohesion Fund to competitiveness-relevant
next European Council.expenditure. From our perspective what has been
Chairman: Thank you very much. That is a very goodachieved is, I would say, respectable.
point for our next session with, of course, the
representative of Mr Barroso. Thank you very muchQ170 Lord Jordan: Mr Mingasson, you spoke with
indeed. You have answered our questions in a veryapproval about the emergence of the National Action

Plans. I have two questions about them. Who frank and open way.
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Q171 Chairman: Thank you very much for coming the integrated guidelines in order to meet what they
consider to be the challenges in this context of theto answer some questions for us.
integrated guidelines. The ownership or devolutionMr Cabral: It is a pleasure. I hope I will be able to
element is also very specific for the new Commissionsatisfy your curiosity.
approach because (and this has also to do with the
point when you referred to the naming and shaming),

Q172 Chairman: It has just been suggested to us in rather than having a position of schoolmastering—
our last session that at the March Council on the and please accept my language; if I am not politically
Lisbon Agenda the key issue is going to be correct please assign all this to me—Member States,
implementation and in particular how you ensure “In France you do this; in the UK you should do
that individual countries operate the Lisbon Agenda that”, our starting point, and the President has
in a more eVective way than they have done in the repeatedly stated it, is that without the Member
past. How you can invent a process which on the one States we go nowhere. This is an issue which belongs
hand keeps the Member States involved in the Lisbon mainly in the province of Member States. Our role
programme but on the other hand ensures that there here is to be a catalyst, to be a facilitator, to exert peer
are not too many backsliders. I wonder if you could pressure. It is not to be a silent partner but neither is
help us on the Commission’s thinking on this. it to start the exercise by schoolmastering. The
Mr Cabral: On the question you have raised the approach is one of devolution to Member States
answer is yes, it will be the key issue, but let us see where we say, “Look: if you agree to come along all
what we mean by that. The March European Council together through this exercise, the first move belongs
will clearly have to be action oriented. We have to put to you. It is up to you to set up in your National
this into perspective and by that I mean having in Reform Programmes your own priorities and then,
mind that in March or February of last year the based on that, which we will assess, we will ensure
Commission was also taking into consideration the first that you have properly addressed the problems
Kok report and other contributions and the fact that and afterwards we will, together with you, do our
Mr Barroso himself and the College as a whole best in order to ensure that action is taken. We are
considered that the Lisbon Agenda was an issue of now in this phase of the process, that is, the first time
economic reform in Europe, an issue of allowing that these National Reform Programmes are being
Europe to be better prepared to meet the huge assessed. They will be assessed by the Commission.
challenges with which Europe is faced, and decided to They have been assessed and, as you know, we will
put the Lisbon Strategy at centre stage. We prepared adopt our report on 25 January. We learn some
a report and in this report we addressed among other lessons from our assessment and we will come out
things the issue of ownership and governance. These with some guidance to member states which in the
are two key words in the new approach. Governance first move, in respect of the ownership, is broadly,
matters are not always very exciting from an “Do what you told us you wanted to do”, subject to
intellectual and political point of view, but they are some adjustments here and there, but remembering
fundamental to the functioning of these kinds of that in one year’s time we will be here again and
processes. By the way, this was one of the areas where putting in motion all these dynamics which are very
the Kok report was very critical. The name “Lisbon” much based on ownership. The Spring Council will
was kept but, to be very frank, Lisbon is a very nice therefore have to be action oriented. We hope that
place, the place where I was born, but the new Lisbon one of the main messages from the Spring Council to
is very distinct from the old Lisbon. Of course, they Member States will be to say, “Okay; you are playing
have a lot in common but it is quite diVerent and the game. Your National Reform Programmes are
sometimes the fact that we continue to use the word broadly adequate, so we encourage you to implement
“Lisbon” is confusing and is not always helpful. The your Programmes with the nuances which the
new Lisbon is a partnership for growth and jobs. As Commission’s report will include”, which is perhaps
you might remember well, the Kok report defined the to say to a Member country, “X, you have a strong
lack of governance as one of the weakest points so point in this area but in another area your point is not
this was one of the issues we addressed in the new so strong; it is perhaps weaker. You should pay more
governance cycle which was initiated with that attention to it”. We will set the ball rolling and
report. Since then the most important two elements therefore the Spring Council will be action oriented.
were, first, in June the adoption by the Council of the This is broadly what we expect from the Spring
integrated guidelines, that is backstage, so to speak, Council in very general terms.
which set the orientation for policy in the three areas
of the integrated approach: macro, micro and
employment. The second element was the National Q173 Lord Inglewood: I was very interested in your

remarks about the title of the programme we are nowReform Programmes, that is, the way in which
Member States intend following or being inspired by discussing, Lisbon. Do you actually see the Lisbon
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there from the start and it is clear in our documentsAgenda for Growth and Jobs as being a seamless
that the Commission is there as a facilitator and ancontinuation of the previous Lisbon Agenda or is it
enabler. Again, let me stress that this does not meanin fact a new start? I was also interested in the way in
that the Commission is abdicating its prerogative,which you described the role of the Commission.
nor that we will be just a silent partner in all this. TheIt seems to me that this identification of the
way to start is that we have to fully respect devolutionCommission as being an enabler and recognising that
and ownership and the truth is that without theit is mainly the Member States who are responsible
Member States we go nowhere. Are we satisfied withfor the delivery of the policies is, you might almost
the way Member States are responding? We are 25say, a post-Dutch referendum perspective on
now, as you know, so the sample is big enough for meEuropean Union business. Is this an idea which you
to be able to say that we are more happy with somefeel has come out of the Barroso Commission or is it
than with others; that is clear, and this is on severalsomething which you feel has always been in previous
dimensions. There are those where the startingCommissions’ thinking about these kinds of project?
position is much better than others. There areFinally, as far as the Member States are concerned,
Member States which are much more reform-are you satisfied that all the Member States are
oriented than others. There are Member States whereactually committed to trying to implement the things
the governance structure is more simple than inthat the programme spells out?
others. In general though, and we will say this in ourMr Cabral: On your first question, clearly it is a new
report, the attitude is very positive from a politicalstart. As I hinted at a while ago, I am exaggerating a
viewpoint because Member States in general, all ofbit for the sake of argument but I would almost say
them, Germany and Poland with a little delay forthat the common element is the name “Lisbon”. The
obvious reasons, are playing the game. Most of them,concerns in general are the same as those which were
I would say, are seriously engaged with the newpresent in Lisbon in 2000, but let us be very clear: by
Lisbon Strategy as far as the priorities which havethe spring of last year, and for several reasons, the
been attributed to them are concerned. Thethen existing Lisbon Strategy was in an anaemic,
programmes are a good piece of work in general,dormant, if not fading-away strategy. This is why
some better than others, but this is always the case. Inheads of state and government asked Mr Kok to
general I think we have to be satisfied. Are we totallymake a report to address the issue. I think that
satisfied? We can never be totally satisfied. I think theMember States conceived first that the challenges
overall progress is very positive and we will say thatwhich we are facing, namely, those coming from
in our report. There is no complacency; there is a lotageing and globalisation, are seen as much more
to be done.pressing now than they were in 2000. They are less

abstract. The ageing problem is starting to bite in
some Member States both financially and also from Q174 Lord Jordan: This committee is very interested
the point of view of a shrinking labour force and, as in the instruments of reform and we believe that the
for globalisation, the emergence of China has shown National Plans, if they work, could be very
that. Member States recognise that the challenges are important. We see them as bold attempts to stop the
now much more pressing and therefore they Lisbon rot now we have the new Lisbon. We do not
themselves address the Lisbon challenges in a share your view in terms of making sure they deliver
diVerent way and there is in fact a new start. Also, the when you describe it as not wanting to be
fact that we have focused the strategy on growth and schoolmastering, telling them what they must do.
jobs and that we have streamlined the process of Clearly you are not telling them what they must do.
reporting to the Commission is a major change. The National Plans are the National Plans and you
Another example that shows that this is a new start is have confirmed, as others have before you, that some
the existence of this Lisbon-Coordinator, the fact of the Plans are more genuine than others. So what?
that you have the Member States and one person who They are there and we welcome that as a significant
has an overall view of what is going on. That is improvement and a way forward, but if they publicly
something that did not happen before, so it is a new fail, if they fail to deliver, who will have the courage
start without any doubt. That is, by the way, the to pronounce publicly that they have failed?
subtitle of our document of February last year, “A Certainly not the failing country, and it seems to me
New Start for the Lisbon Strategy”. On the proposed that the Commission, who have probably a bigger
approach, which in your view fits well with what you interest than anyone in making the European Union
call, if I understand it well, the post-French and work, should have some measures that are going to
Dutch “no” in the referenda, what you say is correct, tell the country and the rest of Europe that this plan
but this had been the approach taken since Mr has not worked. The present Commission formula is
Barroso arrived here. It might be a coincidence but it like looking at an Olympic event and, when the event
is not a change of tack to the results of the referenda. is finished, declaring all the competitors winners, and

it is not going to work.This attitude towards devolution and ownership was
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ensure that the critical views that the CommissionMr Cabral: You are right but you might have noticed
might have on a Member State are shared by thethat—and I think I have used this term more than
other Member States, because in the end it is theytwice—that I said that this is the first step: setting the
who decide. The Commission will not refrain fromscene and encouraging ownership and devolution. I
criticising, knowing that we also need to encourage,also said that the Commission is not going to be a
and we cannot think that the use of a potentially yetsilent player. It will be an active player but, for the
theoretically very heavy weapon will necessarilyavoidance of doubt and for the moment, I think it is
work because it is complicated, so we have to use peerour duty to point out weaknesses, to encourage and
pressure, public criticism, and we have to have all theto ask the Council to encourage Member States to
other Member States together.implement. What will happen in one year’s time we

will see and if you come and visit us and we are all
here I would guess that our report which, according

Q175 Lord Kerr of Kinlochard: Mr Cabral, twoto the new governance cycle we will have to prepare
criticisms one hears from time to time of theby this time of the year in 2007, might say, “Member
Commission I put to you for your comment.State X was clearly a success in the sense that all the
Criticism one is that in the area which you have just

actions which were foreseen had been completed, but been talking about the Commission lacks resolve. Mr
Member State Y unfortunately, due to this and that, Kok in his report recommended the publication of
fell short of expectations”. First we will have to league tables and statistics and “naming and
decide how to say it and then what kind of shaming”, and the Commission decided not to
instruments one can use, but we have to be very support that proposal, nor did the European
realistic there too. The Commission has at its Council. But the provision of data from the
disposal the necessary instruments to send messages Commission on the performance of individual
to Member States to change course. I am speaking Member States and on the performance of Europe
frankly. The paradigm for such a system is the compared to other economies across the world, in
Stability and Growth Pact, which we are not order to inform public debate inside Member States,
discussing here. It is clear within the governance is a respectable function, it could be argued.
instruments which the Community has at its disposal, However, that involvement in the debate inside
that as far as fiscal policy is concerned in this Member States is something which the Commission,
particular case it is the Stability and Growth Pact and some say, shies away from, is nervous about taking
it is the most complete one in the sense that it is the part in. So the Commission prefers a discussion
one which, based on the treaty, foresees clearly a set inside the closed Brussels box where the peer pressure
of instruments which should first prevent Member is applied (or not applied) behind closed doors with
States from doing some things and afterwards no real involvement of public opinion domestically.
dissuade them and make them change track until we Therefore domestic oppositions will criticise
get to the possibility of imposing sanctions on governments and say they are not doing very well,
Member States. The framework of the Stability and and governments of Member States will say, “No, we
Growth Pact it has been implemented, and correctly are doing jolly well”, and all that domestic debate is
implemented, but you may have noticed even there, cut oV from the real debate which should be going on
where the power, so to speak, is immense, the about the Lisbon process. Criticism one: lack of
diYculty we have had in getting Member States to resolve. Criticism two is allowing oneself to be
implement what the Commission considers to be distracted from the really important task. Some say
right, and in the right way to correct wrong the Lisbon Agenda will be good if it works; it is not
situations. If we come to other policy areas which are working very well, but what is surprising is that in
general, all those of the treaty where we are in the 2005 nothing happened on the Services Directive. A
situation which some analytical jargon calls soft co- Member State barked and the Commission retreated.
ordination, we have to remember that that is the Nothing happened on the Services Directive month
context in which we are. Soft co-ordination can range after month because it was controversial inside a
from a sentence in a report, a sentence which is widely Member State. We read in our Financial Times that
spread, peer pressure, negative public views up to the meeting in Vienna yesterday produced a
recommendations under Article 99. There you have suggestion that the Commission would come forward
the possibility of making legal recommendations to with something on the Services Directive in March,
Member States. The panoply of instruments is there and I hope that story is true and I hope we will see
but, and I go back to my example of the Stability and some movement soon. But what about the areas of
Growth Pact, we must be realistic enough to see what the Single Market where you yourself have great
are the most eYcient set of tools that the Commission personal expertise, the Financial Services Action
has. I would say that we should first of all try to Plan? There are other areas where the Commission
exhaust what I will call the peer pressure avenue, and has a direct role. It is part of its responsibility

conferred in the treaty and there is not a lot of actionthis is where sometimes things are more diYcult, to
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postponed it until February. It was considered, and Igoing on and some say that is because of the
distraction of the Lisbon process. think rightly so, by the Commission that we should

not move before the Parliament came out with itsMr Cabral: On the first criticism, if you get our
views. As you know, under the British Presidencydocuments, and in some cases we are more
there was a political agreement on REACH after therepresentative than the others, we have always
Parliament had voted and we reacted to thosestressed that by ownership of the national reform
amendments as we should have and in the end theprogrammes we did not mean only ownership by the
Council was able to agree on them. I must add to this,governments because that is something which is far
and I should perhaps have recalled it a while ago, thatfrom satisfactory. When preparing those national
our new Lisbon Strategy has two levels ofreform programmes, an exercise to which we have
responsibility. We have the national reformcontributed in this spirit as an enabler and facilitator,
programmes and we have the Community Lisbonwe encouraged Member States to meet with social
programme which is the responsibility of thepartners, to go to the parliaments and so on. Some of
Commission. It would not have been fair to say,them have done it but I agree with you that so far the
“Devolution is only with you”, because there areLisbon issues have not reached the citizen. We are in
issues which pertain to the EU level and have to bethe process of adopting a communication
addressed at that level, and they are the responsibilityprogramme on Lisbon which will involve, among
of the Commission, and those constitute the Lisbonother things, the presence of the President and the
programme which is also something which weCommissioners themselves more than they are
announced when we published our integratedalready. It is an issue which is a delicate one because
guidelines. We adopted it late in July in the formalit depends also a lot on the way in which Member
Community Lisbon Programme. You have a set ofStates consider their countries and you will see that in
priorities for action at the Community level and theretwo weeks’ time. By the way, as you know, the
I must say that, as far as those actions which belongprogrammes are fully available on our website, but
to the Commission are concerned, we delivered whatthere are countries where, for instance, the
we were supposed to deliver. To give youpartnerships of parliament with the regions, with the
some examples, the screening of regulation, thelocal entities, are very well established and where
withdrawing of some proposals; we have done it. Wethese divisions are not present, and there are others
are going to continue the simplification in 2006 of thewhere these traditions are not present and it is more
acquis but we have already given examples. For thediYcult. There are countries where the media is more
first time in its history the Commission had theattentive than in others. I would not follow your
courage to go to impact assessment. We withdrew 68criticism in the sense that this is something that we
proposals which were pending and some of them arehave ignored. On the contrary, I follow the criticism
being reassessed. The impact assessments are nowin the fact that so far we have perhaps, due to lack of
carried out. Can they be improved? Everything in liferesources, not fully succeeded in spreading and
can be improved. The fact is that impact assessmentsallowing citizens to be fully aware of what is at stake
are now on our list. All is carried out and you know,at the end of the day. I hope that during this year of

2006, which will be mainly a year of implementation gentlemen, that we have been criticised for having
fewer pieces of legislation. We have a press roomand therefore we will not come out with new ideas,—

we will come out with some because you are down here which is eager to receive per day one piece
of original legislation to criticise, and they do notpoliticians and new ideas are always necessary to

keep the momentum—it will be mainly an action receive it any more and they are saying, “Barroso is
doing nothing”. From Barroso’s public relations’oriented year and we will devote more resources to

communicating on Lisbon than we have already. Mrs viewpoint the opposite would have been much more
comfortable, to have a new piece of legislation everyWallström has already drafted something with

precise ideas on the matter and I am sure we will day, but we tend to be serious. We have delivered
there. We have delivered on the new integratedimplement it in 2006. On your second criticism, there

again, if I may, you are partly right in the sense that approach, which is a combination of sectoral plus
horizontal measures, and on the programme onsome of the issues which are central to Lisbon and

which should have been done were not done. I do not innovation and research, the transportability of
pensions. What else? These I think were the issueswant here to justify what the Commission has done,

but in the examples that you mentioned, in particular which were foreseen for the Commission, the cars,
the air pollution, the Euro Five, that is, the newthe Services Directive, this was due to the fact that the

Parliament decided to postpone the voting of the emission standards for vehicles. All that was
delivered. Have we done everything? Not yet. We willamendments. That was supposed to be after the

summer. We were prepared to react, not knowing try to be critical of ourselves in our report but we
have also to explain what we have done, that is clear.exactly what would be the views of the Parliament,

but then they postponed it to January, then they In issues where, and they are important issues; take
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what existed”. We tried to make the case, andthe case of patents, where the European Parliament
is deeply involved the issue is not completely in our President Barroso has already mentioned it, that one

of our concerns is showing to the citizens of Europehands. So as far as the Services Directive is concerned
I am as confident as you that we will come out with a that legislating better and simplifying what exists and

possibly withdrawing or scrapping some existingsolution in the Austrian Presidency, but it also
depends on the skills of the Presidency. legislation does not mean that we are dismantling

Europe, because that is not at all the intention. The
intention is to make it function as well as possible andQ176 Lord Cobbold: On the point that you just

raised about the press not having anything to worry in a way which the citizens understand and adhere to
what is going on and why there is regulation. We makeabout—

Mr Cabral: Do not quote me! that case, we try to do it and I am sure that at the end
of the day people will understand, but there are those
who consider that the absence of making new pieces ofQ177 Lord Cobbold: could you not give them some

publicity about bringing up a deregulation or legislation every day or daring to touch what exists is
an attempt to have, and again I am speaking veryretracting an existing law and get them interested in

that, because it seems to me tremendously important frankly, a full-on approach to the destruction of
Europe, which is not at all what is at stake, but we areto get better public opinion on our side and your side

in the Lisbon Agenda process? We have to find ways determined that we will succeed.
of doing that.
Mr Cabral: Indeed, but better regulation does not Q178 Chairman: We are most grateful. Thank you

very much. May we wish you the best of luck in yournecessarily mean less regulation. It is very curious. The
Commission took this decision of withdrawing some diYcult task. Is there anything more you would like

to say to us? You have answered our questions verypending proposals for legislation. This was welcomed
by some. We were criticised by many as well, in fully.

Mr Cabral: No. I hope I was able to clarify some ofparticular those who say that one is dismantling
Europe and so on, and from the business environment the issues you raised.

Chairman: It has been very useful for us. It wasas well we have seen some letters complaining,—and
at first sight it is a bit strange—“You are withdrawing essential that we had somebody from the

Commission. Thank you very much.this piece of legislation. We felt better protected under

Examination of Witness

Witness: Commissioner Charlie McCreevy, Commissioner for Internal Market and Services, European
Commission, examined.

Q179 Chairman: Commissioner, it is very kind of Q180 Chairman: You were talking about the
you to give up your time to come and answer some of diVerent perspective. Do you think from your old
our questions. As you know, we are doing this study position that it is really possible for even such an
on the Lisbon Agenda process and obviously we are important subject as the Lisbon Agenda to
very interested in what you have to say because of the implement this if, as we all accept, this is really a
subject of your brief at the Commission but also national responsibility? Is there any way we can
because you have been such an important national ensure that the Member States deliver on this? How
Finance Minister for a number of years and it gives do you feel about that? You have 14 months’
you a diVerent perspective from some of the other experience as a Commissioner.
Commissioners. Is there anything you would like to Commissioner McCreevy : To paraphrase Yes, Prime
say to us before we start asking you questions? Minister, with great diYculty, is the answer. My own
Commissioner McCreevy: Not particularly, except to experience as a minister of many governments has
thank you for inviting me here. I suppose after 14 led me to believe that politicians, and this is a
months I have got used to a lot of the developments generalisation, do not do unpopular things unless
and how things progress here but, even though I have there is no other option. I know across the table there
been coming here for a long number of years as a is a mixture of people who are being pragmatic and
Minister of Finance, it is a new experience for me to people who are advisers to governments as well; I
be on the other side of the table. It is the first time I have had experience of both. That has been my
have had a group of parliamentarians doing an general experience.
inquiry or taking evidence, as I understand you are. I
have met with parliamentarians from my own
Member State in various capacities but I think this is

Q181 Chairman: “Very bold, Minister”, is what thethe first form of evidence-taking that you have
engaged in and it is a new experience for me as well. civil servants say to you.
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limit the actions and have some people in charge ofCommissioner McCreevy : And then when they say,
them but it has been hard and we had to move“Courageous, Minister”, you know you are ready for
forward from there.the door at that stage, and then when they say,

“Absolutely, Minister”, you resign on the spot. The
diYculty here in the Commission in regard to the Q182 Chairman: Do you think that completing the
Lisbon Agenda is that nearly all of the actions we internal market, particularly in the services sector, is
have taken on the agenda are within the competence really a key part of the whole Lisbon Agenda, a key
of Member States, so therefore you are reliant on the part of reforming the process of competition where
political processes in Member States to take action. the forces of competition are allowed to work more
My own political experience coming from, say, the eVectively?
western side of Europe, my own Irish experience, has Commissioner McCreevy: Just on a simple
always led me to believe that when diYcult decisions mathematical calculation, it is necessary to do
have to be taken politicians shy away from them, for something major in the services area. The services
very obvious reasons. If your job is on the line you are make up the bulk of the European Union’s economic
inclined to think about the thing twice. It is all right activity. Somewhere between 60 and 70 per cent of
for people with permanent and pensionable jobs to the Union’s economic activity is in the area of
preach to politicians to do things but you would not services, so you do not need an advanced degree in
be so brave doing it yourself if your own job was on mathematics to realise that if you want to galvanise
the line. It is a natural thing in life. In Europe most of the European economy that is where your
the actions that we take in Member States that have concentration must be. If you recognise, and the
had progress, including the country that I know best figures prove it, that the European economy has been
and the country that you know best, have come about growing in the region of 1.5 per cent for a long
when diYcult times have come about and major number of years, that is considerably below the
actions had to be changed and then changes were potential of the EU economy and way oV the mark
made. Peculiarly enough, when changes like that of what we should be doing to prepare for an ageing
happen you get a kind of virtuous cycle, of things population in Europe for the future. It means more
reinforcing themselves in a positive direction, but you resources for healthcare, pensions, et cetera. If you
have the opposite in other countries. Many of the take the average of 1.5 per cent, that includes some
Member States in Europe are facing great diYculties economies that are performing exceptionally well,
and there has been a noticeable appreciation in my and with the smaller economies going very well and
view of many of the political figures in most of those one large economy, namely, the United Kingdom,
Member States of the need to move forward but it has doing very well over the last 10 years, you come to a
been slower than you would have thought, and the far lower figure for the major European economies.
diYculty with the Lisbon Agenda is that nearly all of Therefore, if you want to galvanise the economic
the items have to be done by Member States activity it must be in the services area. I have
themselves. However, I think the realisation has deliberately not mentioned the famous Services
come across all of the Member States that standing Directive but the thinking behind the Services

Directive propagated by the previous Commissionstill is not an option. It is a diYcult process. I am not
was to do something major in the services area andtrying to be negative. I just like to be realistic in these
that was their approach. One can cavil about some ofparticular matters. That is the diYculty we have with
the ways of doing things there; I do not disagree withthe Lisbon Agenda. The Lisbon Agenda has suVered
people who raise some problems, but at least wefrom many failings, I think, but two particular ones.
should all agree that we must do something in theI think the name that was given to it was
services area in Europe to galvanise economicinappropriate. That was just an accident of where the
activity. I think that is a given but we can haveevent took place. I was there as a Finance Minister.
diVerent views as to how we should do it.It does not inspire anybody. If you stand up in the

House of Lords or in the Houses of Parliament in
Dublin and shout out, “The Lisbon Agenda”, they Q183 Lord Cobbold: Following on from what you
are inclined to think you have gone round the bend, have just said, is there scope for getting the small
and if you imagine you are standing in a political hall business sector on the side of bringing about the
somewhere in the United Kingdom or in Ireland Lisbon agreement if we can really persuade them that
trying to get people to vote for you and you say, “I it will mean less regulation and bigger opportunities
am up for the Lisbon Agenda”, they will probably for them?
think it is a football team you are supporting. Commissioner McCreevy: When you sit here in the
Secondly, there were too many actions added to the Berlaymont as Commissioner and you look at all of
Lisbon Agenda and when there are too many actions the 25 Member States, there is not the same emphasis
and everybody is responsible really no-one is on SMEs in some of the Member States as there is in

others. If you look across Europe and the world youresponsible. What this Commission has tried to do is
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in our papers that something may have happened income to the conclusion that the economies that are
doing best are those where the SMEs have thrived. Vienna yesterday and we may be going to get some
When you look across all of Europe not in many action on the Services Directive. I very much hope so.
Member States is there that same emphasis. I hope that we will also get some action on the

residual bits of the Financial Services Action Plan
because they are quite important, particularly at theQ184 Lord Cobbold: Is that not something that the
retail end, for the individual. When one thinks backCommission could help to pull out?
to the first Single Market Commissioner, ArthurCommissioner McCreevy: Yes. With some of these
Cockfield, and the great White Paper which he wrote,approaches that we have taken with some of the
the Commission then had tremendous confidence.regulatory things under my control we try to
He and President Delors made a powerfuldiVerentiate out a diVerent approach for SMEs than
combination and used the powers they acquired infor other larger economies because I think that is
the Single European Act to force through bywhere the approach should be. You must also
qualified majority voting, 300 pieces of legislation,recognise that the SMEs are usually less represented
most of which were required. I find it rather sad toorganisations. They are not as well organised or
hear you say, and I know what you say is perfectlygalvanised. Many Member States themselves have
true, that 63 per cent of regulation is, you aretaken the approach to increase activity there. You
suggesting, Member States’, not the EU’s. That ismentioned about better regulation. During the Irish
absolutely true, but where is the self-confidence of thePresidency of the EU I initiated, with three other
Commission? Surely the core of the Lisbon Agenda isFinance Ministers—Gordon Brown, the Dutch
the completion of the Single Market? All the flim-Finance Minister and the Luxembourg Finance
flam about peer pressure and the Open Method ofMinister—the Better Regulation letter, which is now
Co-ordination and so on is for the floppy bits at thehas been the sixth Presidency letter, and the
edge. The core of the dossier is yours, and we needCommission has taken this up as well, and it is trying
you, the Commission, to be driving through theto ensure that better regulation means a number of
legislation. Why is that not happening?things and we hope to lessen down the heavy-
Commissioner McCreevy: Simply because we can onlyhandedness. Can I just point out that in the EU,
do things in the Commission for which we are givenwhereas most regulation at home in Member States is
power so to do. Secondly, the decision-makingblamed on the European Union, the bulk of
process has become more and more complicated.regulation comes from the Member States themselves
Thirdly, and I do not think this is appreciated in someand the figures prove that. It is higher in some
Member States, including probably the state I knowMember States than in others. For the Irish I think it
best, is the the increasing powers of the Europeanis in the order of 63 per cent and in some countries it
Parliament. When I was a minister, first in the Irishis as high as 80-odd per cent that comes from home
Government, I very seldom even had mentioned toMember States. As has been referred to, this gold-
me the European Parliament by any of the advisersplating which comes about in Member States should
because we spent all our time on my Civil Service inbe resisted, and I know that the Chancellor of the

Exchequer has made a big point about this in a very dealing with the Commission, and to this day I am
recent speech. I know that in the UK you have a sure ministers are advised in that way. I learned
Better Regulation Task Force formerly chaired by Sir before I came here, but particularly since I came here,
David Arculus. My own way in which I explain this about the increased powers of the European
to my colleagues in the Commission and people in my Parliament and I think this is something that may not
service is like this: “Look, ladies and gentlemen, let us be appreciated in many Member States. There are
ease up about the regulation because, if we impose 732 members now. In my area of the internal market
much more, businesses will go out of business and if there is nothing I can think of that is not a co-decision
they do they will not be paying taxes and if they are of the Council of Ministers and the European
not paying taxes there will be no-one paying our Parliament. However, when I start oV a piece of
salaries, so it is in everybody’s interest to keep legislation it may be one thing, and by the time it ends
business thriving”. I think that message in this up over here it might be a totally diVerent animal,
Commission for better regulation is getting across perhaps not even a diVerent animal but a diVerent
and hopefully it has become also the theme song in species altogether than what was originally intended.
many other Member States. That is one of the problems. Secondly, with the

Services Directive it is two years this month since it
was published by the Commission on 12 JanuaryQ185 Lord Kerr of Kinlochard: Commissioner, on 3
2004, so therefore next Thursday we will be on theSeptember you said, “We urgently need agreement
biannual anniversary, and now, hopefully, in theon the Services Directive”. On 17 November you
February session of the European Parliament insaid, “the Services Directive will deliver 600,000

jobs”. We have not got a Services Directive. We read Strasbourg we are going to have the plenary vote
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if they do it is dead. That is a right that has not beenafter two years. Then we have to have a stab at a
modified proposal. That will have to come before the exercised for a very long time, even though I agree

with you: some pieces of legislation have emergedCouncil of Ministers and with 25 Member States
there now I am not too sure what type of changes they which do not at all fulfil the purposes for which they

were designed. This seems to me to show a lack ofwill require and whether we will be able to satisfy
them also. I am not too sure at this stage what is going confidence in the Commission which perhaps is a

consequence of the way the Santer Commission cameto go by the European Parliament. The lead
committee voted quite recently but there is no to an end. Is there an element of truth in that?
guarantee with this directive that the same type of Commissioner McCreevy: In the past 14 months I
voting will apply in the European Parliament. I think nearly had to come to a diYcult decision about
though, Lord Kerr, you have an interest in something recommending to my colleagues the withdrawal of a
which maybe we can learn a little bit from. With the diYcult proposal, namely, what became colloquially
Financial Services Action Plan, I think some people known as the software patents directive. That
in the City of London might disagree on some aspects particular directive started out life being one thing. It
of it, but I think it has been more a success than many got heavily influenced by very intensive lobbying
other activities that the Commission has been from many sectors and what we were going to end up
involved in and it has been done far more speedily. with when we came back into Parliament was
The Financial Services Action Plan started five years possibly a proposal which was the very opposite of
ago and we are long a way down the road. We have what the original idea intended, so we are going to be
done so many things there and some of the things in a diYcult situation as to whether we should say at
have been implemented now, which are going to be that stage that this matter should be withdrawn. I
pretty costly but at least the decision-making process said quite clearly that if we were going to do that I
has been a lot quicker because we used this new was prepared to recommend withdrawal, but luckily
process which is a methodology to try and both sides came together for diVerent reasons and the
get decision-making going far more eVectively. whole thing was aborted. If they had not come to that
However, at my meetings with European recommendation, think of the dilemma I would be in.
parliamentarians I am not too sure that in the future I would be saying to the Parliament, “Now you have
they will be inclined to give more and more power in given your views the Commission does not like
that direction away from them. I do not think that is them”. Lord Kerr is absolutely correct. The
the way the European parliamentarians are going. If Commission has the power of initiation and the
I were a parliamentarian I would look at it from power of withdrawal, but with all the changes that we
a diVerent perspective than if I were in the have made with the European Parliament and the
Commission. In the days of Lord Cockfield I was an increased involvement of the European Parliament it
Irish member of the services very involved with him, is becoming a very worthwhile institution. Imagine:
and I have seen him quite recently and he has now with something like that you would go back to your
retired, and he was telling me that they were the great colleagues and say, “Oh, yes, we are going to
old days when you could do things like that. It is not withdraw it now”. Yes, we have the right, but think
as simple any more. We need to make some strides in of the conflict that might arise then because
the Services Directive. We will get some pieces of parliamentarians would be saying, “You look for our
legislation that do something worthwhile, although views and then you do not like them and now you are
they may not be the perfect creation that was hoped going to withdraw it”. I was around as a minister for
for at the very start, but if we want it to be worthwhile the falling of the Santer Commission. I am not too
we need to drive it forward, and President Barroso in sure whether it spilled over into the present
Vienna yesterday made it quite clear that he hoped Commission but what I do detect is that there is a
the Austrian Presidency would be able to drive things great desire to make sure that all of the avenues are
forward. I am hopeful but I must be realistic. Hope closed oV in every possible way because no-one wants
must be tempered with realism. to fall like they did then. That is an appreciation of

the powers of the European Parliament and
parliamentarians say, “Is that not a good thing, that

Q186 Lord Kerr of Kinlochard: Lord Inglewood is a the Parliament has residual power over the
distinguished former member of the European “executive”?”. The upshot of it is though that one has
Parliament who will disagree 100 per cent with what to tread a lot more carefully than one had to do in the
I am now going to say. I take all your points about past. Parliamentarians would say that is a good thing
the increased power of the Parliament, and in general and I might not necessarily disagree with that.
I think it is a very good thing. Nevertheless the
Commission have the power to withdraw a proposal.
The Commission, if they believe that the Council or Q187 Lord Inglewood: I was a member of the Legal

AVairs and Internal Market Committee when thethe Parliament or the two of them have messed up a
piece of legislation, have the right to withdraw it, and Services Directive came to the Parliament and I
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of the amendments and hopefully then we will be ableremember it well. It seems a very long time ago and I
to move forward. President Barroso said yesterdaybet it does to you too. On the Services Directive do
that he was hoping that by the Spring Council inyou have any idea of timetables? Parliament is going
March there might be something there. One has toto vote on it, they think, next month. Do you have
recognise that there are very diVering views fromplans to try and get it pushed forward quickly or are
Member States, and even the Member States who areyou trying to slightly delay it and let the Council deal
for the Services Directive are for a directive withwith it this summer or what?
some changes. If you added up all the “buts” andCommissioner McCreevy: No, I am certainly not
exceptions on a sheet of paper I do not know whattrying to delay it. I am regarded in my home Member
you would be left with. My goal is to have this dealtState as someone who fought his case well, very
with one way or the other as quickly as possible.obstinate, very obdurate, but then very pragmatic at

the same time in that when it came to the debate we
did not do it. My attitude on the Services Directive is Q188 Lord Inglewood: The other point I would like
that we have had this out for two years. It is time to to raise with the Commissioner is that Lord Kerr was
be done with it. I am not going to spend the rest of my robust with you about completing the single market
career as Commissioner, another four years, dealing context of the Lisbon Agenda but, as we have already
with the Services Directive, whether I go to London heard today, and indeed you mentioned it, a lot of the
or whether I go to Paris or whether I go to Helsinki work that is needed to deal with the issues that the
and ask for the Services Directive from a diVerent document is concerned with are Member State
perspective. I do not want to be carrying this around competences. How do you think the Commission can
for the rest of my life here. My attitude is, let us get jolly on the Member States to get action where action
on with it, whatever it is going to be, and deal with it. is obviously needed?
Having said that, there were over 1,600 amendments Commissioner McCreevy: Hopefully by cajoling,
to the lead committee which will have to be put into highlighting, producing reports, putting it to
eVect, and there are other amendments as well which Member States in terms of the Spring Council and
will go directly to the plenary session. Coming out of later Councils we will be able to encourage Member
the plenary session it is going to take a little bit of time States so to do. Let me be very frank about this. I do
to distil the eVect of some of the amendments. We not detect a great attitude among any Member States
cannot anticipate it. I merely question that it will be to give the Commission more powers. I do not find it
the same voting arrangements that applied in the anywhere in Europe. I know I am speaking to a
committee but, as the President said in Vienna United Kingdom audience but I do not find it in
yesterday, we hope that the Austrian Presidency will many other Member States either, even those who
be able to move this on. The United Kingdom would be regarded as the originators of the whole
Presidency had as one of its goals the moving on of European proposal. If you hear some of the noises
the Services Directive but events conspired to coming from some of those countries, yes, they want
frustrate them. The main thing was that the lead changes but changes on their terms, which is a long
committee were meant to vote on this in early way from where we are now, never mind in the future.

As with the Services Directive, I believe in acceptingOctober. We then had three weeks to the plenary
where you are, you deal with what is handed to yousession at the end of October and the plenary session
rather than hoping that you will have another handwould then vote. We then would have a number of
of cards to play with. That is the only way we canweeks until the Competitive Council meeting of
move on.21–22 November, and the UK Presidency was very

much geared up to doing a lot of that work, but
unfortunately a big procedural row took place at the Q189 Lord Jordan: Commissioner, as one who, I
lead committee in the first week of October and the know with others, wants the European Union to
whole thing was aborted and we did not have any work well I appreciated the painful clarity of your
votes at the lead committee. That did not take place description of the diYculties the Commission has in
until eventually December, so the whole thing got trying to force reform. It came across almost as an
thrown back. The United Kingdom Presidency had element of Catch-22: if you demand the reform they
made it one of their priorities and I think if the will sack you and if you do not get the reform Europe
timescale had been diVerent we would have had a lot continues to decline and the reputation and
of progress made by now. It might not have been productivity of the European Union continues to
progress that everybody would have liked but at least worsen. I have a feeling that with your practical
it would have been in line with my temperament and experience and the time you have now been doing the
we would have made some decisions. During the job you have seen some elements that you believe are
Austrian Presidency we will have the vote next month crucial steps to be taken. Perhaps they are beyond
at the plenary session in Strasbourg and we will then your remit to demand that they be said. This is a two-

way flow of opinions and feelings between us herehave time for the Commission to assess the outcome
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down in law on public procurement but it is nottoday. Are there things that you feel must be done
and are there ways in which you feel they can be evenly practised across Europe. I do not think the

Commission, because of the self-confidence point, iscarried out?
Commissioner McCreevy: It is like when you have going to start a whole lot of public procurement cases

in the Court. It seems to me that it is going to needgood health you never appreciate it. It is only when
you have bad health that you appreciate what you further legislation. I am just reacting to your last

point. Given that you have had two years of carryinghave lost. I think the same applies to the internal
market. The benefits are taken for granted. Even in the Bolkestein Directive around and you are fed up

that wherever you go people ask you about thethose Member States and those many people
throughout Europe who look at the economic issues Bolkestein Directive, if you had one to get through

yourself, what would the McCreevy Directive bemore than the others, and I will always be put into
that category so I am not speaking for or against about? You said that the time for all that sort of stuV

is over, but in the area of public procurement is itmyself, people take these things for granted. I think
what we should try and do is make sure that the over?

Commissioner McCreevy: Not in the area of publicinternal market, as it was intended to be, is properly
operational and eVective and those laws that are procurement. I have initiated in the past a number of

proposals on which way we intend to go. The law isthere are fully implemented and eVected. That also
implies that internal market laws that are there and there. Implementing it is the great diYculty. At the

moment we have about 800 cases in the whole area ofshould not be there should be taken away and
scrapped or put into another bin. It has been an eye- the internal market and a large proportion is in the

area of public procurement and I intend to take someopener for me when I have been to many Member
States to see the very restrictive practices that they action on that. We have similar numbers in the area

of defence which is a reserved function but,have regarding public procurement. I am not here to
praise the UK operation or my home Member State considering that the defence procurement makes

about ƒ80 billion-odd per annum and about half ofbut the things we would take for granted are not the
same in other Member States. It is often those it relates to armaments which are in a separate box,

some progress could be made there. I would like tocountries with the highest and most diYcult
budgetary situations that have the most restrictive get the Services Directive oV my neck, to be quite

honest about it and get it moved along one way or thepublic procurement rules and there are a few of us
who could improve their public finances and lots of other because we cannot for ever be thinking about it.

I do not mind what it is called. My predecessor, Mrother things as well but that is just the way things are.
I think that in the area of, say, financial services, we Bolkestein, unfortunately having a name which

rhymes with another character, like the Servicesare making progress. I think you will have a pretty
integrated market in financial services; that is Directive, is blamed in some countries for everything

including the bad weather. Let us get it out of theincreasingly so, and that will be to the benefit of
everybody in that it will mean lower costs of capital. way. Let us deal with what we have and move

forward. I do not wish to have it named after myself.It will be to the benefit of everybody, not just the
financial institutions, because the economies will
benefit as well. Many of these areas can be improved Q191 Chairman: If my colleagues have no further

questions I would just like to thank you for the veryupon. I think one of your colleagues said that earlier
regarding another Commission many years ago, the frank way you have answered our questions. It

certainly will help our report. Thank you very muchDelors Commission. I do not think with the way
things are now that there is one big single thing that indeed. We wish you the best of luck.

Commissioner McCreevy: Thank you very much.somebody can come along, whether it is Barroso or
McCreevy, and say, “This is going to save us all”. It Peculiarly enough, in 30 years of Irish politics I have

never visited the House of Commons or the House ofwill not because that is not the way we are set up now.
I think we should get on with doing what we do well Lords and it is something that I intend to do in 2006.

I have had many invitations but have never been ableand leave the rest aside.
to accept them because something else has turned up.
During the course of 2006 I am going to fulfil a longQ190 Lord Kerr of Kinlochard: Can I .pick up the

point about public procurement? Personally I think term wish I had as a very young person to see where
we were governed.you are absolutely right. I think there is something

big there which is not happening. I cannot see how, Chairman: I hope you can let us know when you come
because we would very much like to entertain you.without a further legislative push, it can be made to

happen because there is an EU-wide system laid Thank you.
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Witnesses: Mr Daul, Mr Lehne, Mr Goebbels, Mr Graf Lambsdorf, Mr Rutowycz, Miss Thyssen,
Ms Figueiredo, Mr Desir and Ms Lepoutre-Dumoulin, Lisbon Co-ordination Group, European

Parliament, examined.

Q192 Chairman: Thank you all very much for detail, which is why we have invited them here this
agreeing to come and answer some of our questions. evening, on how work is progressing. You know

what was done last year. Perhaps Mr Lehne wouldMr Daul: A happy new year for 2006 to all of you
and, of course, we are delighted to welcome you here. like to take the floor.
We also have one of the Rapporteurs with us, Mr Mr Lehne: First of all I would like to thank you for
Lehne, who is the person who was involved in the your interest in this subject as I really welcome the
course of the Lisbon Strategy over the last year, and fact that a committee from a parliament of the
the person also who was working on the report for Member States is taking the initiative and, of course,
this year will also be here so we will be able to have a it is of interest to us to work and discuss all of this
very fruitful debate. The European Parliament with colleagues from the European Parliament. I
decided back in 2000 to look into this Strategy. We wish all chambers of all national parliaments showed
now have our other Rapporteur, who has just the same interest. I have to say that we have a bit of a
arrived, Mr Goebbels. problem with the Lisbon Agenda. It is not something

that we have an opportunity to do. We do not have a
chance to discuss these matters and we are delighted

Q193 Chairman: Mr President, thank you very
to see Lord Inglewood again. We were working in themuch for your welcome. We are very grateful that
same group in legal aVairs. We were not just fightingyou have taken the time and trouble to receive us. We
but also we managed to achieve a great deal onin the Lords are doing a study and a report on the
common issues, so it is wonderful to see him again.Lisbon Agenda for Growth and Jobs. We have spent
As the Chairman has just said, two years ago thea busy day meeting two Commissioners and a
European Parliament set up this Co-ordinationrepresentative of Mr Barroso and we thought it was
Group on the Lisbon Strategy. The reason for thisabsolutely right, given the powerful role that the
was that the question of Lisbon is not something thatParliament now has in the running of the EU, that we
can be of interest to one single committee. It overlapsshould come and see you, particularly as we also
all committees for various measures in this process. Itknew that you had a role on the whole Lisbon front.
touches on all sorts of activities and responsibilitiesPerhaps I could ask you a question, Mr President,
and the majority of the committees in the Parliamentwhich is, what is the Lisbon Co-ordination Group
are concerned here and, just like other institutions,and what is its role in Parliament and how does it
we needed to set up a strategic forum to look intofunction, because that would certainly be very
these matters. This is why we set up the Co-interesting for us?
ordination Group and we have been working, ofMr Daul: The Lisbon Co-ordination Group was set
course, on co-ordinating strategic views and policiesup a couple of years ago in order to follow up one
and approaches. We have prepared a document forthing, and this is why we hold a meeting with the
the conference of committee chairman and thisnational parliaments every year (and last year was the
document was passed with a majority in the plenary.first meeting) to try and re-launch the whole Lisbon
This is a strategic document looking at the Mid-TermStrategy and also to prepare a report before each
Review and discussing this, focusing on andSpring Council in order to analyse and sum up what
highlighting certain specific aspects of that. It washas been done, what is working and what is not
also a document which would strengthen dialogueworking. Of course, we know that the European
with national parliaments and this led to aParliament alone cannot scrutinise the Lisbon
whole series of other talks and meetings withStrategy. Each national parliament has the
representatives of national parliaments. Above allresponsibility for implementing and scrutinising the
this was in order to meet with our interlocutors andLisbon Strategy. We will be meeting with the various
talk about our role as parliamentarians. Thenational parliaments. We meet with Commissioner
resolution that was passed also brought in someVerheugen regularly and we have also invited the
discipline on this parliament with regard to the waynational parliaments to come and meet with us on 31
in which we are going to deal with various proposalsJanuary and 1 February to sum up and take stock of
put forward under the Lisbon Agenda. This has to dothe situation and to look at what has been done so
with the discussions on better regulation, includingfar. We will to listen to them to see what they are
mechanisms and simplification and so on. This wasdoing so that the two Rapporteurs in our group can
our objective and we managed to achieve that. Overget some information in order to help them draft their
the coming year we are going to try and continuereport for the European Parliament in preparation
doing what we have been doing over the last year. Wefor the Spring Council. We want to know exactly
are going to continue focusing on specific issues andwhat is happening on the ground. I will give the floor

now to my two Rapporteurs to give you greater specific themes and areas. You will have the
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Mr Goebbels: I totally agree with my co-Rapporteur,opportunity at some time to read a resolution of the
European Parliament. They tend to be very long and Mr Lehne. May I come back to the origins of Lisbon?

As you know, at the European summit in spring 2000they seem to have all sorts of things in them. They are
more like a telephone directory. What we wanted to in Lisbon our heads of state and government adopted

the so-called Lisbon Strategy and the aim was todo was try and avoid that type of approach and try
and correspond with the recommendations of the build the most dynamic and competitive knowledge-

based economy in the world up to the year 2010. A lotKok group as well to try and have a succinct
resolution which would be short and readable. I think of people always speak about the most competitive

economy in the world but the key phrase waswe have achieved that. The last text was very diVerent
from the type of resolutions that have been passed in “knowledge-based economy”. The reason for that

statement was very simple. You may recall that in thethis Parliament on various themes and we hope to
achieve the same this year. We will focus on three year 2000 we were at the top of the e-economy boom.

Stock markets were booming, new companiesmain areas. With Mr Goebbels, as Rapporteurs we
have agreed on these three main themes. First of all flourished, mainly on the other side of the Atlantic,

and a lot of people believed that the world economythere is the question of energy policy, secondly, the
demographic issues and, thirdly, innovation and would be the new paradigm and that internal growth

was before us. However, there were two problems.intellectual property. There is no point trying to deal
with everything in detail. Otherwise we would be The first problem was that when the heads of state

and government adopted the so-called Lisbondoing what we were trying to avoid and just listing
the various items that needed dealing with. These Strategy they did not have a real discussion. I have

spoken with a lot of prime ministers and ministers ofthree pillars, the question of growth, the question of
environment and social issues, are all related to the foreign aVairs who attended that Council and they all

told me that the discussion of the so-called Lisbonthree main issues and by March, of course, we will
have to have decided on how we are going to Strategy did not even last 30 minutes. There was a

presentation by the Prime Minister of Portugal,approach these major issues. As far as I am
concerned that is more or less what we are working António Guterres, and there were some comments by

Prodi and two or three remarks by some leaders andon and what our objectives are. We will be discussing
these, of course, with the national parliaments at the then the whole thing was adopted and forgotten and

nothing happened in the capitals. Unfortunately, theend of January, as the Chairman has said. We have
invited them to a meeting for an exchange of views in boom of the stock market imploded, we had 9/11 and

the economic situation throughout the world, andorder to discuss these various themes and those
proposals that national parliaments have come up mainly also in Europe, changed dramatically and

nothing happened again in the national capitals. Wewith. We want to incorporate their input into our text
so that we can understand what people are thinking in the Parliament tried to re-launch, through annual

reports, the whole process but we never achieved iton the ground in the various Member States. In this
way we can make a true contribution as the European either by attracting ‘the attention of’the heads of

states and governments and especially not of theParliament to the whole Lisbon debate. One final
word from me and then I will stop. We have been national parliaments. I met a lot of national

parliamentarians who did not even know what therelatively successful in our activities, not just the
Parliament; I am talking about all the national Lisbon Strategy was. One told me one day that it

must be something related to the European soccerlevels, national governments, national parliaments,
the European Parliament and the European championship in Portugal, the Lisbon Strategy. A

national parliamentarian and not a bad guy. LastCommission. We can see success because everybody
is dealing with this feeling and it was something we year, after five years lost, there was a re-launch of the

strategy and I think that for the first time heads ofcriticised last year. We said that as a term everybody
knows what Kyoto means. Nobody can say that for state took a good decision because the decision

was to bring in national stakeholders, nationalLisbon but I think we have made a lot of progress in
this over the last few months. Okay, we have not parliaments, employers, trade unions and all the rest,

and we have seen since the Spring Council of last yearreached the ideal situation. We are not on a level with
Kyoto as far as public understanding is concerned, that there is a real interest at least in some of the 25

Member States. It is diVerent from Member State tobut I think we have managed to get across a certain
message, that this is a programme that will bring Member State but there is a discussion. There is a real

national discussion and there is a political discussionEurope forward. If we manage to achieve that we will
have managed to make a huge amount of progress where governments have been forced to make

proposals and to discuss those proposals accordingover the last year and we can be very satisfied with
that. So much for my introductory remarks. Thank to their national regulations. In most of the countries

there has been discussion in national parliaments,you very much indeed.
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Government did not sign up to the Lisbon Agendathere were resolutions adopted, programmes
adopted, and now those programmes have to be but Agenda 2010 was never regarded as part of that;
implemented and the normal checks and balances it was regarded as an autonomous national project,
will act with governments trying to implement and although it may have been placed under the
the opposition trying to criticise the government, overarching title of Lisbon. While it was supposed to
whether it is for being too slow or being too I-do- fit with Lisbon in terms of design of the concept, it
not-know-what. That is how democracy works. was a process which was not necessarily made to fit
Therefore, I think that we now experience the real with Lisbon. I and my group feel that Kok was right
start of the Lisbon Strategy and therefore it is now to recommend refocusing and narrowing. In the
very important that national parliaments, the House documents you submitted before you came you asked
of Lords, the House of Commons and all the other about the concentration of growth and jobs and the
parliaments do their job: control and scrutinise their refocusing of growth and jobs. Those are one of the
national governments, so that we will finally achieve two pillars of discussion here. The other two are
something much more decent. Everybody knows that labour protection and co-operation. I think one can
in the year 2010 the European Union will not be the say in all fairness that it is not undisputed that this
finest economy in the world but we have a lot of refocusing is correct. In the European Parliament
progress to make and we can achieve a lot if we take there are those who are saying that the pillars are
a good decision and therefore we need the political equal in importance and we will say that the growth
work of parliaments. of jobs, however, is more important and will in turn

bring about greater social and labour protection. It is
a discussion that tends to be organised along politicalQ194 Lord Kerr of Kinlochard: You will recognise
lines but it is nevertheless an issue here in thethat what we are is a brave reconnaissance patrol sent
Parliament. Nonetheless, my group feels it was rightdeep behind enemy lines to discover the plans of the
to refocus and narrow. As for the naming andEuropean Parliament for the meeting at the end of
shaming, I know that this has been quiteJanuary because we have observed how in any assise
controversial. I leave it to Mr Lehne to tell you whator convention a well-organised European Parliament
the Parliament actually decided on this. My personalposition can be defended against the national
view was that it was correct; Kok’s recommendationparliaments who have not co-ordinated nearly as well
on that was right. I think that a transparentas you have. I would like to try to draw out your
assessment of performance does make sense as anposition on three issues. Issue one: how does national
instrument but it is a subject on which you can haveimplementation of the Lisbon process look like seen
legitimate diVerences of view and thus Mr Lehne asfrom the Parliament? Seen from our side of the table
Rapporteur may wish to comment further. As forit looks patchy at best, possibly worse than that.
whether it distracts the EU from its core business ofSecond, do you agree with the Commission and the
completing the single market, I am not sure that itEuropean Council that the Kok report was right to
does. I think that the work in the committees,recommend a re-focusing and a narrowing, and do
particularly the Internal Market Committee and onyou agree with them that the Kok report was wrong
the Services Directive which I am very involved in,to recommend the publication of statistical league
will continue independently of the Lisbon Strategy. Itables “naming and shaming” backsliders? Do you
do not think therefore that there is any question ofagree with the reactions of the Council and the
spreading our resources too thinly. I think that theCommission? Thirdly, do you believe that there is a
Lisbon Strategy might direct debate in diVerentrisk that the Lisbon Agenda distracts the Union from
areas. I think it will be more helpful therefore thanthe core business of the completion of the single
problematic.market, and when are you going to take a view on the
Mr Lehne: I just want to add something very briefly.Services Directive?
Seen from here implementation in the Member StatesMr Graf Lambsdorf: I will try and answer those
shows a picture with lots of light and shade, as is thequestions as far as I can. I find your last question
case with many areas. There have been manyparticularly important because I represent the
successes but also, however, many shortcomings.Internal Market Committee and as a Liberal, of
National plans are drawn up and they may be directlycourse, I am from the third largest party. Seen from
or indirectly commented on here but, as for publichere national implementation looks no diVerent from
debate, you have a control mechanism. Youthe way it looks from the national point of view,
mentioned naming and shaming. I think that webasically. I think that nationally and in the European
should not regard ourselves as here to kick peopleParliament we are on the same wave length. We have
who are already down. I think we should be morethe same angle on this. Everyone here comes from a
diplomatic than that and perhaps more practical too.national background and that determines their

assessment. Obviously, the German Federal We may perhaps comment on national action plans
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national action plan on the Lisbon Strategy? Mr Grafin our resolutions by highlighting the positive actions
and then that makes clear that the people who have Lambsdorf has said that the previous German
drawn up those plans are good and the others are less Government’s action plan was at the end of the day
good. The end eVect is the same but in terms of very close to Agenda 2010. That is a political
approach it is considerably more diplomatic and decision. On behalf of the European Socialist Party I
perhaps also considerably more eVective than chair a discussion club called Lisbon Network, and in
formally pointing the finger at someone and this club discussion group you get parliamentarians,
antagonising them which would not necessarily trade unionists and academics coming together
improve the situation either. I believe more in praise precisely to discuss the Lisbon Strategy. As
than in punishment. I think that educationally it is Chairman of that group I came up with the very poor
more eVective. As regards the final point, as idea of putting on the agenda for our last meeting an
mentioned by Mr Graf Lambsdorf, and the eVect of assessment of the National Action Plans. You can
implementation of the internal market, I completely imagine what happened. Five national Mr Lisbons
agree with him. The Lisbon process will help towards were present, all lauding the merits of their own
implementation of the internal market process. The National Action Plans which to them were perfectly
debate on the Services Directive is, I think, more self-evident, but there were also some representatives
bogged down because last year we deliberately said of the national opposition parties, for instance, there
that though we might discuss and correct content of was a representative from PASOK there, casting
the directive, as Parliament will do as it goes through aspersions on the Greek National Action Plan, which
in the end, the basic underlying aim of creating and is only to be expected in a democracy, so that it was
completing the internal market is perfectly correct. If very hard to come up with an objective assessment
we do not relish the importance of consensus then we and then proceed to naming and shaming because it
will not really have a full internal market. I think is obvious that in each of our countries those in the
there is agreement on that between the diVerent government party say the government has done a
political camps. The only question is, how do you do good job and those in opposition will say the
it and how far do you go on concrete implementation government has done practically nothing. Naming
of that? There have been questions about social and shaming is all very well where you have an
dumping and do you involve that with the legitimacy objective performance that you can assess but when
of other areas such as pay and so on? Basically it comes to assessing policy it is very diVerent. I
everybody agrees that we do need an internal services personally agree with Mr Lehne that praise is better
market too and I do not think that the Lisbon than punishment and those that you say nothing
Agenda takes away from that now that the debate good about will know what you think about them
has moved on. It has not always been pertinent but I anyway.
think that the Lisbon Agenda has helped, and I agree
with Mr Graf Lambsdorf that the debate on this has

Q195 Lord Kerr of Kinlochard: I agree on “namingbeen helpful rather than anything else.
and shaming”, actually, or rather on “not namingMr Goebbels: Yes, I just wanted to say that I agree
and therefore shaming”. I do not think that isentirely with my colleagues, Graf Lambsdorf and
important. I agree with Mr Goebbels’ argument.Lehne, particularly on the Kok report. When the new
What seems to me to be missing in the debate in manyLisbon process started, obviously it was also very
Member States, including mine, is an awareness ofimportant. I would just like to comment on the
the basic numbers, the statistics, not just and notnaming and shaming business. As you know, in
particularly the relative performance of the variouspolitics nothing is more diYcult than to assess
Member States of our Union, but the performance ofpolitical action or the impact of any particular policy.
the Union as a whole relative to our competitors inI think that you can engage in naming and shaming
the outside world. It seems to me that that statisticalon something very concrete. Let me give you an
evidence, which is factual and not a matter ofexample. For some years now we have been trying to
political judgment, is something that the institutionsput in place legislation on the internal market in the
should somehow be communicating better intoFinancial Services Action Plan. There have been
debate in Member States, because in a Member State,some 35 or 36 directives adopted by the European
as Mr Goebbels says, the government will tend to sayParliament. On those we can say that such-and-such
that things are going very well and the opposition willa Member State has already implemented 30 of those
tend to say that things are going very badly. Thedirectives whereas another has only implemented ten.
international dimension is not always brought intoThat is irrefutable and indeed the Commission, as it
the debate. I feel that there may be an EU role there,did in its report on the progress of the internal
but I accept that that is “not naming and shaming” inmarket, does not shy away from stating those facts,

which no-one can dispute, but how do you assess a the sense of the Kok report.
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about, but in the past year and a half, and this is theMr Daul: I think we can agree on that.
second year we will be receiving colleagues from
national parliaments in Brussels at the end of

Q196 Lord Inglewood: I would like to begin by January and the beginning of February. We have
saying that it is very nice to be back here. It is the first found that people are at least beginning to talk about
time I have been here with old friends and colleagues this. I have friends who say that Parliament is a
since I walked out of this building 18 months ago,

talking shop but I think it amounts to far more thanhaving left it from choice, I hasten to add. What has
that, but I think that the reports at the spring Councilbeen interesting to me about our trip is that it has
last year about innovation and knowledge and allconfirmed the view that we have already formed that
that business that you are so familiar with, and we inin fact the bulk of work that is necessary to put in
the European Parliament produced together with theplace to take the Lisbon plan forward is for Member
Commission, are bearing fruit. You are quite right,States, and the Commission itself has admitted to us
Lord Inglewood. There are now committees inthat really the most it can do in almost all
diVerent national parliaments and they are notcircumstances is encourage and cajole and generally
working as well as they should but since they are theirpush the thing forward like a shepherd with a flock of
own parliamentary committees some governmentssheep. Against that background, if we are trying to
are now paying a bit more attention to the Lisboninvestigate in detail how the Lisbon plan is going
Strategy than they were before. As you say, we areforward, we seem to be in the slightly paradoxical
not here just to monitor what is happening at theposition where the European Parliament, which
European level. I think the committees of theknows about it and is interested in it, cannot actually
diVerent national parliaments too must monitortackle the relevant people who are responsible,
things in order to ensure that statistics are availablenamely, the individual Member State governments.
on diVerent input areas in the diVerent MemberIt can only deal with the Commission who by
States. That is important too. Obviously, we are onlydefinition have in a sense a slightly arm’s length
into our second year but we very much hope thatrelationship with it. The other side of the coin is
what we are doing here in our modest way in thethat most of those of us who are national
European Parliament, which is not to dismiss what isparliamentarians—and it is true in our country as
being done in national parliaments, is nonethelesswell as everybody else’s—are not interested and do
raising the profile of the Lisbon Strategy higher thannot want to know and therefore you are unlikely to
it was at the beginning of 2005. I am very grateful toget at this stage of the game the amount of scrutiny
you for having taken the initiative to come and see usthat probably the thing justifies and deserves.
today. Nobody in the past five years has done so, butHowever, given that we share ourselves here a joint
we are beginning to see such initiatives happeningconcern that the underlying programmes behind the
now. I think it shows that there is an awful lot left toLisbon Agenda are very important for the future of
be done, both in your national parliaments in everyour countries in particular and Europe in general,

there is an interesting question about parliamentary country, and for us too because we have also got to
activity as to what is the best way to do this. Mr spread the word so that we too can move forward in
Lehne can ring me up in England because we know knowledge qualifications and the internal market
each other, and say, “Will you find out from the agenda in relation to the rest of the world. I think you
Government this, that or the other?”, and I can put are quite right, Lord Inglewood. If you look at the
down parliamentary questions, but in the much more statistics on demography, population, ageing and the
general sense should there not be some kind of various other statistics, it is quite clear that we have
structure through which the person who is dealing got to make plans for that and it is in that spirit too
with this as a rapporteur at the European end can that we are working on this, as I say, in our modest
probe via national parliaments into the activities of way, and it is clear that you are also working on it.
the executive in the various Member States and get
beneath the kind of icing on the cake that Mr

Q197 Lord Cobbold: I would like to raise the issue ofGoebbels so accurately described?
small and medium sized businesses because I believeMr Daul: Lord Inglewood, I see you have done your
that they are the future for employment growth andhomework extremely well. What you did was go back
jobs growth in the global market. One of the thingsto the United Kingdom to try and promote in the UK
that small businesses face is over-regulation and it iswhat ought to be done and what ought not to be done
extremely hard on them. This is very much an issuebecause you have brought members of your House of
for national parliaments to see what the problems areLords committee over here to talk about the Lisbon
and do something about it, but is there anything thatStrategy. It is the same in my country. The first time
the European Parliament can do to identify this andI spoke in the French Parliament everybody looked

up at me and wondered what on earth I was talking to help this process along?
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account in your secondary legislation. Obviously, weMr Daul: It is not just a question of SMEs. There is
do what we can in our jurisdiction but this is a gamealso the whole question of better regulation and
involving many players and every player has ansocial action. We need to discuss it even if we do not
important part to play. I fully share your view thatknow how exactly to solve the problems.
SMEs are the backbone of our economy because it isMr Lehne: This is an extremely important issue if
they who create jobs and basically they too are theonly because, in terms of lobbying, SMEs do not
ones that can solve the problems of developinghave such an eVective presence in Brussels as large
markets of many Member States but all largeindustry does. In the past, partly because people just
industry cannot do it. Large industry is now beingwere not informed, decisions were made which cost
dismantled; it is doing exactly the opposite. Thethe SMEs more than they cost large industry simply
SMEs are the backbone of our industry and we needbecause the decision-makers were not suYciently
to take care of them.informed, and, because of the bureaucracy involved
Mr Goebbels: I think we all agree that the small andin decisions, the proportional burden on SMEs was
medium sized businesses are the most important foralways greater than on large industry and often there
the future of the European economy but I think thatwas more for them to absorb and digest. I think the
the European Union works much better than a lot ofParliament and the Commission have now realised
people in national parliaments think. It is a fact of lifethis. I think you need several strategies working in
that for a couple of years the European Union, andparallel. First of all you have to ensure that SMEs
especially the Commission, has been conductingbecome better organised in ensuring their interests
impact assessment studies on how theare represented here in Brussels. Speaking for my
implementation of new regulations will aVect smallown country, in many sectors they should be doing
and medium sized businesses. I give you twofar more than they are. Secondly, I think we need
examples of very important regulations. One is themechanisms so that the Commission, in drafting
so-called Reach Regulation on the registration ofproposals for legislation, and we, in discussing those
chemicals. There were a lot of impact assessmentproposals, can take more account of the interests of
studies which helped to build here in the EuropeanSMEs. In the document on Better Regulation but
Parliament a majority for reducing burdensalso in the Parliament of President Barroso there has
especially on SMEs. We have not yet a final result butbeen some question of a separate SME compatibility
I think we are on the right track. The second is theimpact assessment and that that should be done on
Capital Adequacy Directive, a very important one,every proposal, but it has to be taken seriously. You
Basel II as we call it now. There again there have beencannot do it as you do it in the case of subsidiarity
numerous impact assessments on the impact of those

where it is just a formality but means nothing. I think new regulations, especially on small and medium
that the SME compatibility does need to be properly sized businesses, and I think we have taken the
and seriously assessed and it must also then feed into utmost account of this when we adopted our own
the recitals of whatever piece of legislation it is. I report on the Basel Directive.
think that the problem is now recognised in the Better
Regulation document. Obviously, in talking about Q198 Chairman: I really would like to thank you for
services, we are assessing the sector as a whole and the way you have answered our questions over quite
not just SMEs but what is important is perhaps that a wide variety of topics and for making such a good
national parliaments put pressure on their own contribution which will be of great help to us when we
governments so that the secondary legislator will also come to write our report. Of course, one or two of us
take that into account and not just the Council of may be meeting you on 31 January when it comes to
Ministers. On this issue we have had exactly the same the big meeting of national parliaments and your
experience as we have had in other large strategic committee. I thank you again for receiving us and for
issues and that is that the heads of state and such a good and stimulating meeting.
government, when they adopt conclusions at Mr Daul: Chairman, the pleasure is entirely ours but
summits, basically say what needs to be done and I think that it is very much in this spirit that we will
then later on, when the Finance Ministers or the keep tabs on what is happening around the world in
other Council members adopt legislation, you often economic development by working together and
have exactly the opposite to what was contained in trying to produce solutions so that we will make
the policies of heads of state and government, so I progress and ensure that our companies remain
think that national legislators have a job to do here competitive with the rest of the world. You are
because they have to bring their governments to book welcome any time as our guests and I hope to see you

on 31 January. Thank you very much.if the interests of SMEs are not properly taken into
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Memorandum by the European Trade Union Confederation (ETUC)

Executive summary

— Lack of structural reform is not the reason why the European economy has showed such a dismal
performance over the past years and why the Lisbon process failed to deliver satisfactory results. In
contrast to a widespread opinions, Europe has indeed been boosting aggregate supply by
implementing many structural reform policies.

— A more adequate reason for dismal performance are to be found in an unbalanced European macro-
economic policy regime. Both monetary policy and fiscal policy move immediately when there is the
slightest danger for inflation but take a “wait-and-see attitude” when growth and jobs are at stake.
Prolonged downturns and short-lived recoveries are the “logical” result from such an unbalanced
macro-economic policy regime.

— Another reason is structural “misreform” itself. In several member states, structural reforms have
become an agenda of deregulation and dismantlement of workers’ rights and social protection.
Feelings of insecurity are widespread amongst European workers, leading to high precautionary
savings and low household demand, hence low economic growth.

— The Commission’s 2005 mid-term review is too much focused on process and procedures and
neglects to correct the two mistakes that are at the basis of the failure over the recent years. This raises
the question whether the new Lisbon agenda will not continue to fail again if identical policy
prescriptions are pursued (“hands-oV approach” concerning flexible macro-economic and
weakening of social protection and fairness in the labour market).

— To make Lisbon deliver, the ETUC proposes to follow a two-handed policy. Europe needs to escape
from its present growth trap by investing in its long run growth potential. Moreover, workers’ rights
preventing unfair competition in the labour market need to be improved and used as a basis for a
policy agenda that invests in skills and equips workers with the capacity to address change in a
positive way (“upwards flexibility” instead of “downwards flexibility”).

I. The failure of the Lisbon Strategy to Deliver: Is Lack of Structural Reform Really to Blame?

The Lisbon Strategy announced at the 2000 European Summit promised to focus policy making in Europe on
the objectives of high growth, high social cohesion and high competitiveness through an agenda of innovation
and the creation of a knowledge society. Unfortunately, the year immediately after this major political
ambition was formulated, the European economy went downhill. Major parts of the European economy, and
in particular the overwhelming part of the euro area members, still have to recover from a downturn that is
now lasting 5 years. Indeed, average growth in the euro area has been below potential growth for each year
of the 2001–05 period, while prospects for a convincing recovery in 2006 are surrounded with uncertainty. At
the same time, some countries have done better in coping with the 2001 global downturn. Some small countries
inside and outside the euro area, but also Spain and in particular the UK, show a much better economic record
over these past five years.

There are many inside (and outside) European policy circles trying to explain this dismal growth and
productivity record in terms of a lack of structural reforms. According to this explanation, many European
countries simply cannot grow harder because of “supply-side” constraints. In this view, structural reforms
increasing the supply of production factors would remedy the European growth deficit.



3212538017 Page Type [O] 09-03-06 13:13:44 Pag Table: LOENEW PPSysB Unit: PAG7

119a european strategy for jobs and growth: evidence

17 January 2006

But the question needs to be raised whether “lack of structural reforms” is indeed a valid explanation. Indeed,
contrary to widespread thinking, Europe has not been sitting idly in the face of globalisation and technological
evolutions. Instead, it has delivered widespread reform. Over the past 10 to 15 years, Europe has:

— increased competition in the goods market by building the single market.

— created a Single Currency, thereby increasing price transparency and competition and reducing the
cost of finance for investments.

— opened up the network industries such as electricity, telecom and others to the forces of competition.

— opened up the European economy to global trade through the WTO-trade rounds.

— has enlarged the Internal Market to 25 members, again intensifying competition.

— has improved considerably the functioning of the labour market through the application of the
European Employment Guidelines.

In recent years, structural reforms and in particular labour market reforms have also been continuing. One
striking illustration of this can be found in the 2004 Article 4 Euro Area study of the IMF. This study produced
a graph highlighting the net number of flexibility-enhancing labour reforms in the two years before and after
2000. On the basis of this, the conclusion can be drawn that labour reforms have accelerated in countries
representing 60 per cent of the euro area, while continuing in the rest of the European Union but with the UK
as a striking exception (see annex I).

The extent to which labour market reform is undertaken can also be illustrated by describing the policies
implemented in Germany, France and Italy:

— Germany: the so-called Hartz reforms limiting unemployment benefits to a duration of one year only
and easier firing of workers in small and medium enterprises (SME’s).

— France: More flexible rules for hiring/firing part time workers, an increase in legal overtime hours
from 120 to 220, more exemptions for Small and medium enterprises (SME’s) on 35-hour week, new
working contract without any firing restrictions in return for temporary higher unemployment
benefits (proposed change)

— Italy: More flexible rules for hiring/firing part time workers, SME’s to have more flexibility in hiring/
firing, introduction of a new labour relationship called “parasubordinare” oVering employers the
possibility to engage “autonomous” workers not covered by social security.

In short, it is simply not true that Europe did not deliver on the agenda of structural reform. The explanation
for the long European downturn since 2001 has to be sought elsewhere.

II. The failure of the Lisbon Strategy to Deliver: Lack of Policies to Manage the Business Cycle

and to Coordinate Consumers’ and Investors’ Intentions

What really distinguishes the period of weak and lacklustre growth with the period of good growth is domestic
demand. With 85 per cent of European GDP bases on domestic demand, internal demand is obviously very
important in determining total GDP growth. Over the total 2001–05 period, the contribution of domestic
demand to overall growth was limited to an annual average of 1.2 per cent in the euro area, down from a more
impressive 3.2 per cent a year over the previous 1997–2000 years!

Why did domestic demand collapse in 2001 and 2002? And why didn’t domestic demand recover suYciently
in following years? The key answer to this is to be found in the fact that the European macro-economic policy
regime is highly unbalanced. Aggregate demand policies in Europe move very quickly and harshly to fight
inflation. But when economic activity is in trouble both monetary and fiscal policy actors adopt a “wait-and-
see” attitude and take half-heartedly measures.

Such an approach risks moving and locking the economy into a “low growth/low confidence” trap. In a first
step, the economy is thrown of its growth course by external shocks (2001 slowdown in the world economy/
2002 stock exchange crash) and/or by macro-economic policy itself (hiking of interest rates in 2000 by the
ECB).
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In a second step, aggregate demand policy does not address the initial slowdown in economic activity in a
convincing way. This enables negative expectations to become entrenched. Both consumers and investors
loose confidence. But once confidence is lost, the economy finds itself in a trap of low growth, a trap in which
consumers and producers are holding each other ransom. Consumers are waiting for investors to undertake
new investment projects that oVer jobs and wage prospects. While investors from their part are waiting for
consumers to spend so that demand prospects are assured. In the absence of consumer spending, investors will
not invest. Equally, in the absence of investment spending, consumers will not consume. With both parties
waiting for each to act the economy remains stuck.

In sum, Europe is not growing enough, not because there are structural impediments to growth, but because
European consumers and investors are pessimistic about Europe’s growth prospects. Europe resembles
Voltaire’s “malade imaginaire” who is talking himself into the sick-bed. Negative expectations and low
confidence act like a self-fulfilling prophecy, preventing Europe from realising its full growth and production
potential.

Unfortunately, the market is unable to correct such misperceptions and convince investors that if they only
would invest consumer confidence would be restored and there would be suYcient buyers for their additional
production. Certainly, rising unemployment and rising slack will dampen wage growth, as has happened over
the past years. But while wage moderation may increase profit margins, it also depresses demand prospects.
This blocks the much hoped for investment response.

To unlock Europe’s growth potential and to get Europe out of its low confidence/low growth trap, we need a
“visible hand” to correct for the false perceptions of both consumers and producers. Macro-economic policies
are needed that inject new aggregate demand in the economy so that the economy gets moving again. And
once the economy starts moving, investors and consumers will realise they are wrong, that Europe can indeed
grow. With consumer/investor confidence restored, economic growth will accelerate further, providing the
possibility of withdrawing the initial aggregate demand impulse and bringing public deficits and interest back
in line with their normal trend value.

IV. The Failure of the Lisbon Strategy to Deliver : Structural “Misreform”

The sort of structural reforms that were implemented and the political messages that were accompanying these
reforms have contributed to the problem of weak domestic demand and low confidence. Many reforms that
were implemented over the course of the past years have been reforms leaving individuals unassisted and on
their own in coping with labour market risks. Measures such as the downgrading of unemployment benefits
and their duration, privatisation through health care and pension benefit reforms and allowing employers to
shift a more important part of the burden of adjustment to workers by reducing job protection legislation all
work to increase insecurity amongst workers.

One overall indicator testifying to this perverse eVect of structural misreform on economic activity concerns
the a-typical behaviour of household savings rates. In times of slowing economic activity and lower revenue
growth, households reduce their savings rates. However, this did not happen in the present business cycle:
Savings rates went up instead of going down, thereby deepening the problem of low domestic demand, low
growth and low confidence. In the same logic, it is striking to notice that in countries where this kind of reform
has been pursued even more vigorously, domestic demand did not simply slow down but collapsed altogether.
Germany is a clear case, but also Italy is suVering from weak consumer demand resulting from excessive
flexibility on its labour market.

In addition to undermining domestic demand and leading to unsatisfactory business cycle developments, there
are also important perverse eVects of structural misreform on the EU’s long term growth potential.
Dismantling workers’ protection on the labour market only serves to lock workers into dead-end jobs that are
characterised by precarious working conditions, low-productivity jobs and absence of access training and
career developments. If anything, this approach will damage the economy’s growth potential. Europe can not
possibly hope to win the competition with the world’s emerging low-wage economies by following a strategy
of excessive flexibility, poverty wages and bad working conditions. Reforms promoting such “job traps” move
us in the wrong direction and are detrimental to an agenda of competitiveness based on innovation and
knowledge.
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V. Does the New Lisbon Strategy Address the Real Problems?

The report prepared by the high-level group (the Wim Kok 2004 group) on the mid-term review did recognise
the problems with the Lisbon strategy as described above. Below, we reproduce some quotes from the Kok
report showing that the high-level group was indeed aware of the need of getting the structural reform agenda
right, along with the importance of positive macro-economic policy making:

— “The call for more reform is too frequently seen as no more than code for more flexibility which in
turn is seen as code for weakening worker rights and protections: this is wrong. The HLG
understands that flexibility is about agility, adaptability and employability for which the key is the
ability of workers constantly to acquire and renew skills, and for a combination of active labour
market policies, training and social support to make moving from jobs to job as easy as possible”.

— “The HLG is not calling for indiscriminate action; reform packages should balanced”.

— “The economic upturn in Europe has been weaker . . . in part because of the rate of growth of public
and private demand has been low. . . . so called automatic stabilizers have been inadequate to counter
the cyclical downturn”.

— “This (ie structural reform) cannot be done against a background of stagnating or slowly rising
demand; the wider macro-economic framework both the pursuit of monetary and fiscal policy, must
be as supportive to growth as possible”.

Nevertheless, the Commission’s review gives the impression of being “less of the same”. It is focused on
procedures and processes to deliver more reforms without raising the question of the contents of these reforms
and the background against which reforms are to take place. The new Lisbon Strategy focuses on:

— A more limited set of priorities: Growth and jobs.

— Action at the Community level to increase competitive pressures by completing and simplifying the
European internal market, along with policies to increase both the volume as the European character
of research and development investments.

— Promotion of policy action at the national level by way of having member states introduce national
reform plans and by appointing a “Mr/Mrs Lisbon”.

Unfortunately, little or no attention is given to the important issue of reform of the European macro-economic
policy regime. This may very well mean renewed failure of Europe to deliver the Lisbon goals. Indeed, already
a few months after the reliance of the Lisbon process, growth forecasts 2005–06 has been scaled down one
more time. By refusing to use flexible macro-economic policies, European policy makers are leaving the
European economy too vulnerable to external developments in the world economy (oil price shock, global
external imbalances and a coming US—economy slowdown) instead of making Europe its own demand and
growth engine.

The other policy mistake of structural “misreform” does not get much attention either: Although the
integrated guidelines can be read in such a way that they do not necessarily force member states into the “low
road” of dismantling Social Europe, neither make they clear that it is absolutely essential to get the structural
reform agenda right and that we need to invest in a better performing labour market instead of deregulating
workers’ rights and social protection. In fact, there is a certain danger that the focus on growth and jobs could
be used in a wrong way by arguing that social is whatever creates any kind of employment. A look at the
relationship between employment rates and risk of poverty clearly shows that there is no automatic link
between jobs and social cohesion. The graph below shows that the high employment rat performance of the
UK, the US, Ireland and, Portugal does not result in lower but in higher poverty. In other words, growth does
not automatically “trickle down” and social policies remain necessary.
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Employment and poverty rates,2001
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Additionally, the agenda of innovation has received serious blows from the political discussion on the
European financial perspectives. Whereas the initial proposal was to double the European Union’s budget for
research and development, this intention has now been scaled back substantially. Similarly, and whereas the
events in textiles illustrate the need for a pro-active approach, the proposal to do so and create a Structural
Fund for Restructuring at the European level has disappeared from policy discussion.

VI. How to Make the Lisbon Strategy Work: The ETUC’s Proposals

Europe has two important challenges to address. Europe is trapped in a self-fulfilling prophecy of low growth/
low confidence. At the same time it also has an innovation gap to address. The ETUC proposes to take up
both challenges at the same time by using an immediate but selective aggregate demand stimulus to get the
European economy back moving again while at the same time increasing Europe’s long run growth potential.

Getting out of the present growth trap by investing in the long run: Reforming Europe’s macro-economic policy regime

What needs to change in order to pursue active aggregate demand policies that will make Europe break with
the vicious circle of low confidence/low growth and put it on a path of high growth/high investment?

— Making the European Central Bank the guardian of price stability and growth. The European
Treaty has given the European Central Bank a double mandate: To pursue price stability and to
support economic growth while maintaining price stability. However, by claiming that price stability
is the best and only contribution the ECB is in a state of actual denial of this double mandate.
Moreover, in pin-pointing price stability as “inflation below but close to 2 per cent over the medium
term”, the ECB has in practice minimised the scope for expansionary monetary policy action and
has been missing out on opportunities to tackle substantial slack in the economy. Indeed, there is a
high probability that there will always be some temporary and one-oV price shocks pushing inflation
a little bit over the 2 per cent threshold and allowing the ECB to conclude that inflation is too “high”
to act on the growth front. To stop sacrificing growth on the altar of an extreme degree of price
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stability, the ECB either needs to increase the price stability target to a range of 2–3 per cent. Or
alternatively, the ECB needs to focus more on underlying inflation trends. In that way, existing slack
and opportunities for higher growth can be much better identified than by just looking at headline
inflation. For example, corrected for shocks with a non-recurrent impact on headline inflation (oil
price shock but also indirect taxes), inflation has now gone as low as 1.2 per cent . . . much below the
ECB’s target of 2 per cent and indicating that there is leeway to cut interest rates further. In short,
the new guiding principle for the ECB should become to maximise the support to economic growth
while maintaining a reasonable degree of price stability.

— Using Europe’s strength of acting together: Investing in the recovery. Monetary policy alone will not
be enough; fiscal policy makers will also need to act. Governments should introduce “national plans
for recovery” of about 1 per cent of GDP. These plans should focus on the Lisbon priorities and have
a direct impact on jobs and demand. They should certainly not engage in another round of tax cuts
that will only disappear into even higher profits and savings.

Not every member state should go for this on its own. If member states take joint action, they will
reinforce each other and the impact on European aggregate demand and growth will be double. And
if the Commission and the Council monitor and coordinate these national plans and bundle them
into a “European Coordination Initiative for Recovery”, the impact on confidence and growth may
be even greater.

Finance for this should come from three sources, with two of them not leading to increased deficits:

— The European Investment Bank should issue a “European Growth and Lisbon Bond”. In today’s
economy, excess savings abounds. And because Asian economies and Europe’s private sector are
piling up huge sums of savings, long term interest rates are at historical lows. Before this flood of
excess savings dries up and to avoid excess savings going further into the US real estate/consumption
bubbles, Europe should act. The European Investment Bank should issue a 50 year bond with the
aim of financing the European Initiative for Recovery. In this way, long-term finance to support
member states investing in the Lisbon agenda can be assured at historic low interest rates.

— “Austrian Keynesianism”: Governments should look carefully into the structure of public budgets
and receipts and shift from categories with a low impact on private demand to categories that have
a high impact on private expenditure. In that way, new aggregate demand can be injected into the
economy without changing the public deficit itself.

— The “Lisbonisation” of the Stability Pact. Europe does not have the luxury to wait another five years
or so for deficits to be eliminated before massive investments are done to correct for Europe’s
innovation gap. Europe needs to invest in innovation and knowledge and it needs to do this right
now. We need to use the room for action the recent revision of the Stability and Growth Pact is
oVering. Europe’s innovation gap needs to be looked upon as an “exceptional circumstance” and
additional public investments to remedy this gap need to be considered as a structural reform
warranting a temporary higher public deficit . . . In doing so, the twin gaps Europe is confronted
with can be addressed at the same time. Europe has an “innovation” gap; it invests too little in the
knowledge society and other Lisbon goals. Europe also has an “output gap”, with economic activity
running below potential. We should correct both gaps by using active aggregate demand policies
which get Europe out of its low growth trap while at the same time strengthening the European
structures for long term growth.

Rediscovering the European Social Model as a force for productivity and innovation

The ETUC is aware that macro-economic policies alone will not do the complete job. Europe will need to
reform further if in the future it wants to remain competitive in the face of emerging economies, certainly if
some of these emerging economies are doing everything they can to move up in the chain of value-added
production.

But the ETUC insists that not each and every structural reform measure is to be recommended. To keep
workers’ on board and to maintain overall confidence in the economy, reforms need to improve the
functioning of labour markets by investing in them instead of following the logic of dismantling workers’
rights.

The point that needs to be stressed here is that workers’ rights, together with high performance social
protection systems, remain essential in order to modernise the European Social Model and improve its
capacity to move the economy upwards on the ladder of the international distribution of labour. Indeed,
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avoiding unfair competition on the labour market by protecting workers from the likely abuse employers
would make of the “balance of power” they hold in an unconstrained labour market has important
consequences for innovation and the promotion of a knowledge economy:

— It steers the economy away from creating “second tier” jobs and in doing so prevents the creation
of an important social underclass from which it is extremely diYcult to escape from. One can refer
here to the experience with reforms in the UK that were implemented since the 80s. The weakening
of workers’ protection was followed by rising inequalities and increasing levels of precariousness,
with the number of children living in poverty quadrupling to four million, and with poor paid
workers having to take their children out of school and into another poor paid job to top up the
family income. This vividly illustrates that an unregulated labour market that forces workers to
accept any kind of job and even precarious jobs is the worst enemy of the “learning society” and
hence also a perverse tumbling stone for addressing the globalisation challenge.

— Not only workers get bogged down in “bad job traps”. Business strategies themselves are negatively
radically influenced when the ‘bottom’ of the labour market is opened up. Why would business keep
up with competition by investing in innovation if it can be “bailed-out” by workers accepting cuts
in wages and working conditions? Even those employers that would want to follow the “high road”
will find themselves trapped. “Cut-throat” competition may very well make it financially impossible
for them to make in the short-run investments that only deliver higher productivity and profitability
in the medium or longer run.

— Finally, many of the labour standards arrangements that are nowadays too often seen as part of the
“old” social model also have a role to play in implementing the “modern” social agenda of investing
in skills and promoting mobility, in other words the agenda of “upward flexibility”. For example,
employment protection and unemployment benefits are at present targeted by many policy makers
as institutions that block necessary change. However, the experience of Scandinavian countries
teaches us that these same institutions are in fact essential to reach “positive” change. Indeed,
advance notification procedures are vital in preparing workers that are hit in restructuring. If in
Denmark or Sweden a company announces collective dismissals, then the company is “flooded” in
the following months by the public employment oYce and by sector social partner funds assisting
those workers with re-training, job search, internships in other firms. Similarly, unemployment
benefits should not only be seen from the question of “making work pay”, they should also be seen
as “financing re-training and job search eVorts” for the unemployed. Unemployed without decent
benefits will often have no other choice but to take up a low paid dead-end job instead of updating
their skills and look for a job that matches their skills level. The point is that policy makers should
refrain from “picking and choosing” on the basis of their own and often too liberal priors. The
Scandinavian model is characterised by high investments in skills and active labour market policies,
but it is no coincidence that it is also characterised by high levels of labour standards and benefit
levels. The two agendas of labour standards and investing in skills and change complement each
other and the one (skills) should not be presented as a substitute for the other (workers’ rights).

This European Commission is very much attached to the internal market program. It hopes that more intense
competitive pressure will force business to engage more in innovation. But the lesson to be learned from
centuries of capitalism is that markets often need a visible hand to guide them. If Europe does not set social
limits to competition, then the market outcome will be exploitation of workers and not the innovation we so
desperately need to address globalisation. European social standards, together with massive investment in
skills and active but positive labour market policies, are more than ever necessary.

10 October 2005
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Memorandum by the Trades Union Congress (TUC)

Introduction

1. This summer the Economic and Financial AVairs and International Trade Sub-Committee announced an
inquiry into the Lisbon Agenda, as re-launched in Spring 2005. The call for evidence indicated a particular
concern with the focus on jobs and growth, the mechanisms for achieving this and the evaluation of diVerent
European social models. In this submission it is argued that:

— Overall, the benefits of international trade outweigh the costs, the key task is to promote growth and
ensure that those who benefit support those who lose out.

— The UK has a variant of the European social model, not an alternative to it.

— Our economic strength lies in our macro-economic policy, not our labour market.

— There are important lessons this country can learn from other Member States.

— We need an industrial policy to deliver high quality employment.

— Progress on the Kyoto targets is an industrial opportunity as well as an environmental necessity.
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Flexi-security: Sharing the Costs and Opportunities of Globalisation

2. Globalisation can be a force for good. Increased trade, investment, and technological innovation have the
potential to generate wealth and improve living standards. As the TUC has emphasised in our report
Globalisation: Myths and Realities,17 globalisation is not responsible for de-industrialisation, job insecurity
or wage inequality. On the contrary, intensified international trade is associated with increases in welfare, and
the most recent OECD Employment Outlook quotes studies showing that:18

— A rise of one percentage point in the ratio of trade to GDP is associated with an increase in per capita
income of between a half and two per cent;

— An increase in trade openness of ten percentage points results in an increase in output per working
age person of four per cent;

— Countries more open to trade grow faster than those less open and have higher income levels at any
point in time.

3. The diYculty for public policy is that the gains and losses are not spread evenly. The UK as a whole may
be better oV as a result of intensified competition, flows of investment and the specialisation of nations in those
areas where they have a comparative advantage. But that is not likely to comfort individual workers who have
lost good jobs to oVshore outsourcing, and now face a choice between much worse jobs and no jobs at all.
Many displaced workers remain jobless for a year or more and that those who get jobs on average earn a little
less than in their previous jobs—a lot less for older workers and those who had been in their old jobs a long
time or who have to move to another industry.19

4. The unequal division of the spoils of globalisation is not irremediable, and, as the OECD has noted, it ought
to be possible for those who have gained from freer trade fully to compensate those who lose and still be better
oV overall than they would have been otherwise. Fair compensation for those who lose out from oVshore
outsourcing and plant closures would include intensive intervention before redundancies take place,
investment in restructuring support for firms that have to move up the value chain, high quality training
programmes and adequate financial compensation. The TUC believes that a “flexi-security” system,
combining employment flexibility with generous social protection represents a fair balance of rights and
responsibilities, which could provide a framework for this approach.20

5. This country has not yet found a fair social model that will prepare us to face globalisation with confidence,
but this is a vital task for a revived European social model. This should not be a diYcult agenda for the UK
to sign up to. This country is far closer to the European mainstream than our newspapers sometimes suggest;
like other Europeans, the British believe that economic and social progress are mutually supportive, not
antagonistic.

6. Commissioner Spidla has noted that the UK has introduced a minimum wage and extended maternity
leave,21 and he could have added that while this country was partially re-regulating its labour market,
Germany went through four rounds of Hartz reforms. A comparison of social protection spending for the EU
(before the admission of the new member states) shows that the UK’s level of spending is, in fact very close
to the average:

17 TUC, 2002.
18 “Trade-adjustment Costs in OECD Labour Markets: A Mountain or a Molehill?”, Employment Outlook, OECD, 2005, p 27.
19 “Trade-adjustment Costs in OECD Labour Markets: A Mountain or a Molehill?”, Employment Outlook, OECD, 2005, pp 36–7.
20 Andrew Clark and Fabien Postel-Vinay, using data from the European Community Housheold Panel have found that perceived job

security in non-public sector jobs is highest in countries with more generous unemployment benefits. (Job Security and Job Protection,
Centre for Economic Performance, Paper 678, Feb 2005.) For more detail on the TUC’s support for the flexicurity model, see Building
a Modern Labour Market, TUC, October 2004. This can be made available if the Committee would find it helpful.

21 “Don’t abandon EU ‘social’ model, reform it”, Vladimir Spidla, Financial Times, 6 October 2005.



3212538019 Page Type [O] 09-03-06 13:13:44 Pag Table: LOENEW PPSysB Unit: PAG7

127a european strategy for jobs and growth: evidence

17 January 2006

TOTAL EXPENDITURE ON SOCIAL PROTECTION, 200222

Country Spending (per cent of GDP)

Ireland 16.0
Spain 20.2
Luxembourg 22.7
Portugal 25.4
Italy 26.1
Finland 26.4
Greece 26.6
United Kingdom 27.6
Belgium 27.8
EU (15 countries) 28.0
Netherlands 28.5
Austria 29.1
Denmark 30.0
Germany 30.5
France 30.6
Sweden 32.5

7. It is more accurate to say that the UK has a variant of the European economic and social model, not an
alternative to it. As the Chancellor said in his speech to the European Parliament’s Committee on Economic
& Monetary AVairs on 12 July:

“because creative skills and human inventiveness and thus investing in people is the key to economic
success, long term economic prosperity cannot be achieved without social justice and thus a modern
social model, that protects people from poverty; promotes opportunity for all to achieve their
potential; and meets our objectives of a full employment Europe and the target of 70 per cent
employment rate we set for ourselves at Lisbon.”

Macro-economic Reform

8. Much discussion of Europe’s current disappointing employment performance focuses only on the Lisbon
process’s economic and employment guidelines. This is understandable, 2005 is the halfway stage in the
Lisbon process, and the Commission itself has emphasised the need to renovate Lisbon. But it is worth
emphasising that there are two major elements of European economic policy: the Lisbon Agenda and the
Stability and Growth Pact. The European Strategy for Jobs and Growth uses the open method of co-
ordination; it is the Pact that has teeth.

9. Unions would tend to agree with last year’s Treasury paper on the Pact: “In practice, the Stability and
Growth Pact does not appear to have supported counter-cyclical policy in recent years . . . on average fiscal
policies in the euro-area have not been strongly counter cyclical.”23

10. We believe that it is here that the UK may well be able to oVer some lessons for the rest of Europe,
especially the Eurozone. The UK and the Eurozone have similar objectives—a stable environment in which
businesses can plan for growth. Both use rule-based policies, including inflation targets and rules on deficits
and debt. But unions have argued for some time that the Eurozone’s framework has had significant
weaknesses when compared with the UK’s (see, for instance, our 2003 submission to Sub-Committee A, on
the Revision of the Stability and Growth Pact).24 The UK framework can be criticised for not giving enough
weight to employment, vis-à-vis inflation, but it still goes further than the Eurozone. More importantly, the
UK framework has greater flexibility, with the “golden rule” being applied over the economic cycle, and a
symmetrical inflation target. The ECB’s inflation target only points in one direction, and thus has an in-built
22 Downloaded from http://epp.eurostat.cec.eu.int on 10/10/2005 17:46. Figures for Belgium and EU 15 are estimates. All others, except

Greece, Austria and Demark are provisional. Current prices. Expenditure on social protection contain: social benefits, which consist
of transfers, in cash or in kind, to households and individuals to relieve them of the burden of a defined set of risks or needs;
administration costs, which represent the costs charged to the scheme for its management and administration; other expenditure, which
consists of miscellaneous expenditure by social protection schemes (payment of property income and other).

23 The Stability and Growth Pact: A Discussion Paper, HMT, 2004, para 3.29.
24 Revision of the Stability and Growth Pact: memorandum to the European Union Committee of the House of Lords, TUC, January 2003.
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proneness towards deflation. It does not do to over-state the UK advantage—the ECB has, in practice, set
lower interest rates than the Bank of England, though this continues a pattern that goes back to before the
Bank’s independence or the introduction of the Euro.

The UK can still Learn Lessons from other European Countries

11. The UK has already hit its Lisbon employment targets (a 70 per cent overall employment rate, 60 per cent
for women and 50 per cent for workers aged 55 and over).25 This is a great deal better than the performance
of some other European countries, but there are important areas where the UK lags behind.

12. The most obvious comparison to be made concerns productivity. When we look at GDP per hour worked
(the best measure of eYciency), France and Germany both outperform the UK, and so do Ireland, the
Netherlands and Denmark:26

LABOUR PRODUCTIVITY PER HOUR WORKED

Country As proportion of the EU25 average

Ireland 115.3%
France 115.1%
Netherlands 111.4%
Germany 103.0%
Denmark 98.0%
United Kingdom 95.3%
Italy 88.4%

13. Innovation is a key element of performance; the Kok report called on the EU to make R&D a top
priority.27 A recent report28 noted that the UK has a rate of total spending on research and development as
a share of GDP well below the average for the European Union (not including the new Member States) and
that it is falling further behind, with an average annual growth rate between 1997 and 2001 of 2.8 per cent,
compared with the EU average of 4.5 per cent.

14. Measured on a per million of population basis, the UK has fewer patent applications at the European
and US patent oYces than Germany, the USA or the EU average. These findings reflect those of an OECD
study, published this year, which found “a long-term relative decline in [the UK’s] relative innovation
performance.” Britain’s successful science base is reflected in success in sectors based on life sciences and
chemistry, but “much less so” in sectors based on physics or “design-driven/engineering-based
technologies.”29

15. These weaknesses are reflected in trade. A good illustration of this can be found in comparative data for
trade with China;30 here the massive expansion of trade over the past decade in the past decade gives us an
opportunity to see how well Britain does at exploiting a significant new export opportunity. Britain is certainly
involved in trade with China, 17.4 per cent of imports to the EU15 from that country in 2004 came to this
country: only Germany accounted for a higher proportion (24.2 per cent). The export figures are,
unfortunately less impressive:
25 UK Government’s European Social Fund web pages, page on “The Lisbon Challenge”, accessed at http://www.esf.gov.uk/newsletters/

issue 17/04 lisbon.asp on 06/10/2005 01:52.
26 GDP per capita in Purchasing Power Standards. Accessed at http://epp.eurostat.cec.eu.int/portal/page? pageid%0,1136173,0

45570701& dad%portal& schema%PORTAL on 06/10/2005 02:40. All figures are forecasts.
27 Facing the Challenge, report from the high-level group chaired by Wim Kok, European Commission, 2004, pp 21–3.
28 Innovation and Competitiveness: Comparing the UK, Germany and the US, Ronald Janssen and Andrew Watt, European Trade Union

Institute, 2005.
29 Innovation Policy and Performance: a cross-country comparison, OECD, 2005, p 15. The TUC is also concerned about the damaging

impact on productivity and skills of occupational segregation, most pronounced in the UK labour market but common elsewhere in
the EU. A new EOC study suggests that more than half (53 per cent) of women in part-time employment are “working below their
potential”. They had previously worked in jobs requiring higher skills, qualifications and responsibility. Women balancing work and
caring responsibilities find that far too much PTW in the UK is only available in the low paid/unskilled sector. (Working below potential:
women and part-time work, Linda Grant, Sue Yeandle and Lisa Buckner, SheYeld Hallam University, 2005.)

30 Calculated from data downloaded from http://epp.eurostat.cec.eu.int/ on 04/10/2005 15:31. A paper presenting tables showing the UK
share of imports from and exports to China for each year can be made available if the Committee would find it helpful.
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EXPORTS TO CHINA, 2004

Country Share of EU15 exports to China

Germany 44.7%
France 11.4%
UK 7.4%
Italy 9.5%

16. If developing markets like China are the future of world trade,31 then this country is in a weak position.
Our characteristic “low road” business strategy (low investment, low training, low involvement, low pay) is
particularly unfitted for this world. Low labour costs do not make British goods particularly attractive.
Germany’s “high road” strategy is plainly an advantage for exporters.32

Industrial Policy

17. The UK has lessons to learn from other European countries, and these are particularly important when
we come to this country’s failures in industrial policy. There are a number of reasons why manufacturing is
important:

— First, manufactured goods are more likely to be internationally tradable.

— Second, most of our research and development takes place in manufacturing.

— Third, manufacturing has shown itself to be a sound basis for prosperity. Germany and Japan built
their prosperity on manufacturing, and China is set to follow them.

— Fourth, the UK has a long manufacturing tradition—it is what we are good at.

18. The TUC believes that the Government should take action where a strategic company finds it necessary to
restructure or where it has short-term diYculties but long term potential. In France and most other European
countries this would not be controversial. Every six months, the European Commission publishes a State Aid
Scoreboard, looking at the support given by diVerent countries across the EU. Historically, when state aid is
measured as a proportion of value-added, the UK has come last of the old 15 European member states. In the
latest scoreboard, it came 12th out of 15. This is a welcome improvement—though we want the Government
eventually to match the European average.

The Low Carbon Economy

19. 2010 is a target date for Kyoto, as well as Lisbon. By then greenhouse gas emissions should by then be
down by eight per cent in the EU as a whole, but the TUC is concerned that the EU Kyoto commitments have
not been mainstreamed in the re-launched Lisbon strategy. This is short-sighted:

— Delay will concentrate the costs of transition to a low carbon economy. The DTI estimates these
costs, spread over the next 50 years, at 0.5 to 2 per cent of GDP, or less than one year’s growth.33

Shifting over a very short period, on the other hand, would be much more costly.

— A successful shift to a low carbon economy would oVer significant industrial and employment gains,
as well as costs. The UK’s environmental technology industry is a dynamic and growing sector, with
£25 billion turnover and 400,000 employees.34

31 In 1980 China and India each accounted for 3 per cent of world output; by 2003 this had risen to 13 per cent and 6 per cent respectively;
by 2015 these figures are expected to rise to 19 per cent and 8 per cent. (Long-term Global Economic Challenges and Opportunities for
Europe, HMT, 2005, chart 3.1).

32 A number of TUC reports have presented this “high road/low road” analysis in more detail than is possible here: High Performance
Workplaces, 2003; Shifting to the High Road, 2003; The Low Road, 2002. All can be made available if the Committee would find it
helpful.

33 Options for a low carbon future, DTI occasional papers 1, September 2005.
34 The DTI forecasts that successful development of a UK wind and tidal/wave power industry could create 30,000 new jobs in the UK

in the next decade. DTI forecasts that successful development of a UK wind and tidal/wave power industry could create 30,000 new
jobs in the UK in the next decade. (Greening the Workplace, TUC, 2005.) Similarly, with appropriate support, from R&D through to
demonstration projects, emerging sectors such as bio fuels and cleaner coal-fired power stations oVer major opportunities for
employment growth and export.
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20. It is rational to integrate sustainable environmental policies into the jobs and growth strategy now. It
would be best to accelerate work on this change because it will not be easy: a low carbon economy is
characterised by a judicious mix of energy eYciency measures adopted by businesses and households
deploying an array of new technologies, together with a new energy economy. This will involve a shift towards
high skills and R&D based innovation—the “high road”—which cannot be achieved overnight.

Conclusion

21. Splendid isolation is not a viable attitude for Europe to take towards the rest of the world—or for Britain
to take towards Europe. This country has, in many ways, been successful in recent years, but there are
important respects in which we lag other European countries—innovation, exports and industrial policy. To
that list could be added social cohesion, but this need not be so: the concerns of British people about
inequality, poverty and social exclusion mirror those of other European citizens. If the twenty-first century
is to be characterised by greater freedom to trade we must develop a social model that compensates the victims
of globalisation, and provides a modern reading of the traditional European appetite for a combination of
economic eYciency and the welfare state.

11 October 2005

Examination of Witnesses

Witnesses: Mr Richard Exell and Mr Ronald Janssen, examined.

Q199 Chairman: Welcome. Do you want to the European debate rather than some isolated
alternative to it.introduce yourselves?

Mr Exell: My name is Richard Exell. I am a Senior
Policy OYcer at the Trades Union Congress here in

Q201 Chairman: Thank you very much. As ILondon.
understand it one of your arguments is that you doMr Janssen: I am Ronald Janssen. I am working as an
not put the emphasis on structural reform that otherseconomic adviser at the European Trade Union
do. You would argue, in fact, that the importantConfederation in Brussels, the ETUC being a big
thing is to reduce interest rates. Is that a fair point? Isorganisation made up of national trade unions in
that just a TUC point or is it ETUC’s point as well?Europe.
Mr Exell: I think perhaps there is a diVerence of
emphasis between the ETUC and the TUC here. We
would raise it much as you have just done, my LordQ200 Chairman: Is there anything that you would
Chairman. I think perhaps ETUC would talk morelike to say to us before we start the questions?
about both being important. Is that right, Ronald?Mr Exell: I did prepare a brief statement in case you
Mr Janssen: Yes. I do not think that we should see theasked that question. Our starter position is that
issue as a choice between either macro-economicglobalisation can be a force for good and that
policies or structural reform policies. The ETUCincreased trade and investment has the potential to
point of view is that we need both. We would also sayincrease wealth and improve living standards. One of
that at this moment in time the balance between

thekeyquestions foranysocial andeconomicmodel is
structural reform policies and macro-economic

what to do about the fact that the gains and losses are
policies has overshot in the wrong direction. In the

not spread evenly and how those who gain from the Seventies we had macro-economic demand policies
process can compensate those who lose out. In without structural reforms ending up in stagnation.
particular, the emphasis that the European social Now we are having lots of structural reform policies,
model has always put on combining economic success in particular of labour markets, without much
with social justice strikes us as being more relevant supporting macro-economic policies and we end up
during the period of globalisation, rather than less. with low inflation but stagnation of economic
We would also emphasise the fact that Britain does activity. What we are saying is that both sets of
have a strong economic record, particularly on job policies are important but that at this moment in time
creation,but there area lotof lessons thatwecan learn we need to correct this imbalance by giving somewhat
from other European countries, particularly in areas more importance to macro-economic demand
like innovation, productivity and, of course, social stimulus measures.
issues such as inequality. Britain is a variant of the
European socialmodel rather thananalternative to it.
Wehave roundaboutaverage levelsof social spending Q202 Lord Cobbold: In your written evidence you

say that “To unlock Europe’s growth potential andfor Western EU members and we should look to the
future within the context of seeing ourselves as part of to get Europe out of its low confidence/low growth
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the monetary aims of the ECB, and your colleaguetrap, we need a ‘visible hand’ . . . ” Do you think that
the ECB could be that ‘visible hand’? from the TUC explains why he believes the monetary

aims of the Bank of England are better and would beMr Janssen: In principle it could be that visible hand
if it were to convey a convincing message to the more appropriate, but in practice the ECB has been

pretty relaxed. You argue for a fiscal stimulus, andEuropean public by saying “We are here to guard
price stability, but once price stability is guarded we against the discipline of the Stability and Growth

Pact, but in practice there has been a degree ofare also here to stimulate economic growth,” which is
the exact wording of the European Treaty. So in stimulus compared to what the Pact, if applied,

would have produced. So I am puzzled.principle they could play that role but in practice I
regret to say that they are not playing that role. They Mr Janssen: On the first part of your question, on
are only focusing on their primary mandate and not historically low long-term interest rates, you have to
on the rest of their mandate. see that in the context of growth. Historically long-

term interest rates are indeed low but it is also true
that growth is low and that we are in an historic longQ203 Lord Cobbold: Have you made this point to
phase or a downturn from which the euro areathem directly and had discussions with them on this
economy is not recovering. If you look at long-termsubject?
interest rates in that low growth context, it is notMr Janssen: Yes, we have made this point and the
necessarily so that they are indeed low enough. Also,reply has been that defending price stability is the best
on low long-term interest rates, it depends on whatguarantee for economic growth; that is the ECB’s
they reflect. Do they reflect loose monetary policy oroYcial answer. We do not agree with that because it
do they reflect the loss of confidence in the economyall depends on how you defend price stability. You
through which households are saving excessively andcan defend price stability by keeping the rates of
firms are not investing anymore? You need to look atactivity below potential rates and then you have low
this historically low level of long-term interest rates ininflation but also slack and spare capacity in your
a very nuanced and balanced way. The same is trueeconomy or you can guard price stability by getting
regarding fiscal policy because we have seen deficitsthe rate of economic activity to its potential growth
in the euro area increasing from 2000/01 to 2004/05,rate. In doing that you stimulate investment and if
but if you look at the measures of the structuralyou stimulate investment that also increases potential
deficits, which excludes the impact of the downturngrowth. In this second scenario you are guarding
on Government spending and Government revenues,price stability through a potential growth strategy
there you see that the structural deficit has remainedthat works through the investment channel. It is more
stable and even in the last couple of years it has beendiYcult to explain than just saying price stability is
falling. So restrictive fiscal policy making has beenthe best guarantee for growth. We think that price
done in the last couple of years. If you look at fiscalstability is necessary but not a suYcient condition
policy from this side you see that there has been somefor growth.
structural fiscal consolidation. Our point is that there
has not been a structural fiscal stimulus to get this

Q204 Lord Kerr of Kinlochard: We have taken visible hand and to draw the European economy out
evidence from Lord George, the former Governor of of its slump and its loss of confidence. Finally, where
the Bank of England, who took the view on this issue should we go with monetary policy and fiscal policy?
that in real terms European interest rates, I would say that at this moment in time it is crucially
particularly at the longer end, are at an historic low. important that the small recovery we are now
It was possible that the rates had been a little below experiencing is not being broken by a hike in interest
the level that might have been optimal for the Dutch rates by the European Central Bank. We feel that
or the Irish and a little above the level that might have exactly this might be happening at the moment. Last
been optimal for the French and the Germans, but December we had the first rise in interest rates. It
overall he thought the ECB had done rather a good seems that a number of monetary policymakers of the
job. I do not quite understand where you would want ECB have their mind set on continuing that kind of
interest rates to go if you were telling the ECB that rate increases. At this moment in time it would be a
they must relax monetary policy across Europe, big step forward if we can only maintain interest rates
because rates are quite low. On fiscal policy, your at the same level as they are now instead of hiking
paper seems to me to argue on theory rather than on them on a very short-term basis.
practice, because in practice the governments have
driven a coach and horses through the Stability and

Q205 Chairman: Is there anything you want to add?Growth Pact and have not applied the deficit
Mr Exell: It is important in a world of rules-basedreduction measures, the application of which you
economic policy making not to have rules thatcriticise. I cannot really quite see where, on either
discourage structural investment. If you look at themonetary policy or fiscal policy, one would want a

change in practice. You argue for an adjustment of OECD country survey of the UK last year, they
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obvious response or as one of the possible responses.pointed out there that Britain had suVered from years
and years of under-investment in infrastructure and I think the longest single chapter was on
that the Golden Rule has enabled the Government to infrastructure and especially transport, the OECD
reverse that problem. It seems to me that there we were, a bit like the CBI, particularly concerned about
have got a key diVerence between the rules the ECB the barriers to competitiveness and company
is operating under and the rules that the Bank of performance imposed by poor transport links. The
England is operating under. We would say that if evidence that compared with the rest of Europe we
there is an economic lesson that the rest of Europe have a poor transport infrastructure is pretty well
can learn from Britain it is the rules that the Bank is overwhelming. Secondly, there is obviously the
operating under. problem with training and education. The OECD
Chairman: I am sure the Chancellor would be very estimated that we can reasonably attribute 10
pleased to hear you say this. percentage points of the productivity gap between

Britain and Germany to diVerences in human capital
and five percentage points of the gap between Britain

Q206 Lord Jordan: I was never very happy in the and the United States and Canada. NISA has been
rarefied area of fiscal and monetary policy. I am a coming out with these estimates for donkey’s years
more practical person. Experience has tempered my now, it is almost a cliché. Digby Jones goes around
enthusiasm for sharing wealth with recognition of the telling all his members that they have got to spend
need to create it, coming from manufacturing as I do.

more on training. Do they listen to him? No, they doI am also aware through recent experiences of the
not. I would also suggest that although the OECDincreasing competition globalisation is bringing. As a
itself in its report said that what we needed was toCommittee we are concerned with the widening
increase individuals’ investment in their own humanproductivity gap between the EU and the US even
capital, past experience suggests we are not going tosince the onset of the Lisbon Agenda which was
get an awful lot of movement that way either, so thatdesigned to reverse that situation. I would like to hear
leaves the state as the obvious provider. The thirdmore about how investment in the public sector,
concern that the OECD raised was innovation. Thewhich for the most part creates more jobs and higher
OECD was very balanced about how to addresswages, which is laudable in itself, transforms the
innovation, but it does seem to me that the obviouscompetitiveness of Britain. How does it make either
points that are needed are, first of all, subsidies likeBritain’s products cheaper, and how would that same
the R&D tax credit and we also need to invest in thepublic investment make the other major players in
science base. We are doing reasonably well atthe EU’s products more competitive?
investing in university science in this country, but allMr Exell: First of all, I would like to say that the
the evidence we have got about what globalisationemphasis on making Britain’s products cheaper is not
means suggests that we need even more. We need thethe way that we would seek to promote UK
institutions that help us to translate ideas from thecompetitiveness. Competing on price is the
laboratory bench to the worker bench, which again isparadigmatic UK business model, but there are
not a new point but is a long lasting example ofreasons to believe that that is particularly badly
British weakness and again that requires publicplaced as a route to success in an area of globalisation
sector investment especially at regional level. Itbecause if we want to compete on cutting down input
means more than just clusters. Every RDA is going tocosts and therefore being able to compete on price
have a science base cluster and not every region canthen the emerging economies in China and India have
do that, but they can promote the development ofan unbeatable advantage. The traditional emphasis
links between science faculties within theirthat we have often had especially in manufacturing in
universities and local industries and build up thethis country on competing on the basis of cost is
supply chains around them which are important.unlikely to succeed in the future. We strongly
They need to be able to invest money into institutionssupported the central theme of the Porter Report for
that bring those organisations together. The fourththe DTI a couple of years ago which is that Britain
area that the OECD identified as a challenge for theneeds to move up the value chain and to compete in
UK but it is a particularly relevant one afterterms of added value more than in terms of cost and
yesterday’s news is the number of people onthat is where we need public investment to succeed.
Incapacity Benefit. The OECD said, amongst otherAgain I would refer to the OECD country study of
things, that we needed to invest more in NHS servicesthe UK last year which pointed out that despite
for people with psychiatric problems and that weseveral years of significant increases in investment we
needed a national rollout of the Pathways to Workstill have below the average for Western EU members
programme, which we would strongly support.in terms of proportion of GDP spent on the public
Despite increased investment in this country, the UKsector. That report highlighted a number of areas as
is still a low spender on active labour marketpresenting key challenges for the UK, all of which

involved either greater public spending as the programmes by European standards. Especially now
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overwhelmingly Germany and, to a lesser extent,that we have got lower unemployment and if we are
going to achieve the 80 per cent employment France because they are emphasising the higher end
aspiration, we are going to need to get more of the range.
economically inactive people into jobs. That suggests
investment in rather expensive public sector active
labour market programmes.

Q208 Lord Steinberg: I have listened to what you
have said and I have found a number of things
slightly contradictory. For example, you are talkingQ207 Lord Jones: Mr Exell’s noble cry of economic

success and social justice I first heard proclaimed by about improving productivity, you are talking about
Lord Kinnock in Blackpool in 1986. Perhaps I should trying to have lower costs, you are talking about high
have said declaimed! Your statement says, “We need value goods compared to low value goods and you
an industrial policy to deliver high quality are talking about creating more employment. Those
employment”. Some of your remarks have already things do not all sit comfortably side by side. I think
raised that. Is there a future in Britain within the the economy that we have here in Britain is very much
agenda for manufacturing, is it your priority or do moving from the manufacturing side to the service
you feel now that it should be let go? industry. Whilst I believe there is still a case for high
Mr Exell: It should not be a surprise when someone quality goods, I am going to give you an example and
from the TUC says that we do not think we should I am not connected with this company in any way at
give up on manufacturing. What there may not be a all. Royal Doulton, who made the finest China that
future for is the cheap end of manufacturing in this it was possible to provide, has virtually gone bust and
country and that is why some industries have been it has gone bust because it continued with its high
particularly hard hit, ceramics for instance, which is quality, high class products and was impinged and
a crying shame. In many ways ceramics is a very well prevented from substantially reducing its labour
run industry but because it has had to compete on the force in order to enable it to make a profit. I find
basis of low labour costs every British ceramics those things, as you would understand from a
company that has survived has found that what it has capitalist, very strange indeed because all the points
needed to do to survive is to out-source an awful lot you have mentioned do not sit together. You cannot
of its labour intensive work to other countries and ride two horses at the one time; you have got to
very often the British element of manufacturing is decide where you go. Whilst I think that interest rates
putting the “Made in England” stamp on the bottom are an important factor if we want to keep a serious
of the product. What we can continue to thrive in is manufacturing presence, which we all do, make no
by emphasising high value added, high quality mistake about that, more important is that we have
products and products that have got a service got to be able to deal with it in a way that does not
element to them and to the back-up. For instance, if contradict some of the things you have said.
you are talking about information technology Mr Exell: Past experience suggests that the
products, it is very often the after-sales service that is proportion of the workforce working in
a really important part of the USP for any company.

manufacturing may well continue to decline. ThatThat requires highly educated people working in the
does not mean that there will not be a significantafter-sales service and it also needs intelligently
manufacturing presence in this country. You do havedesigned strategies to back up the products. We point
to take into account the fact that part of the declineto Scandinavia as a good example of how to continue
in manufacturing employment is statistical.to have a strong presence in manufacturing whilst
Activities which when they were done in-house weretaking the high road approach of combining social
counted as being part of manufacturing employmentjustice and economic eYciency that we have been
when they are contracted out then get counted astalking about. There is the obvious point about
being business services employment, which accountsScandinavian dominance in mobile phone
for some of the decline in manufacturing, but there istechnology. Volvo and Saab are important car
real job loss as well. What is happening and the waymanufacturers in Sweden even though we do not
in which we need to respond to it is certainly morehave much volume production left in this country. In
complicated than the description I was giving. I mayour written submission we made a point about
have taken too long, but I would have needed to takeexports to China which I think illustrates the sorts of
even longer to go into all the complexities of it. I thinkcompetitive strategy that we are going to need in a
that one of the key points we have got, especially inglobalised world economy because we should be
dealing with Indian and Chinese competition, is it isregarding India and China as massive opportunities
not just the £5 steam irons that we see at Tescos thatfor our manufacturers, but they are not particularly
are aVected by the low cost inputs that Chinese andinterested in buying the sort of low price goods that
Indian firms are able to achieve, any product whichthey can easily make for themselves. The countries

that have succeeded in selling to China are has a high unskilled labour content is—
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better economically then we can have money to fundQ209 Lord Steinberg: Pardon me. You would not
consider the labour content in Royal Doulton a social Europe, but it is also true the other way

round, that if we have social cohesion this willunskilled, would you?
contribute to a learning society and in that sense toMr Exell: No, that is true. I will revert back to what
high productivity and better competitiveness. As toI said originally, ie a high labour content is going to
whether this can work, in the mid-term review of thebe at risk. That is why I say that the significance of
Lisbon Agenda in early 2005 we produced a studyinnovation as an issue is important to our future
comparing the diVerent Member States in Europesurvival. If you look at companies that are surviving
and we saw that there was a cluster of countries whichin world markets, they tend to have a good record not
had economic success and social success and not alljust on product innovation but also on process. The
of this entire cluster of countries was focusing onability to make diVerent things and make them in
these synergy policies. I am talking aboutdiVerent ways is going to be important to being able
Scandinavian countries, Austria and theto survive in a global economy. Even when—and
Netherlands, these were the prime movers. All ofDoulton may be the example here—you do all of that
these countries were doing the same kind of policies,there are no guarantees. I have not been to China
they were investing in active labour market policies,myself, but one of the things I know from the people
they were investing in lifelong learning, they werewho have been there is it is wrong to imagine it is just
investing in childcare and family care to reconcileabout a huge reserve of low cost labour. Chinese
working and family life, they were investing in themanagement is actually of a very high standard and
environment and they were also implementingimproving all the time. A million graduates a year are
participation in the workplace. You could clearly seecoming out of Chinese universities. Even if you box
that this set of Lisbon synergy policies was beingclever, the Chinese are going to be boxing clever as
implemented in these countries and that thesewell and the Indians are going to be boxing clever.
countries also had economic and social success. TheYou cannot assume success on any strategy in the
intention of the European Lisbon Agenda is to takefuture, which is tough, but sometimes you just have
these good case examples and to spread these goodto face up to that.
case examples throughout the rest of Europe. WeLord Steinberg: Of course you cannot guarantee
remain convinced that it can work but, of course,success in anything. The example that I quoted to you
there needs to be the political will and the politicalis quite a good case history of a company with a very,
leadership to back this up. We are very concernedvery good product and a very highly trained labour
because if we study the present Europeanforce. What it did not realise is that people do not
Commission which there is at this moment in time,entertain at home now the way they did and they were
we notice that from the highest level of the Europeanstill churning out expensive dinner services and the
Commission, from Mr Barroso himself, the tendencylike and that was a fundamental error which they
is to say the European Commission should just sitwere unable to correct because they had pressure on
back and let Member States compete against eachthem to keep their labour force in as high numbers as
other instead of giving this guidance and this set ofpossible, but thank you for your answer.
good case synergy policies. We feel that the new
Lisbon Agenda, as is being developed right now, in

Q210 Chairman: Can I bring us back to the Lisbon practice is kind of going the wrong way.
Agenda because we have ranged quite widely, I Mr Exell: Although the Kok Report is being spun as
suppose a bit like the original Lisbon Agenda. Do having supported this new Barroso agenda for
you think that there is anything in this Lisbon Lisbon, the text of the Kok Report actually supports
Agenda? Is it just a pious wish-list? Is it something all three of the pillars.
that can improve growth and jobs or are we spending
a lot of time talking without achieving anything?

Q211 Chairman: It does, but it also suggestsWhat is your view from a trade union point of view?
concentration and it says that we spread ourMr Janssen: Our view is that it depends on what you
attention too wide.define as the Lisbon Agenda. From the trade union
Mr Exell: Yes. It says that within each of the pillars.point of view, we define the Lisbon Agenda as the
It explicitly says that the focus on good employmentagenda that was decided at the Lisbon Summit in
should be maintained.2000. If you take that agenda, the basic philosophy of

the European Council in 2000 was to say we have
three pillars, the economic one, the social one and Q212 Lord Maclennan of Rogart: I wonder if

Mr Janssen could perhaps help me by focusing uponthen the environmental one and what we need to do
is to focus on policies that produce synergies, policies what were almost the finer bullets points in the paper

that he wrote in October about how expenditurethat produce improved competitiveness, but at the
same time also improve social cohesion and vice might be shifted from categories with a low impact

for private demand to categories that have a highversa. The Lisbon Summit in 2000 said if we perform
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concern of European citizens. I would invite you toimpact for private expenditure. I find what you
describe as “Austrian Keynesianism” and “The take a look at the eurobarometer surveys in which
‘Lisbonisation’ of the Stability Pact” not wholly clear you clearly see what the priorities are of European
because what it seems to be saying is that you want citizens. About 60 per cent of European citizens are
to increase aggregate demand, which may or may not concerned about jobs and about five or 10 per cent
have an impact on the knowledge economy, but at are concerned about inflation. I would not say that
the same time you are also saying you want to focus the confidence of the European public in the
expenditure on a section of the economy. I am not European Central Bank and its limited price stability
clear what the mechanisms are that you have in mind target mandate is growing or is very spectacular.
and whether the aggregate demand increase which
you seem to be advocating would not oVset the

Q214 Lord Maclennan of Rogart: I wonder if youconfidence that might be gradually growing from the
could say anything more about how this targeting ofcautious approach of the ECB. I wonder if you could
the knowledge-based economy and how the publicaddress some of those points.
investment in that can be practically achievedMr Janssen: On the first point about bringing more
without aVecting aggregate demand. You want toclarity into this context of “Austrian Keynesianism”,
aVect aggregate demand, I know, but that may havein macro-economic theory it is also known as the

balanced budget multiplier, that is an action in which an inflationary consequence.
you keep the same budget deficit but you shift Mr Janssen: If you look at the euro area of the
expenditure from categories with a low propensity to economy, at this moment in time there is what experts
consume into categories with a higher propensity to call an output gap, so the level of productive activity
consume. is lower than its potential level. OECD estimates this

gap at about 2 per cent of GDP, which is a rather big
figure. Also, we are witnessing that there areQ213 Lord Kerr of Kinlochard: Could you say what
productive capacities out there. For example, if youthat means?
look at the number of firms in the euro area that areMr Janssen: This is also something the Austrian
reporting labour shortages, the share of firmsGovernment did in the mid-Nineties to get to the
reporting so is down to 2 per cent from 15 or 20 perMaastricht criteria without suVocating economic
cent in 2000. There is another question about majorrecovery. What they did is to tax savings. Revenues
bottlenecks in the labour market, so there is the sparefrom savings have a low propensity for consumption.
capacity. We are saying that if we undertake actionThey taxed savings and they took the budgetary
now to increase the level of aggregate demand thenproceeds from that to invest in public infrastructure,
we can close this output gap, which would have anroads, housing and so on, so categories of
immediate eVect and positive eVect on jobs andexpenditure where you have a high and immediate
growth. A second eVect would be that when you closeimpact on total aggregate demand. In that way you
the output gap investments will follow. Firms arecan increase the level of aggregate demand without
not investing now because they have noincreasing the budget deficit,. What we are thinking
demand perspective. If you give them that demandof is that, for example, ECOFIN finance ministers at
perspective then firms will invest and thea European level should give more attention to that
consequence of that will be higher potential growth.kind of thing and to that kind of exercise. They could,
It is not only about higher growth in the short termfor example, screen our national budgets to find out
but also higher potential growth in the medium term.which categories of taxes and expenditures have the
The third positive eVect is indeed investing in ahighest impact on aggregate demand and which have
knowledge-based society. If we increase aggregatethe lowest impact and so in that sense you could have
demand by investing in the knowledge-based societya stimulus in aggregate demand without a higher
by investing in research and development we alsopublic deficit. I think what is going on right now in

practice is the opposite. In practice you are seeing build the European potential to compete with the rest
that a lot of Member States are operating tax cuts. of the world not on the basis of low wage costs and
These tax cuts are saved by households and then bad working conditions but on the basis of
these tax cuts are being financed by cuts in benefits productivity and innovation. Our thinking is to say if
and public infrastructure which have a big negative we focus aggregate demand measures on the
eVect on aggregate demand, so the net eVect is knowledge-based society we are having these three
negative. On your other point, the slow increase in major positive eVects on growth and jobs.
confidence coming from a cautious European
Central Bank, I would like to respond by quoting

Q215 Lord Steinberg: Did I gather correctly whatwhat Mr Touchet and his colleagues are saying.
you said about lower taxation being a hindrance toMr Touchet is saying the European public wants us

to defend price stability and low inflation is the major countries? You expressed it in such a way by saying
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paper, Mr Janssen, that, particularly in countries likethat taxes in certain countries were being lowered
which was not helpful to the economy. Italy, we have labour markets that are already

“excessively flexible”?Mr Janssen: What I said was that if you are having an
operation at this moment in time which consists of Mr Janssen: The way this is formulated in our paper

is to talk about excessive flexibility. We have referredlowering taxes and you are financing this through
lower social benefits or lower public investment then to countries such as Italy and Spain which have

reformed their labour markets in recent years andyour net eVect on aggregate demand would be
negative because the eVect of tax cuts will mean that they are introducing very flexible forms of work, on-

call work and fixed-term contracts. What we area lot of money is simply saved by households,
whereas the eVect of withdrawing public investment observing is that there is a certain correlation in time

between the reforming of these labour markets andand benefits will be to withdraw aggregate demand in
a higher way. the fall in productivity which has been going on in

Italy and Spain over the last couple of years. In order
to understand the logic I would refer you to job
security, training and productivity. If you are notQ216 Lord Steinberg: Do you not think that lower
sure of your job, if you can be fired at any moment intaxation in the example you gave would stimulate
time, then the incentive for workers, or, for thathigher demand?
matter, from employers also to invest in the training

Mr Janssen: I think the net eVect of lower taxation
of their workforce to upgrade their skills, is very low,

financed through reductions in public investment will
and the consequence of that is that this translates in

be negative on aggregate demand.
turn into lower productivity. It is this channel of job
insecurity; low levels of training; low productivity
that is working here. In particular, for Italy, this is a

Q217 Lord Cobbold: I wanted to ask whether you real catastrophe, because we all know that the unit
agree that start-ups and SMEs are a key area in labour cost levels or evolutions between Italy and
employment growth and therefore relevant to the Germany are a disaster. Italy probably would need a
Lisbon Agenda and, if so, whether we are doing devaluation of their currency of 10 or 20 per cent, if
enough or whether more can be done to reduce the there still would be such a currency. The reason for
regulatory burden to give any incentives to this sector this huge deviation between unit labour costs in Italy
of the market? and Germany is not to be found in wage costs

themselves but in the collapse of productivity in Italy.Mr Janssen: We obviously see SMEs as one of the
We are having here a real process that is a real issuevital sectors of Europe. We are also in favour of
here. Secondly, I would say that the Council is not sosupporting SMEs and start-ups and job creation in
much talking in the sense of more flexibility, thethe SME sector. One very good policy measure that
concept of the European Council is funding, and,has been implemented in a number of countries and
especially in the Employment Minister Council, is thewhich could be implemented in even more countries
concept of flexi-security—flexibility throughis this one-stop administrative oYce so that when
security. As a matter of fact, the Austrian presidencythey undertake investment people only have to stop
this Friday will organise an informal meeting of theat one oYce to fill in all the administrative burden
employment ministers to discuss this kind of flexi-instead of going to five or 10 diVerent oYces. We are
security policies. From the ETUC side out, we arenot against those kinds of policies but rather we are
also in favour of this kind of approach. So wein favour of them.
recognise the need for flexibility in the labour market,
provided it is matched by adequate levels of security.
This presents a way to reconcile the big diVerences orQ218 Lord Kerr of Kinlochard: I am struck by the
the big extremes. Yes, we need flexibility to competedoctrine in Mr Janssen’s paper about the
with the rest of the world, but we also need securitydisadvantages of excessive labour flexibility. Most
of jobs and workers to preserve the incentive forpolicy-makers in the Council of Ministers seem to
training, in order, in that way, to increasethink that we need a little more flexibility in our
productivity, which is also vitally important tolabour market; and one reads today of Mr Villepin’s
maintain competition with the rest of the world.proposals for making the labour market, at the youth

end, more flexible. If we are competing not just
against each other but against the outside world, it

Q219 Chairman: We have another witness after this.seems to me that there is something to be said for
Is there something you have not said before?trying to become more flexible. This would help for

example, in attracting inward investment. What is the Mr Exell: I would just say it is important to note that
Britain’s period of strong economic performance hasbasis for the argument in the second half of your
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course we would be very much in favour ofcoincided with a partial re-regulation of the labour
market. There are ways of achieving flexibility promoting.

Chairman: Thank you very much. Thank you boththrough working with trades unions which reduces
the need for labour market regulation, which of for your wide ranging answers to our questions.

Examination of Witness

Witness: Professor Maria Rodrigues, Professor of Economics, ISCTE, examined.

Q220 Chairman: Thank you very much for coming. markets and to develop the single market agenda.
It is very useful to have somebody who was so The third priority was to modernise the welfare
intimately involved with the setting up of the Lisbon systems. After that—and sometimes we have these
Agenda to come and tell us about it. Why do you phenomena in European institutions—we had a kind
think the Lisbon Agenda has not achieved as much as of movement to add some more measures, some more
you probably would have hoped and what can we do priorities to these priorities, which means that in
about it? 2005, as a matter of fact, we had lost in some way our
Professor Rodrigues: First of all, let me tell you that I focus. But let me say that these three priorities were
am very pleased with this initiative of the Committee. again restated by the European Council in the spring
I am very honoured with this opportunity to address of 2005, the European Council which had the
the Committee and am completely at your disposal. mandate of making this mid-term review of the
Let me tell you that the main purpose of the Lisbon Lisbon Agenda. These three priorities were restated
Strategy, when it was adopted in 2000, was to prepare and they were translated into guidelines. These are
the European Union for globalisation. For that we the Broad Economic Guidelines and the
knew that we should have a more competitive Employment Guidelines. Now the Lisbon Agenda is
economy but also to modernise the welfare systems in clearer, it seems to me, because we have three
Europe. We knew that the best way to improve strategic priorities and they are presented into 24
competitiveness today is to open the markets but also guidelines. Then I will speak about the lack of
to prepare a knowledge-based economy with more political instruments. Let me say, first of all, that,
innovation. This was the main approach taken by the since the beginning, the Lisbon Agenda has used
Lisbon European Council in 2000. Now, when we see several political instruments. The most renowned one
the achievements, we must recognise that we have a is the so-called Open Method of Coordination. The
very unbalanced situation. I think we do have some Open Method of Coordination is based on defined
achievements but also many bottlenecks. The common objectives and defined good practices, and
achievements are very unbalanced when we compare translating these common objectives into the
Member States and when we compare policy areas. national policies. After that, we can have a kind of
After that, if the Committee wants, I can elaborate a follow-up process, where the main purpose is to
bit more about what are the concrete achievements exchange best practice and to learn with each other,
and what are the concrete bottlenecks. Now, in order and to a certain extent to promote a certain
to answer your question why we are not getting convergence. But of course there are limits for that,
exactly the outcomes we would like to have five years because we are dealing with national policies and it is
later, I would say that it is because of lack of focus; very important to respect national specificities. This
secondly, lack of appropriate political instruments;

Open Method of Coordination was adopted in 11
and, thirdly lack of appropriate financial

policy fields of the Lisbon Agenda. I can give youinstruments. That is exactly why, in 2005, during the
some examples: in information society policy; inmid-term review, the European Union institutions
enterprise policy; in research; in employment; intried to address these three problems, and so some
social protection; in education; and in socialnew solutions were adopted. Now I can present
exclusion. These are some examples. Let me say thatexactly the purpose of these solutions, but I stop here
of course this is controversial because we have someand then it is up to you to ask.
opinion makers who are not happy with this kind of
method. From my viewpoint, the outcome is a
positive one. Why? Because it was possible to involveQ221 Chairman: That would be very helpful
all the Member States, including the new MemberProfessor Rodrigues: I go on. Concerning the lack of
States, in the same strategic process, trying to give afocus, what happened was that the Lisbon Strategy,
common vision about the challenges, the structuralwhen it was adopted in 2000, was, from my
reform, and drawing some common priorities. Ofviewpoint, very clear concerning the priorities. We
course, after that, it is up to each Member State tohad three priorities. One was to build a more
adapt to the national specificities. But I think that, ifinnovative economy, requiring also a big investment

in research. The second priority was to open the we compare the situation we had in 2000 with the
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Chairman: Thank you very much.situation we now have, we can conclude that we got
a positive achievement because Member States are
now sharing some more common viewpoints about

Q222 Lord Maclennan of Rogart: Thank you verythe challenges and the priorities. Of course, many
much indeed for that very interesting introduction. Idivergences are still there, but there is a certain
wonder if I could focus a little on the second deficitcommon ground which was built. But let me
you had as an obstacle to the fulfilment of the Lisbonemphasise that the Lisbon Strategy is using not only
Agenda; namely, the lack of political instruments. Ithe Open Method of Coordination but also other
wonder if that has been adequately addressed, inmethods. Sometimes it is using the hard method of
order to enable the decision-making to be moreDirectives, when we are dealing with the single
eVective? It seems to me from what you are sayingmarket. Of course, in order to build the single market
that you are envisaging, by a gradual process ofinto open markets, we need Directives, so some
exchanging experiences of thoughts and ideas,Directives were adopted in order to open the
although many of the policy decisions that aremarkets. It was the case in energy, in postal services
required lie firmly within the national policyand of course also in financial services. The action
determination, there will be some kind of coming

plan for financial services, for me, is a very good together. That seems to me to reflect considerable
example of some progress in the Lisbon Agenda. optimism, when one bears in mind not only the very
Finally, sometimes we are using also financial diVerent requirements of new Member countries in
instruments, so the Community programmes. But let the European Union from older Member countries,
me conclude by speaking about financial but also the very diVerent policies that have been
instruments. As I told you in the beginning, the pursued by founding members of the European
financial instruments were, and I think they are still, Union, France and Germany, perhaps, from some
not enough to implement the Lisbon Agenda. First of others, Scandinavia. Why should we have any sense
all, if you speak about the Community budget—and, that that coming together will be eVective with the
again, we had a very clear discussion in the last kind of political mechanisms we have? It sounds like
European Council about that, but let me give you my a plea for exhortation will be enough to get people to
personal opinion—of course it is positive that we got come together on these things. The other subtle
an agreement, but we must recognise that the argument that you advanced was that, if you use the
Community budget is not adapted to the current existing policy areas where the European Union has
challenges of the European Union. So I am very a competence—and you have mentioned examples of
happy that an agreement was made in order to this where there have been advances: in energy, postal
prepare a more general review of the Community services, financial services and so on—you might
budget in 2008. I think this is a very important erode the problem, but when it comes to things like
political commitment. Why do I think that the the national determination of social policy, that
Community budget is not adapted? Well, it is because cannot be got at indirectly, it seems to me, in the way
we should have a much larger share of the budget for you have suggested or implied. Really I wonder if we
investments in research, in innovation, in human have not just about hit an impenetrable ceiling in
resources, in critical factors for competitiveness. This these areas, and that the only real honest way to
concerns the Community programmes, for instance, tackle this is by extending competence of the Union
for research or for competitiveness and also concerns decision-making bodies to give them some form of
the structural funds. So I think we have got some codetermination perhaps of issues which are so
progress, but we should go further in the Community insolvable when left to Member States.
budget. Then we have a second element which is also Professor Rodrigues: Thank you very much for the
very important, which is the reform of the Stability question. As a matter of fact, in this stage of the
and Growth Pact. As you know, this reform took implementation of the Lisbon Strategy, the critical
place exactly in the same moment of the mid-term issue is implementation at national level. Here we are
review of the Lisbon Agenda. At that time I was facing problems, because, as a matter of fact, many
working as an advisor to the Presidency of the of these measures depend on political will at national
European Union, and we tried to connect these to level. I would say this should remain like that. But
diVerent things, in order to make sure that fiscal this means that, in order to go further in the
policies could create more room of manoeuvre to implementation of the Lisbon Strategy, we need to
invest in key priorities of the Lisbon Agenda, such as have this kind of partnership between the European
research, innovation and education. It seems to me institutions which have some measures in their
that it was possible to create some more room of responsibility, and on the other hand Member States
manoeuvre, but of course now we are testing the which have now a large part of responsibility to
reviewed Growth and Stability Pact and it is too early implement the Lisbon Agenda. About that, during
to know what would be the outcome exactly of the mid-term review, a new instrument was

introduced in order to make it clear that a lot dependsthese reforms.
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Q223 Lord Kerr of Kinlochard: Sticking preciselyon Member States’ behaviour. This new instrument is
the National Reform Programme. We now have all with the area to which Lord Maclennan has taken
the National Reform Programmes that were you, Professor, I am more modest than he is on
prepared between June and November. Poland and solutions. I do not think the French or the Dutch
Germany were a bit late because of the election voter is in the mood for a transfer of competence to
process, but they are all there now. I think we can the Union which would allow a step-change to more
draw the following conclusions. First, many reforms and harder instruments. It seems to me we are stuck
are taking place in Europe—perhaps more than we with this Open Method for part of the agenda and we
thought in the beginning—because these reform are stuck with the National Reform Programme
programmes are providing very rich information exercise, as the Professor explained. But I would like
about reforms everywhere, in universities, in labour to find ways of generating indigenous domestic
markets, in the social protection systems and so on. demand in the Member States to do better. It seems
But the problem is: Are they enough to cope with the to me that the defect in this process is: here is the UK
challenges? The second question is: Are they National Reform Programme, a splendid document,
supported by the appropriate financial means? which, outside a very small circle in London, nobody
Concerning this second question, the programmes in the United Kingdom has seen. It splendidly
are not very clear, I must recognise, because they are explains a number of things which the United
not specific enough about fiscal choices and also the Kingdom is doing extremely well. It also explains in
way to use the structural funds. That is why we a number of areas how we are doing very much better
should perhaps expect that the next spring European than we have in the past. It does not really bring up
Council will address a special invitation to Member many areas in which we are not doing very well, or
States to be more specific about that. If you want to not doing as well as we did in the past. In particular,
have credible reform programmes, we should also be it draws no comparisons between how we are doing
specific about financial means. But still I think that and how our friends in other Member States are
an important movement for reform is taking place. doing. You mentioned peer pressure. You mentioned
Of course then we can also see that strategic priorities the equivalent of the Broad Economic Policy
are diVerent when you compare Member States. Guidelines applied in this area. I am sure that is very
For some Member States, the reform of social good, but those defending National Reform
protection systems is critical, not only to ensure Programmes in the Council will defend them. They
social inclusion but also to ensure the sustainability will, on the whole, resist peer pressure. They will
of national finances. For other countries, the certainly brief the press that their peers were
shortcomings are more on the side of incredibly impressed with the programme that they
competitiveness, entrepreneurship. In general, much presented. I speak of all member state governments.
more should be done concerning opening the It seems that in some way you have to involve the
markets, in order to have a more eVective people and the press. I personally regretted the
competition policy. This is a general comment we can rejection of the Kok Committee proposal for league
make. Now, coming to your question, it seems to me tables. I think league tables are a good idea. If that is
that we now have more eVective political too strong meat, do you think, Professor, it would be
instruments, because we have National Reform possible for the Commission to take on the role of
Programmes and the national responsibility is there simply publishing statistics on the performance ofand we have also a Community Lisbon programme

national economies, and their performance againstputting together all the relevant community
the targets in the Lisbon programme? If you thinkinstruments, so this is clearer. But now we need
they could do that, do you think they should do that,commitment and implementation. About that, I
and do you think they will do that?would say that there is some news about the
Professor Rodrigues: As a matter of fact, this is a veryinstruments, because, as a matter of fact, we are now
sensitive issue and this is something which is regularlymoving beyond the Open Method of Coordination. I
discussed by the College of Commissionerswould like to underline that, since the European
themselves. The problem is to set the right tone whenUnion has adopted 24 guidelines in June, these
addressing the Member States in documents such asguidelines are based on the current Treaties. They are
the Progress Report which is now being prepared bybased on the so-called Broad Economic Guidelines
the European Commission. The problem is toand Employment Guidelines. These guidelines
combine some pressure and a critical assessment,involve a stronger commitment taken by Member
which is really important to have progress, with aStates at the European level. This means that we
learning approach. Because we need both, it seems toshould have a stronger political process. But still I
me. We need instruments to learn faster with bestwould say the main responsibility for that is with
practices, but we also need some pressure.Member States. I think it should stay like that,
Concerning the learning approach, I think that webecause this is the very nature of the European

Union. need documents and now we are waiting for the
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not only to increase competitiveness in the same wayProgress Report to be delivered by the European
Commission on 25 January. We need reports which they are doing; it is really to build new competitive
are really sound reports concerning indicators, factors with stronger connections between
indicators of the current situation but also indicators universities and companies which are more adapted
about the progress, and an explanation for that. This to the global markets, companies which are using
is the only way to learn faster. But then we also need more innovation as a key competitive factor and so
pressure. Concerning the pressure, I think that of on. The third priority should also be taken into
course we need to have debates in the European account. This concerns the need to reform the welfare
institutions and we are having some new elements state in Europe or the welfare systems. Why? Exactly
concerning these debates. For instance, I would because we need, on the one hand, to provide some
mention the upcoming initiative—a joint initiative, security, but this security is mainly to help people to
as a matter of fact, by the European Parliament with cope with change; it is not to resist change. The other
national parliaments. There is a special conference to priority is to introduce more flexibility in our welfare
take place in Brussels about that, which is a very system and in our labour market. We need to reform
positive example. But, very frankly, for me, if they that. These three priorities must be combined;
really want to have pressure for implementation, a lot otherwise, the first one alone will have some
depends on what will happen at national level. The diYculties to get some improvements. But now let me
conditions for real public and democratic be more concrete. When we make a kind of
involvement in designing the reform programme and assessment about what happened, let me give some
in implementing the reform programme, we are examples of some achievements and some examples
speaking, as a matter of fact, about a national of bottlenecks—because like that we can have a more
political process. For me, this is the key factor for the concrete overview. Examples of achievements:
implementation. That is why, if we have initiatives Access to internet. In schools, public services and
like your initiative, which is exactly in the right way, companies we have got this very important progress
we can create conditions for a real ownership of these in almost all Member States—of course with
National Reform Programmes. Otherwise, the risk is diVerences, but . . . The second example is to create
there—and you just mentioned that—of remaining at stronger instruments for research in Europe, the so-
a kind of administrative stage. It is preparing good called networks for excellence. Each network of
documents—as a matter of fact, in technical terms, excellence is involving dozens of companies and
this is a very good document, I read the British universities together. This is the first time. The third
reform programme, when it was sent to Brussels— example is certain progress about cutting red tape
but the discussion is still in the beginning. That is why and supporting entrepreneurship; for example, the
I very much welcome an initiative like this one. one-stop shop for small companies now is almost

everywhere. Of course we must do much more about
better regulation, but we have got some progress.Q224 Lord Jordan: It is diYcult not to believe that
Another example is modernising employmentthe Lisbon objectives are things that Europe should
services. We have got progress because in manygo for, but it is also diYcult not to conclude that the
countries it is now easier to present the concretemeans by which you chose to try to obtain them in the
solution alternative for an unemployed person and tofirst four years has been a bit of a disaster. They have
confront him or her with the responsibility to use thisbeen re-looked at and the word “focus” has been
opportunity. The last example, about the singleused, and now we are down to, as you put it, a mere
market, I just mentioned also the Directives aboutthree priorities and only 24 guidelines. Is it not the
energy, postal services. But now let me identify thesimple but unpalatable conclusion that governments,
bottlenecks because they are also very important. Forcommissions or institutions are incapable of creating
instance, in the single market, we must go on withcompetitiveness or wealth and that there should be
opening markets in energy. We are in the middle ofonly one priority and that is removing all the
the story. Another example of a bottleneck is aboutobstacles to those within Europe, the entrepreneurs
the Community patent which is really blocked. Nowand enterprises that want to create the wealth that
we are having a new initiative coming from theenables us to pay for the social reform that we want?
European Commission in order to overcome thisProfessor Rodrigues: Of course, increasing
problem. The third example is about innovationcompetitiveness and creating conditions for
policies. Of course, again we can see manyentrepreneurship, as I told you at the beginning, is a
diVerences, but it is very clear that there is akey priority of the Lisbon Agenda, but I would say
bottleneck concerning the joint work betweenthis priority should be combined with the two other
universities and companies in Europe. But we havepriorities. Why? The second one concerns the needs
also very good examples. If you pick up the Finnishof preparing a knowledge-based economy with more
case, 60 per cent of Finnish companies are connectedinnovation. So this means to build new competitive

factors. In many countries, what is really at stake is with universities in something, but, on the other
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Professor Rodrigues: No. I am happy that I canhand, in other Member States we have a very, very
comment on that. It is very clear that a lot of growthlow percentage of companies connected with
and job creation depends on opening the market foruniversities. Another example concerns social
services. I am remembering the first stage we had,protection. Here we are introducing some reforms;
when we were preparing in 1992 in opening thefor instance, when we speak about early retirement,
markets for goods. At that time, I think we haveearly retirement is being phased out in most of the
adopted the eVective method, because we had aMember States, because people are understanding
strong instrument based on Directives. This is thethat we can no longer aVord early retirement. But
only way. But, before that, we have prepared verynow the problem is another issue. If we take into
good analysis of the impact of the single market foraccount the demographic trends, in some cases the
each sector. Concerning services, I would say thatsolution is to postpone the retirement age, which is a
perhaps we need the same now. The potential is there.deeper reform. I am trying to be concrete about This kind of study now is being undertaken by the

the positive and negative. That is exactly why Ithink European Commission, as we need to have a concrete
that now a lot depends on the National overview about the potential for growth and job
Reform Programmes, making these National creation in each sector of services. Then I think that
Reform Programmes a real instrument for change. we can identify the right approach to overcome the
But this means democratic debate, this means to have diYculties.
not only the Government, the public administration,
but local authorities and all the stakeholders Q226 Chairman: Are there any further questions?

Thank you very much indeed. You have beeninvolved. So we are in the beginning of this process.
extremely helpful.But I would say that the main leverage to have a real
Professor Rodrigues: Thank you very much.democratic process is the approach to be developed

by the parliament, by the national parliament. For
Q227 Chairman: It has been an object lesson on howme this is very clear.
to give answers, if I may say so. Thank you.
Professor Rodrigues: Thank you very much. I remain
at your disposal, whatever you need. Again, my

Q225 Chairman: You have not mentioned the congratulations for your excellent initiative.
Chairman: Thank you.services Directive, I noted. Was that on purpose?
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Memorandum by Accenture

Accenture is a global management consulting, technology services and outsourcing company. Committed to
delivering innovation, Accenture collaborates with its clients to help them become high-performance
businesses and governments. With deep industry and business process expertise, broad global resources and
a proven track record, Accenture can mobilize the right people, skills and technologies to help clients improve
their performance. With more than 126,000 people in 48 countries, the company generated net revenues of
US$15.55 billion for the fiscal year ended August 31st, 2005. Its home page is www.accenture.com

1. Introduction

1.1 Accenture welcomes this opportunity to submit its views to the Committee’s inquiry into a European
strategy for growth and jobs. A competitive, fast-growing Europe is important both to our own business and
to many of our major clients which are seeking to grow their markets there.

1.2 Over the past several years Accenture has undertaken extensive analysis and published studies on many
diVerent aspects of European competitiveness, including Europe’s economic and social models35, the
functioning of the internal market36, and the determinants of investment and innovation in Europe. Most
recently, we published, in conjunction with the Brussels-based think tank the Lisbon Council, a study entitled
“Jobs of the Future”, highlighting future growth industries in Europe and the role of policymakers and other
stakeholders in stimulating employment creation in those sectors. We are actively involved in discussions on
these topics with business and government leaders in meetings of the World Economic Forum, and we also
work regularly with leading think tanks and industry associations on initiatives to further the goals of
European competitiveness and economic growth.

2. Background—Evidence on Economic Growth and Employment in Europe

2.1 There is little doubt that the EU, viewed as a region, is failing to match the overall performance of other
major economic regions on key indicators such as GDP growth, productivity, employment growth and
participation rates.

Growth and productivity

2.2 While the economic picture across the EU is by no means uniform, many parts of the EU have suVered
a decline in competitiveness which has been mirrored in relatively weak economic growth. Over the period
1990–2005, real GDP in the EU25 grew at an average rate of 2.1 per cent, compared with around 3.1 per cent
for the US economy.

2.3 In recent years the productivity gap between the EU15 and the United States (US), measured in terms of
output per hour worked, has also widened to around 10 per cent. Productivity levels vary markedly, however,
across member states. Belgium (123 per cent of the EU15 average), France (116 per cent), and Ireland
(115 per cent) each have productivity levels above the EU average and higher than that of the US. By contrast,
the UK (94 per cent), Italy (88 per cent), and Greece (68 per cent) have productivity levels below the EU
average, with even lower levels observed in most of the new EU member states in Central and Eastern Europe.
35 “Lisbon Revisited: Finding a new Path to European Growth”, 2004 (in collaboration with the European Policy Centre).
36 “Unfinished Business—Making Europe’s Single Market a Reality”, 2004 (in partnership with Chatham House).
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Labour market performance

2.4 Over the period 1990–2005, the average annual growth rate of employment in the EU25 has been just
0.3 per cent, compared with around 1.2 per cent in the US. Accenture analysis indicates two components to
this poorer employment performance. First, economic growth in Europe has had lower employment intensity
than in the US—every 1 per cent increase in EU GDP contributes a 0.29 per cent increase in total employment,
compared with an equivalent figure for the US of 0.41 per cent. This lower employment intensity probably
reflects the impact of rigidities in Europe’s labour markets (comparatively limited flexibility and higher labour
costs) as well as the eVect of some social models that tend to favour social equity over eYciency. Second,
Europe’s employment performance also reflects the lower long-term economic growth rate noted above.

2.5 Europe’s failure to lift its long-term economic growth rates has limited its ability to address high levels of
unemployment, particularly long-term unemployment. Almost 9 per cent of the EU25 workforce is
unemployed, with even higher rates of joblessness in some individual member states such as Germany (9.4 per
cent), France (9.5 per cent) and Spain (9.2 per cent). However, some states have relatively low unemployment
rates such as the UK (4.6 per cent), Austria (5.2 per cent), Denmark (4.9 per cent) and Ireland (4.3 per cent).37

2.6 The lack of available employment opportunities is also a factor in relatively low employment participation
rates in Europe (numbers in employment as a proportion of the working age population aged 15–64). The
EU25 employment rate stands at around 63 per cent of the working age population, compared with 71 per
cent in the US and 69 per cent in Japan. Employment rates for females and older workers are also
comparatively low in Europe. Significant variations, however, exist across the EU, with total employment
rates as high as 72 per cent in both Sweden and the UK, and as low as 58 per cent in Italy.38

2.7 In summary, the evidence on Europe’s economic performance is mixed. Some member states have
performed well on some indicators but not others. The UK, for example, has performed well in terms of
employment creation and unemployment rates, but less well on productivity—the reverse is true of economies
such as France and Germany. Despite these national diVerences in performance, the EU as a whole has failed
to generate suYcient economic growth and jobs to address deeply entrenched levels of unemployment and
relatively low participation rates.

3. The Need for a New Focus on Future Growth Industries

3.1 Urgent action is required if Europe is to reverse the trend of weak growth and poor labour market
performance.

3.2 Europe’s failure on this front has not been for want of eVort. However, we believe that these eVorts have
become overly focused on Europe’s existing structural problems such as labour market inflexibilities and
regulation. While attention to structural reform is important, it is only one part of the equation and we also
need to be looking to the potential for future growth in critical industry sectors.

3.3 Our analysis highlights some key industry sectors where employment could be increased in a sustainable
way and shows that Europe has the potential to create 10–14 million new jobs, as long as it puts in place the
right conditions for growth. These high-growth sectors can be found across both traditional and new
industries, for example:

— Healthcare—e-health (electronic patient records, health information networks, electronic
prescriptions, cross-border health services provision).

— Pharmaceuticals—biotechnology markets; products for an ageing population; growth of the
China market.

— Travel and tourism—new destinations and visitors in the new EU member states; tourism markets
tailored to an older population and diVerent preferences (eg more personalised holidays, short-break
oVerings etc).

— Social and community—ageing of the population leading to increased demand for geriatric care
services; more demand for child care as employment participation rates of females increase; export
of educational services, via distance and e-learning.

— Transport (eg intelligent transport systems for the management of public transport, third-party
logistics).

37 Eurostat, Structural Indicators, harmonised unemployment rates (2005 averages).
38 Ibid., total employment rate 2004 (number of persons aged 15 to 64 in employment by the total population of the same age group),

based on the EU Labour Force Survey.
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4. Key Recommendations

4.1 Achieving this growth is about creating the right policy environment in which high-performance
businesses can flourish. This is not just a role for policymakers or business alone, but requires a co-ordinated
approach where all the key stakeholders act in concert.

4.2 Actions for policymakers

— Introduce a tiered regulatory environment for high-growth companies that diVerentiates between
stages of firm development.

— Implement sectoral strategies around which all stakeholders are aligned.

— Improve the provision of relevant training and education in order to address the shortage of
relevant skills.

— Channel support and frame suitable incentives to develop key innovational clusters and maximise
their impact on the wider economy.

— Strengthen the wider networks between business, government and academia to increase the
commercialization of research.

4.3 Actions for business

— Focus on identifying distinctive capabilities eg specialization or mastery of key technologies.

— Put greater emphasis on talent management systems to develop, attract and retain key skills.

— Develop a culture of innovation and commercialisation of research and development (R&D) that
acts as a catalyst to growth.

— Build sectoral strategies which incorporate a wider network of stakeholders.

— Increase density of industrial linkages to generate more spillover eVects into the wider economy.

16 January 2006

Examination of Witnesses

Witnesses: Mr Mark Purdy, Mr Mark Spelman and Mr Patrick Oliver, Accenture, examined.

Q228 Chairman: Welcome. Would you like to governments. You have to be very clear about how
you are going to use those statistics to achieve whatintroduce quickly your colleagues?

Mr Purdy: I am Mark Purdy. I am chief economist at end. If you look at most international businesses,
they look at best practice in their companies and theyAccenture and over the last few years I have led a

number of projects on various aspects of the will look to move that best practice around to
diVerent parts of the organisation. There is clearly aEuropean economy, including the single market and

innovation in Europe. very strong parallel here with what we see within the
EU, which is where is best practice taking place andMr Oliver: Patrick Oliver. I am responsible for EU

and UK government relations functions. how can we then move it to Member States. If you
look at the whole issue of jobs and growth, theMr Spelman: I am Mark Spelman. I am head of

strategy at Accenture. dimensions you have to think about are people,
money and ideas. Those are the levers. Statistics have
to reflect how you improve the quality of the skillQ229 Chairman: Thank you for coming. One of the
base if you are looking at jobs. Then you are lookingdraft conclusions towards which we have been
at the whole question of money and flows of money—moving is the idea that if you reject any direct
obviously, investment and use of capital are critical—intervention, or even a very soft way of naming and
and ideas looking at some key issues aroundshaming, then statistics become very important if you
innovation.are going to try and improve performance of the
Mr Purdy: It is not an issue about availability of data.national economies. Could you give us a steer on the
The EU publishes over 100 structural indicatorsstatistics which you think are key if we are trying to
covering almost every aspect of this process, so theimprove the performance of the whole European
data is there. The problem is that the whole debateeconomy? Which statistics should we be looking at,
around Lisbon comes at a very technical level. It iswhich issues and which headings?
not that meaningful to the average EU citizen. TheMr Spelman: Can I come at this from two angles?
challenge is how do we concentrate on a smaller setOne is the whole principle behind how you use
of statistics that are really meaningful to the averagestatistics. There is no shortage of statistics. You can

get statistics from the OECD, the EU and national EU citizen. What matters to the EU citizen is
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because it has a more flexible and open labouressentially income, employment, opportunity and
participation rates. We have to find a way of making market? Even if we took productivity which would be

one of the stats that everybody would look at and say,those statistics more widely known and creating
pressure on national governments to follow best “Clearly this is a key issue because the trends tend to

indicate that US productivity is higher thanpractice. There is a real challenge about deciding
which areas to focus on. European productivity”, you have to be extremely

careful in terms of the definition. I think my message
to you is that we can go through some key statsQ230 Chairman: Which area? You have thrown the
around the labour market, looking at productivity,question back to us. Can you answer your question?
capital inflows, trade flows and long termMr Spelman: We are not convinced that statistics will
unemployment. They are all important. They help tobe a silver bullet because we have had a lot of
paint the picture. Looking at one stat in isolation,information out there and it is available.
you have to be very careful about how you define it
and how diVerent national governments interpretQ231 Chairman: How do you use those statistics?
those statistics.How do you put them across?

Mr Spelman: The message here is that you have to
look at the audiences. If you are talking about jobs Q233 Lord Jones: You have mentioned skills. Thank
and growth, this is very much a discussion about the you for your helpful submission. Is the skills training
stakeholders, so you have to look at not just what is industry up to the challenge of globalisation? Can it
the role of policy makers but what is the role of sustain and defend manufacturing, that which
business and academic institutions and how to make remains? Is that its role or do you see it as having
it relevant to EU citizens. If you are looking at stats another role? Can you speak from the British point of
at a European level, how do you make that relevant view and also across the board with regard to the
to a person in Amsterdam or London? It is much Union?
more a question about how to use the information Mr Spelman: We can speak across the EU. There are
rather than what information. That would be my key two very distinct questions there. One is around the
message here. We can look at the hundreds of whole issue of manufacturing and services and how
structural bits of data. I think it is a question of how you make those competitive to be sustainable in the
to use that data because you are trying to use the data EU. There is another whole set of questions around
to get some traction, particularly from Member how you accelerate skills building, whether in the UK
States, around some of the key policy initiatives that or the EU. Let me start with manufacturing and
you believe are going to be the most important ones services. I think it is an “and” debate; it is not an “or”
to help move growth and jobs forward. debate. The real issue is where is the ongoing value

add that is going to be created when we are looking
at the manufacturing or services base. I like to thinkQ232 Chairman: I still feel dissatisfied with this. If
of this as like an escalator. The demands are alwayswe are going to put a lot of weight on the use of
going up. It is very clear that China is going tostatistics, which we are forced to do if we decide as I
become the world’s manufacturing centre and Indiathink we have done that there is no way that we can
is going to become the world’s service centre.have some kind of interventionist mode, we cannot
Therefore, the value added components that arereally name and shame because that is going too far
coming out of Europe are going to have toand we cannot have the Commission being in a
continually improve if we are going to sustainposition where it is ticking oV Member States for
employment. What people always underestimate invarious things. On the other hand, the statistics have
this discussion is that they always see China andto be clear enough for the right conclusions to be
India as a threat; whereas I think they are a massivedrawn from them. We almost need a kind of model to
opportunity. For example, you say that China isenable us to get our point across, do we not?
going to build 100 airports in the next six years, aMr Spelman: You have to look at trends. Let us take
fantastic opportunity for employment for the UKproductivity. You can have a massive debate about
and European engineering skills. We always look atproductivity. We can debate, for example, why
it in terms of what we are going to lose rather thanFrench productivity levels are higher than UK
what we can gain. Look at the automotive industry,productivity levels. Then you can get into the next
pharmaceuticals and the rate at which markets aredebate which says, “How many Algerians in Paris are
opening up. Therefore, there are great opportunitieson the denominator of the stats in France?” Is one of
for manufacturing and services. There are challenges.the reasons why the French productivity level is high
If you are going to manufacture car seats in the UK,because there are a large number of people who are
do not be surprised if you suddenly find Chinanot in the denominator of French stats? How do you
producing them at a fraction of the cost. That is onetake that into account when comparing it against a

UK stat which might have a more inclusive view topic. There is another topic on the whole question of
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completion of the single market, economic stability,skills and skills building. There are three issues
around the skills debate. We have youth reducing subsidies and making sure you have fair

competition and looking at structural funds,unemployment in the EU of about 18 per cent. That
is a critical issue. One of the big debates about skills particularly R&D, are critical enablers. I would be

quite critical of the EU policy on R&D funding at theis that we are not going to see the consequences of the
skills until the next decade. It is how this plays out in moment. There is far too much focus on inputs and

not enough focus on outputs. What matters is thethe next decade which will determine how successful
we have been in this decade with some of our selection process behind the way that you use the

funds. There is clearly an important role at the EUskills building policies. Youth unemployment at
18 per cent is a massive problem which has been level. If you take those four dimensions that I have

just mentioned, you could then say that, as part ofstored up for us in the EU. At the other end of the
equation we have lots of people in the over 50 age executing a plan against each of those, you could

look at some metrics and milestones, not all of whichrange who are out of the active job market and that
is also a problem. You have a problem at the youth would necessarily have to be quantitative. You could

have some qualitative ones as well, which would thenend. You have an issue about elderly people and how
to keep them engaged. The key issue in the middle is hold the Member States and the EU to account: are

we delivering against those particular milestones?how do you keep people with market relevant skills,
particularly in areas like IT, science and engineering. What are the consequences of not staying on track?

One of the problems we have seen between 2000 andYou need a skills strategy which addresses each of
those three areas. We know from the Scandinavian now is that there seem to be very few consequences

from not staying on track. This is why there is a needexperience that equipping people for life rather than
protecting jobs seems to work well. We know that to have a range of mechanisms at the EU level and the

Member State level to try to encourage and move thethis whole area of more focus on science, engineering
and IT skills is going to be critically important agenda forward. One of the arguments that we have

tried to put forward is that there is a lot of focus onbecause those are the knowledge components which
underpin many of the jobs going forward. There are what is not being done. That is not a very attractive

message for Member States or for individual citizens.lots of issues about the linkage between business,
academic institutions and government about how we It is going to take time to get structural reforms in the

labour market. We know that but why not have someget skills building to be more coherent. Too often
academic institutions are not incentivised enough in more positive messages about what are some of the

EU’s strengths; where are the industrial strengthsterms of what their outputs are. We need to look very
closely at that. My sense is that there is only one way that we have? This has to be a combination of carrot

and stick. We need to find areas where we canthat skills demand is going and that is up. Therefore,
equipping our people more eVectively at an early and encourage people to be proactive on the job side as

well as recognising there is probably a medium toa later age and keeping them market relevant is going
to be critical. longer term gain on some areas of structural reform.

Mr Purdy: To pick up on productivity, France does
have higher productivity. We would like to

Q234 Lord Jordan: I was concerned when you emphasise that productivity is just one aspect of
started to suggest that France’s productivity Europe’s economic performance. It has to be looked
performance might be in part down to faulty at in conjunction with other indicators—for example,
measurements, because this is the issue that we have employment creation. The UK and France are
been getting at, looking at the Lisbon agenda, which almost diametrically opposite in terms of their
was almost invented because the bigger picture was productivity and employment performance. France
that Europe’s productivity was not as good as it has high productivity but that is partly because it has
should be. They invent the Lisbon agenda and, hey a relatively inflexible labour market which excludes a
presto, a few years later they say it is even worse now. lot of low skilled workers. If you look at the UK, it
This is a serious problem. We are trying to find out has a more flexible labour market which brings in low
what policies can the Commission adopt that would skilled workers and the eVect of that is to drag the
promote proven best practice in whichever country it average productivity down. Productivity can be a
happens to be taking place and how can we then, with misleading statistic and it has to be looked at with
what you have said, adopt reliable indicators without other indicators.
naming and shaming but just publishing reliable
indicators which, when we see them, we know for
sure that one country has a winning formula and the Q235 Lord Inglewood: I wanted to touch on the topic
other one is failing. of R&D. In the kind of society we live in, the outputs

from R&D are very important for future prosperity.Mr Spelman: If the Lisbon agenda is to work, there
are things that need to be done at the EU level and at Equally, everybody is in favour of R&D. It is like

being in favour of virtue. How do you make sure thatthe Member States’ level. In terms of the EU level,
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at the incentives that academics have at the momentthe resources that society directs in this direction end
and how we can help academics not only to beup producing things that will be of use rather than
excellent teachers but also how we can help tosimply wasting them? Secondly, having read your
commercialise their research. Then you get into ahelpful submission, I kept on thinking about Spain in
third debate about R&D. You take the principle ofthe 16th and 17th centuries. In the 16th Century,
clusters and what we have not been able to do yet isSpain was a really vigorous society and in the 17th
look at where we can cluster or network researchcentury, for reasons that historians still argue about,
institutions across the EU. R&D is a huge issue andthe whole thing just collapsed. Somehow or other the
a huge opportunity for us to improve the game fromwill to win, the will to engage with the enemy, seems
where we are today. If you look at the amount ofto have evaporated. Could it be possible that the
money that has been spent in that area along withsame could happen to Europe?
procurement, that could be the major catalyst forMr Spelman: The EU has been fundamentally wrong
growth and jobs.in terms of focusing on a metric which is to drive

R&D to 3 per cent of GDP. I do not think that is
going to achieve the goal. It is focused on inputs and Q236 Lord Cobbold: Following on from what you
what matters are outputs. The second problem with have been saying about the importance of research
R&D spend is that it has been too focused on what I and development with the academic institutions,
call block buster programmes which take too long to quite a few universities now do have innovation
get oV the ground and where it is not clear exactly centres attached to them. That is something which
what the outputs are. I am not saying we should should be encouraged. Would you extend that to the
throw the R&D initiative totally up in the air. You encouragement of the whole area of start-ups,
have to look at the “r” side as well as the “d” side. If entrepreneurships and the development of small and
you look at jobs and growth, you have to look at the medium sized companies as a really important
demand side. Part of how you stimulate the demand potential for picking up some of the employment
side is by looking at how you use government opportunities? You also mentioned in your paper
spending, whether that is in a procurement process or about the introduction of a tiered regulatory
an R&D process. We would be much better oV environment which is of great importance to us.
having some block buster programmes but focusing Would you be a bit more specific about that area too
a lot more R&D around those consortia which can and what you have in mind?
demonstrate a track record of success over time. We Mr Spelman: If you look at the Finnish example,
should use R&D money more as seed corn money, to everybody points to Nokia. Nokia employs 23,000
fund those consortia in the areas that we think have people. Then you look at the number of people who
particular benefits at the EU level, to look at those are related around Nokia. That is probably the
consortia that can demonstrate they can build up a example everybody goes to in terms of the idea of
track record and continue to fund them; and to start-ups, clusters and getting jobs related around a
reward those which demonstrate a track record of particular sector coordinated. There is no doubt,
success and stop funding those which are not able to whether you look at what Nokia have done or
demonstrate that they can produce a result. I would ceramics in Spain—you can look at some example we
like to see the R&D process switch from an input have in the UK as well—that this notion of
measure much more towards output measures and innovation clusters is absolutely key. The interesting
much more around those consortia that can question that you come to after that is what is the role
demonstrate a track record of success. If we can of policy makers versus business in order to achieve
increase the absolute amount of R&D, that would be those sorts of clusters. Policy makers can help
good provided that we focus on quality. Too often we facilitate this. I do not think there is enough focus
do not focus enough on the quality of the R&D or the within business on this whole notion of distinctive
jobs. There is no point just creating jobs if you are not competence and how you build it. What does that
focusing on the quality of the jobs. I think we get into mean? Part of what we see in pharmaceuticals is that
some very interesting discussions about what is the this whole idea that you do everything from
right balance between “R”, genuinely doing some origination through to full scale commercialisation in
innovative “R” and some blue sky research. Where is one company is not true any more. The message in
the focus on “D”? We know that the Americans are most businesses today is that you need collaborative
much better on the “D” dimension than we are in networks in order to be able to originate product or
Europe because we tend to focus more on the “R” service and deliver it. Therefore, this concept of
side. We do not spend as much time thinking about cluster is very important. I very much support that
how we can commercialise research, particularly out notion and I think it is going to be critical, looking at
of our academic institutions, and link that into the certain key industry areas where countries or the EU
whole area of how business and the academic world have a specific competitive advantage. I agree with

you that if you have big and small businesses that iswork together. There is a whole area around looking
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ability to seek venture capital, particularly in smallerone way for innovation clusters. If you link that into
the academic side as well, you begin to form a and younger enterprises. There are lots of barriers

across diVerent EU countries in doing that.powerful innovation cluster. Although we have
certain academic institutions which have these Mr Purdy: There are about 20 million SMEs in
innovation centres, I am not convinced that we have Europe. The question for us is how can we identify
enough innovation centres or academics who are the high growth companies among those 20 million
incentivised to see the commercialisation of some of SMEs. We have to recognise that not all SMEs will
the ideas that clearly do sit within our academic grow into major companies. Can we identify that
institutions. The issue is that too many innovation core of fast growing companies and what can we do
centres and academic institutions are like labs. In the to enable them to grow faster and prosper? That is
UK we have been very good in the labs but we have why we came to this idea of having a tiered regulatory
been very poor at commercialising what is in the labs. requirement. Basically, you create a regulatory
It is no good just having a bunch of labs if you cannot requirement that is friendlier to those fast growing
work out how you commercialise those ideas. There companies. There are a number of areas we suggest
have to be mutual incentives between businesses, the you could look at. The first is social cost. We have
academic institutions and individual professors and quite high indirect costs on labour. To hire an extra
that is not always clear as to how it is done. That is a person for a small business could mean a very
major area of focus. There are some ideas about significant proportion of their costs so putting on
innovation clusters. The basic idea is extremely more costs on top of that does not seem to make a lot
important and we need to facilitate it. I would like to of sense. The second area is around regulation,
see the EU try to network some of the clusters and looking at whether we have a proportionate view of
academic links cross border. If you look at the regulation for small enterprises. Do we always apply
incentives, for example, for academics in Italy they the same rules to a very small company having three
will be hugely diVerent from the incentives for people, for example, as we would to a big,
academics in the UK. That is a problem for us if we multinational company? There is an interesting
are going to get competitive advantage through statistic in the report that, if we could get half of
networking best practice in diVerent academic Europe’s SMEs to create one extra job, we would
institutions. create 10 million jobs at a stroke so there is huge

potential there but at the moment as these fast
companies grow they hit the ceiling of regulation and

Q237 Lord Cobbold: Do you think there is anything they face the social costs. Those are issues we feel
that can be done to facilitate entrepreneurship, need to be addressed.
making it easier to set up a company?
Mr Spelman: Verheugen yesterday announced that
he would like to see more entrepreneurship being Q238 Lord Kerr of Kinlochard: Can I stick to the

area of research? You seem to be quite keen ontaught in schools. That is part of the issue in the
educational process. There is another whole set of picking winners, or helping to commercialise

successes, and on encouraging clusters, which on theissues across the EU about the complexity of setting
up new businesses. In the UK it is reasonably okay whole will be inside individual Member States. You

seem to be rather unkeen on big, basic, pioneeringbut in certain other EU countries it is hugely
complex. I think it is over 100 days to set up a new research programmes like Ispra. Fine. How do you

relate that to an EU programme? The course youcompany in Italy, for example. That clearly is a major
drag, particularly in employment terms, because we advocate sounds very like French policy. I am against

picking winners, but if one is in favour of pickingknow that the average number of employees per
company in Europe is seven. In the US it is 19. If you winners it will tend to be done nationally. It will be

quite diYcult to get the EU as a whole to agree thatput one extra person into those small companies in
Europe, you have a tremendous locomotive eVect on a particular company in a particular country should

be a favoured recipient of funding from 25 or 27employment. The problem is it is not very easy to set
companies up. The cost of taking those extra people countries. On commercialising success, it is perhaps

even more diYcult to see why the EU as a wholein is quite expensive. Entrepreneurship is important
but it is an educational, business start-up issue. There should be keen to assist, because on the whole

successes will tend not to be in Greece or Portugal.are some cultural dimensions. I suppose my son
would say, “Is setting up a business the cool thing to They will tend to be, in the area you are talking

about, in the UK or Germany. It would be politicallydo these days?” In quite a few EU countries it is not
seen as a cool thing to do. Anything that fosters quite diYcult, and I cannot see the R&D budget of

the EU, now set at a rather low level once again,entrepreneurial spirit and networks of young
entrepreneurs would be very good. The other being rejigged to cut out the Greeces and the eastern

Europeans, in order to go in the direction you aredimension of this is the access to capital. One of the
things the Americans have been very good at is their advocating. Surely the only link to the EU must be
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“performance”. If you look at most businesses today,statistics, peer pressure, encouragement? To take the
what you tend to do is to reward those parts of thepoint you have just been making with Lord Cobbold,
business which perform better than others. You canstart-ups and encouragement to small and medium
put a variable component into research andsized companies, I would find fascinating a
development. It does not mean everything has to becomparative table of the time it takes to register a
variable and skewed towards the five biggernew company in each member state. You mentioned
countries. You can still allocate your funds but you100 days in Italy. I did not know that. There is the
have a variable portion and you allocate it to thosekind of area where Member States might be
consortia which do some good. If you want to makeencouraged to learn from each other and see where
it international, in certain areas of research andthey are falling behind. How do you react to my
development you need international consortia doingcaricature of your views?
that R&D. There are ways you can get beyond theMr Spelman: We would be very opposed to the
country specific arguments. I do not think we havepicking of national champions and supporting them.
been as creative as we could be in terms of the waySecondly, we recognise in terms of any EU R&D
that we use R&D. The basic message is that Memberfunding clearly there are challenges and issues, but
States in the EU have a limited number ofyou have 25 countries in the EU and all of them will
instruments. The procurement policy and R&Dwant some slice of the action. I think you can get
spend are two fairly critical instruments that can beround that. The way into this is through what the
used to help catalyse potential growth and jobs inCommission is beginning to look at, which is industry
certain sectors. I would like to see us look at thosestrategies, asking how those industry strategies are
instruments in a more creative way to help foster thegoing to relate to what each of the individual
key strength that exists in the EU at the moment.Member countries are doing. There is an element of

saying, okay, if you look at certain sectors—aviation,
IT, telecoms, health care—and if you can pick out Q239 Lord Kerr of Kinlochard: I do not see how that
why some of those sectors are growing and how those is going to work. In deference to Lord Jones let me
sectors are creating jobs, it seems to me that you can say that there is no doubt that the finest technology
link growth strategies at the EU level with what are in the world on aircraft wings is BAe’s technology in
potential actions at individual, national, Member Wales. It is undoubtedly the best. If Europe wants to
State level. That is what we would advocate. It is not stay in the lead in building large, fast aircraft, it needs
just saying, “We are going to pick a winner in country to be investing in BAe’s astonishing research and
X and support that.” It is much more about saying, development capacity in Wales. I am sure that is
“We think the IT sector is critical for competitiveness going to happen, but I cannot see how to persuade 25
in the EU.” Looking at what it takes to improve the Member States to vote large sums of money in the
competitiveness of that industry will have an EU Council of Ministers to BAe to help make it happen,
dimension as well as a Member State dimension. It seems to me there is a problem here.
That is the way I would approach it. It is an “and” Mr Spelman: It is a problem when you present it like
approach on the whole area of looking at industries that but there are trade-oVs as we all know. What

people will be fundamentally unhappy about is if oneand how you can support them, not through
country gets 100 and another gets zero. In an EUsubsidies but creating the right policy environments
context, we have to emphasise much more theto support them. Those supporting environments
relevant strengths in diVerent parts of Europe. If youmight be as simple as saying, “Let us look very closely
can demonstrate that BAE wings are a critical skill,at the skills we need to work in that particular
that is a competitive advantage on a global levelsector.” That is the way I would approach your
which sits in the UK but then we point to some otherquestion about the focus on industries. In terms of
skills which sit not just within the major EU countriesresearch and development, the real exam question
but in Poland and some of the eastern Europeanhere is that there is a finite pot of money to be
countries. You can think about investing there.invested in R&D. What we are really interested in is
Maybe it is about building components for wings inhow you optimise and get the best out of that R&D.
Poland or something like that. You have to focusThere are various ways you can look at that. There
much more on the relevant strengths around the EUare some elements which should be focused on, like
and look at the industry sectors that Verheugen hasblue sky “R” and some which should be more
identified and try to ask how we can use the levers toallocated towards “D”. That is one level of debate
underpin that.which one could have and I would advocate that. My

preference would be for it to be more orientated
towards “D” rather than blue sky “R” given some of Q240 Lord Kerr of Kinlochard: I totally agree with
the situations that the EU finds itself in at the you, but it is pie in the sky. These decisions are taken
moment. That is one characterisation. The second is by unanimity. How do you persuade the Greek

negotiator that he goes home with nothing forabout how you reward success. Let use the word
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point, I am not clear whether sectoral strategiesGreece? It is not possible. You have a Christmas tree
and everybody has to decorate it with something for follow the conclusions of the wider network of
their country. Therefore, I do not think the EU’s stakeholders—I would like to know more about who
R&D budget is likely to develop in a way that they are—to be implemented by the European Union
matches your priorities, for which I have or by national governments. It seems to me that there
considerable sympathy. I am looking for an EU role is a kind of circle here. You are recommending that
in delivering the Lisbon agenda. You are doubtful there should be implementation and such strategies
about the value of comparative statistics but but, to take a field of policy which you have not
subsequently you said you thought there was a role in particularly isolated here as being a sector on which
highlighting success, in drawing attention to areas there should be a focus but one with which I
where individual Member States, perhaps in understand you personally are rather familiar,
individual forms or sectors of the economy, are energy, how would you see a sectoral strategy on
generating growth through improving productivity. energy embracing such hugely diVerent approaches
Could I draw you out on that? I rather agree with you to nuclear energy as France, Germany, Britain, Italy
that it could be easier, more politically acceptable, for and Scandinavia? That leads me to the question
the Commission to highlight successes rather than whether your identification of growth industries is
draw attention to failures. Can you tell us a little based upon past performance or upon need. It seems
more of what you would find it most useful for them to me that some of your identifications are based not
to highlight? so much on performance as need: like social,
Mr Spelman: Let us take business start-ups. I was community and ageing of a population. Maybe
talking yesterday to someone who has set up a health care also falls into that category. I am a bit
website and they are getting a million hits a week mystified as to how the European Union, which we
because they are trying to provide mass education are looking at, can in the face of nationally discrete
into Poland as to what some of the key initiatives are objectives, competing industrial operations and
that they are trying to move forward. If one of the companies, provide the thrust. I dare say if you say
dimensions of this is that we are trying to get more that it is all just about stripping out barriers that is
connection between what happens at remote EU something but if it is to be positive support it is surely
institutions and what is happening on the ground, something more?
whether it is websites focused on secondary or Mr Spelman: We will try to unpack a little bit about
tertiary education or young entrepreneurs, trying to the EU versus Member States and talk specifically
get that linkage through interactive web about energy. Mark could talk about sectors and
communication about success stories may be one of identification and what that means at EU versus
the commercial vehicles. What we are trying to do Member State level.
here is to get momentum around a focused set of Mr Purdy: In terms of how we identify these sectors,
actions to try and improve jobs and growth. Some of it was partly based on past performance. We did look
those actions are focused on trying to put pressure on at where industries had a record of growth. It is also
Member States but some of it also has to be focused meant to be forward looking. We try to anticipate
on how one gets a more positive image and more some of the trends that Europe is facing over the next
positive messages at grass roots level. I would ask 10 years. We look at the ageing of the population,
what are some of the ways we can try and get demographic changes and what that means in
communication going again. If you look at people, industries like pharmaceuticals or travel and tourism.
money and ideas, the three key ingredients, what that We try to understand how those trends would create
says is what can you provide in terms of education opportunities in particular sectors. We try to get a
and commercial around particular skills. What can balance between looking at current performance and
you do about informing people about job set-ups? trying to understand what Europe might look like in
What can you do about informing people around 10 years’ time, what the major trends might be, what
networks and the whole idea around launch impact the new technologies will have and how that
commercialisation scaling of new propositions? will translate into opportunities for growth. In terms
Those are the areas I would focus on in looking at

of what that means in the sense of implementationstats and commercial, people looking at ideas, and
and how you get strategies to work, you need to gethow you can cascade that to Member States and
all the diVerent stakeholders aligned behind a visionlower levels.
of where Europe is going. We see that as the critical
failure of Lisbon at the moment. There is not a
consensus around Lisbon, particularly at grass rootsQ241 Lord Maclennan of Rogart: I wanted to follow
level. People do not really understand what it meansup some of the questions not specifically relating,
for them. To the extent that they do understand ithowever, to research because I am not clear from
they tend to see it in quite a negative sense. They seeyour conclusions in your paper how these actions are

advanced. To take one illustration of the general it as a threat to their future incomes or jobs. We need
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Mr Spelman: A lot of what is happening in manyto get all the diVerent stakeholders together as well as
regional development agencies and local industries is that they are operating at a global level.
communities to explain what Lisbon means and the It is very important that, when we look at for example
benefits of reform in a positive way by highlighting aviation, you cannot now have individual, national
where the future opportunities are. If we can put champions in individual countries. Inevitably there
some initiatives in place and create this positive has to be a view, if you want to play in that particular
vision, we are much more likely to get sector, how diVerent countries work together. That is
implementation among Member States. The EU has true in IT and a lot of the sectors we have identified
a coordinating role to play in all of this but ultimately which are particularly global, where we see
it is going to have to happen at the Member State particularly China and India becoming much more
level because that is where all the main stakeholders competitive and we have also a very big US player.
are. It is having that policy vision of where Europe is You have to then say what does that mean in terms
going, a vision that EU citizens can latch on to and of how do we respond at the EU level in those sectors
understand how Lisbon is going to create jobs and which are going global. Otherwise, if you just focus
higher incomes for them. That is what is so critical. on it at a national level, we are not going to have
Mr Spelman: We are trying to link in many industries companies to operate because they are not going to
what are the global trends and how do they impact at have the scale of distinctive, competitive advantages
a European or national level. What is the role of the to sustain their financial position. In other sectors
EU and national Member States in terms of doing along the lines of health care, some of the transport,
that? I know this is not an energy discussion but if I some of the tourism and travel, yes, they are much
look at the global trends we know that China is going more local, regional and not even nationally
to build 300 nuclear power stations over the course of orientated. Therefore, the strategic approach is very
the next 10 or fifteen years. We know that nuclear is

diVerent. You have to look at the dynamics of thegoing to be a massive key issue. Irrespective of what
diVerent industries and I would not have a one sizeyou think about nuclear power, that is a major
fits all. One of the messages that comes out of themarket opportunity for potential job creation for
report is that regulation should not be one size fits allthose companies involved in the construction of
and, again, we need to look at industry sectors innuclear power. The second level of discussion is, if
diVerent places. Some are more global; some areyou look at the EU level, the area that people are very
more national, local and regional.concerned about is fuel sources, gas, nuclear, coal

and renewables. Each individual country will have its
own preferred choice of mix and that will work out. Q243 Lord Steinberg: When you were talking about
Policy makers are fundamentally concerned about small businesses, you said that the EU’s average was
security of supply. They will take their own views. nine people and in the United States it was 17.
However, because these are commodities which have Having been a small businessman growing eventually
in many respects an international dimension, the into a medium sized business, I find it much more
ability to facilitate the market deregulation and significant not to have the research but to have the
cross-border movement of energy is of benefit to

development because the capital costs in the researchindividual Member States and it could be facilitated
all come against your bottom line; whereas theat a European level. Let us look at what the global
development helps to build your business. If you onlytrends are. The EU has some role to play particularly
increase from nine to 10 people in those smallin terms of the single market, regulation and use of
businesses, I think that is a bit of wishful thinking.funds. A lot of the practical policies and what
The secret of the small business gradually turninghappens on the ground are worked out at the level of
into a big business is to run it as tightly as youMember States.
possibly can.
Mr Spelman: I agree with you.Q242 Lord Maclennan of Rogart: You were earlier
Chairman: Thank you very much indeed. It has beenurging the Union to have strategies for sectors. I do

not quite see how that fits into what you are saying. extremely helpful to us.
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Witnesses: John Healey, a Member of the House of Commons, Financial Secretary, and Mr Andrew Field,
Head of the EU Internal Market Branch, HM Treasury, examined:

Q244 Chairman: Welcome. Minister, would you like implementation of the National Action Plans in each
Member State and, in particular, the role that theto say something to begin with?
peer review and peer challenge, if you like, and theJohn Healey: Thank you, my Lord Chairman. Thank
challenge of best practice have to play as part ofyou for inviting me to join you this morning. May I
that process.introduce Andrew Field. He is head of the Treasury’s

internal market branch. I thought he might add a
useful perspective if you wanted to ask him any,

Q245 Chairman: You have talked about reforms.particularly more technical, questions. I know you
Which is the most important priority in the whole ofhave already heard from Ivan Lewis and from
the Lisbon Agenda?Douglas Alexander about some of the principal aims
John Healey: In relation to our six month Presidency,and achievements under the UK Presidency, but on
I think the areas where we were able to make the mosteconomic aVairs one of our main priorities was to try
significant progress also rest in some of the mostto frame the debate on European economic reform in
important areas. The advances we have been able to

terms of the global economic challenges that we must
make in terms of better regulation are important. I

meet. This really is the significance, I think, of Lisbon think the advances that we have been able to see from
and the Lisbon Agenda. It is a framework within the Commission—although, obviously the ground
which Member States, working with the work for these went on well before—in stronger
Commission, can introduce a range of reforms to competition policy, in reform of regional State Aids
make Europe more competitive, and with the re- policy are important. I think the renewed priority on
launched Lisbon Agenda rightly being focused innovation and research and development is precisely
principally on growth and jobs. This is why we in the the area that Europe needs to be encouraging,
Treasury, on Britain’s behalf, pressed for, supported, although the heavy lifting still needs to be done
and then during our Presidency reinforced, the Member State by Member State. Within that general
introduction of the National Action Plans or the context of wanting to see the debate about economic
National Reform Programmes, and it is why we reform in Europe tailored to this central challenge of
ensured the EU Finance Ministers at the ECOFIN how Europe better meets the challenge of
meeting in December had a chance to review each of globalisation, those are some of the specific areas
the 25 plans in order, first of all, to strengthen the where, first of all, I would say they are a priority for
consensus behind the priorities that were set out in us and, secondly, that I think under our Presidency
the plans and the Lisbon Agenda, and, secondly, to we were able to see some progress made.
strengthen the challenge there for individual Member
States as part of the process essentially of peer review
and learning from the experience of others. My Lord Q246 Chairman: Do you think competing in the
Chairman, I suppose, in summary, I would say that single market is perhaps the most important priority
the UK Presidency of the EU helped focus the debate of all in the Lisbon Agenda?
on how Europe should respond to globalisation with John Healey: I think it is. I think, once again, it links
further economic reforms. I think the Lisbon Agenda very firmly with the competition policy strand which
itself provides a framework for this response, but it is I mentioned before. The fact that we now have the
the reforms themselves that now really matter. It is Commission launching sectoral inquiries in financial
the implementation of the reforms that each Member services and energy is very important. I think that will
State has set out for their own countries in their play a part in seeing at least further advances to a
NRPs that really matter. They, in many ways, are much more complete internal market, particularly
more important than new priorities, new targets or for services, and clearly that has a tremendous
new mechanisms. Finally, we are a strong supporter potential benefit for the UK but for Europe

generally.of the fact that the Lisbon Agenda can encourage the
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their working life with their home life, is drawn veryQ247 Chairman: Just before I hand over to my
colleagues, could Mr Field give us any indication of much from some of the experience in the progressive

policies that have been put in place in other EUthe kinds of benefits we are looking for from
successful implementation of the Services Directive? Member States. The second is perhaps more specific

but absolutely central to the whole question of can weHave you done any analysis on that?
Mr Field: Yes, we have done a lot of work on the regulate better in the UK and in Europe, and that is

really the experience that the Dutch tried and put inServices Directive. The analysis by the European
Commission has estimated that the Services place, where they costed, if you like, the compliance

costs to business of regulation. First of all, we haveDirective could lead to the creation of 600,000 jobs,
and benefits to the EU economy of, I think, launched precisely that exercise in Britain now,

department by department, and later this year we willƒ37 billion. That is obviously important. Another
important aspect is the promotion of competition, as be setting some clear and quite tough targets for

departments to reduce the costs of the administrativethe Minister has said, where the ECB has estimated
that increasing competition in the euro area to burden from regulations for which they are

responsible in Britain. But also we have been able toUS levels could boost economic output by up to
12 per cent. see what I would argue was very much, with the

Dutch, a leading British concern, a UK concern,John Healey: Essentially, we have a situation with
services where that sector contributes 70 per cent of adopted in principle now by the Commission as well

as part of the emphasis they are now placing on betterEurope’s GDP but only 20 per cent of its trade. That
is the scale of the gap, but also the potential that is regulation—and, incidentally, obviously as a

Treasury Minister I have certain responsibilities inthere if we can complete an internal market and
eVective competition in services. relation to tax—and we are doing precisely a parallel

exercise on the compliance costs of the tax system at
present with HM Revenue and Customs, drawing notQ248 Lord Blackwell: Minister, going back to your
just on what the Dutch have done but also on whatopening comments about helping Europe respond to
the Danes have done in that area as well. For us in theglobal competition, does the UK Government’s
UK there are certainly areas where we have learnedsupport for the Lisbon Agenda rest primarily on
and then adapted some of the experience elsewhere. Ihelping to make the UK economy more successful or
hope that we have been able to oVer some of the otherare you looking at it primarily in terms of helping the
European States some ideas about what they mightrest of Europe to become more competitive?
pursue. Poland, I think, is taking quite a close interestJohn Healey: Our very strong support for the Lisbon
in how we have set up JobCentre Plus and some of theAgenda rests on the fact that the two are indivisible.
other active labour market policies in place here.If you look at the fact that our trade from the UK

with Europe accounts for over half of our UK trade,
involving 700,000 companies based in Britain, and if Q250 Lord Blackwell: You could argue that the
you see the scale of the inward investment that comes whole Lisbon Agenda and the infrastructure is now
from Europe to the UK and goes from UK to quite a heavy process, with requirements on the
Europe, then it is very clear, I think, that a stronger national governments and these various initiatives. A
and more successful European economy is going to lot of what you have just described surely could take
help support a stronger and more successful UK place and would have taken place just through
economy in the long term. informed exchange and best practice internal market

reforms. It did not really need the Lisbon Agenda to
push it forward. How do you argue against those whoQ249 Lord Blackwell: Fine, the argument is a
say that the Lisbon Agenda has been just a bigstronger European market that includes the UK
overhead?economy. But if you take the government’s National
John Healey: Some of those reforms and changes mayAction Plan for the UK, is there anything in that plan
well have taken place, but the Lisbon Agenda is verythat would not be there in relation to the Lisbon
important and it links directly with the internalAgenda?
market. Essentially, this is the commitment to someJohn Healey: I perhaps touched earlier on one of the
of the social aspects, meshed eVectively with a well-strengths that we see as the Lisbon Agenda, which is
functioning economy, which our broad set of valuesthe challenge in the sharing of practice and ideas and
and approach in Europe demands of us. The Lisbonpolicies that other Member States may be adopting.
Agenda, I think, as with many things European, hasI think it is true to say that part of our economic
the potential to become a rather complicatedreform programme in Britain, in two particular areas
reporting exercise. It has the potential to become acertainly, has been informed by the experience of
sort of tick-box reporting exercise. When we come toother Member States. I think the importance of child
update our progress with the National Reformcare and perhaps some of the legislative frameworks

that help people in this day and age better balance Programmes in the autumn, and when ultimately the
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John Healey: There are a number of questions in that.three-year period ends and we look to review them
Let me know if I miss any, will you. The Decemberproperly, we need to make sure that it does not
ECOFIN, where the Finance Ministers reviewed allbecome too burdensome. I think it is important to
25 National Reform Programmes, was a point atremember that underpinning all this is the fact that,
which it became clear that in some Member Statesin terms of competences, most of the competences for
performance ambition was perhaps better than inthe policy measures that need to be put in place to
other Member States. As we look to pursue thepursue the Lisbon Agenda rest with the Member
Lisbon Agenda and refine this process, it is clearly aStates. Not only that, when you look across the
case for saying we ought to look for the NRPs inEurope of 25, the nature of the economies and
some way to have a degree of more comparablechallenges and particular problems that they face are
information that might allow those sorts ofso varying, that it is absolutely right that the principal
judgments to be made more easily. That is the firstpolicy decisions are tailored by the Member States to
thing. There are downsides to that which we cantheir particular Member State economies. Lisbon
explore—risks—in a moment. The second thing isgives us a framework for reaching a consensus about
that I am sure you are absolutely right about thesome of the importance of economic structural
general level of awareness of Lisbon. I would hazardreforms, some of the ways of giving legs to the things
a guess that awareness in both our Houses ofthat can only eVectively be done at European level.
Parliament would be relatively low in terms of theWe have talked about policy, we have talked about
publication of the NRP and the Lisbon Agenda.competition policy, we have talked about completion

of the internal market, for instance, but the heavy
lifting and the main responsibility for Q252 Chairman: Could I stop you there. Was there a
implementation must rest under this process with press conference announcing the reform programme?
Member States. John Healey: There was not a press conference but

there was press work and there was information
given to Parliament at that time. Perhaps we alsoQ251 Lord Kerr of Kinlochard: This Committee very
have a challenge with our journalists, not just themuch agrees with you that there is no case for
policy making community more widely, withextensions of competence to permit EU direct action
understanding the importance of this agenda. But Iin the areas you are talking about—these are for
was going to go on to try to deal with this interestingaction by the Member States, but we are trying to
question about whether Lisbon should have the sameestablish the eYcacy, if any, of the Lisbon process,
level of public awareness and policy-maker’sand how to make it possibly more eVective. If you
awareness, say, as Kyoto does. In some ways, I amstopped people in the street in Britain and asked them
not sure the comparison is entirely precise, for this

about the Lisbon Agenda, I would guess that maybe reason: Kyoto is very much a specific headline
one in 5,000 would know what you were talking commitment attached to a particular target to reduce
about. If you stopped people in the street and asked climate change emissions by 12.5 per cent over a
them about the Kyoto Protocol, perhaps one in 20 baseline set in 1990. The Lisbon process is somewhat
might know. I do not know. If one asked people diVerent. As I think I started by saying, the Lisbon
about the UK National Reform Programme process is a framework within which diVerent
submitted in October—in my view an excellent Member States highlight the economic reforms that
description of what is going on in this country—I are required in their Member States. To that extent,
would guess one in 25,000 might know. We appear to I think, within Lisbon, what is less important than
have designed it to describe for Brussels what we are Lisbon itself is the reforms that we in the UK look to
doing, rather than to increase support in the UK for pursue. In terms of popular consciousness and
what we are doing by bringing in a Lisbon leg of awareness, I think the two questions are: Do people,
support, let alone to do what I was encouraged to do businesses, do workers appreciate the nature of
hear you say you might be doing in the tax area, and reason for the economic reforms that we believe
drawing on the experience of the Dutch and the we need to put in place? And, second: Can they
Danes on compliance costs. I cannot find in this appreciate, and what can we do to help them
document, the National Reform Programme, a single understand, the importance of doing so in the long
example of something where we say one of the other term? That is the information on an awareness
25 Member States is doing better than us and we challenge for us, but I think it attaches to the leading
might learn from that. Does it matter that nobody components of what we set out in NRP rather than
knows about this process or this document in the the rather remote and overarching Lisbon processes.
United Kingdom? Is there any way in which the I think you are right about insuYcient understanding
process could be used to engender more support in but I am not sure that the direct contrast or
the UK for the process in order to make the country comparison to the Kyoto Protocol probably helps us

much in this case.more competitive?
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decided that everybody would. We have not. WouldQ253 Lord Kerr of Kinlochard: A lot of people in the
country are aware of the Asian challenge to the it help to sell the Lisbon aspect of eVorts to make the

UK economy more competitive if there were a singleEuropean economy. Some may be thinking, as you
are, about how best to optimise our successes, eg in minister explaining the Lisbon aspect? Second, you

said that material was provided to Parliament inthe area of services, as a response to the Asian
challenge. This document does not take that dialogue October when the National Reform Programme was

produced. I think we, the Committee, would like towith the British people any further. Nor does it
introduce any European dimension to our response think of ways in which Parliament might help to

remedy the attention deficit that we see in thisto the Asian challenge. It talks very interestingly
about a number of ways in which we in Britain have country on this subject. How do you think

Parliament should be handling the Lisbon Agenda? Ifmade or plan to make our economy more
competitive. I am puzzled that we do not feel there is you agree with our view that more public discussion

in the UK would be good, how do you think wea role in this area for learning from others’ successes
in Europe. I am delighted that you think on should best go about encouraging that?

John Healey: First of all, I entirely share yourcompliance costs on tax there might be lessons to
learn. The Commission does, of course, have a role. aspiration to see a much greater level of attention—

closing the attention deficit, as you suggest it—inThey produce a synthesis of these reports. They say
of ours that: “consultation and eVorts to develop policy-making terms in Parliament. There are certain

established elements of the NRP and components ofownership of the document have been rather limited.
Wider consultation could have strengthened the it that come to Parliament. They are not packaged as

the Lisbon Agenda, the UK’s contribution to theintegration and ownership of this National Reform
Programme.” How do you react to that mild, implicit Lisbon Agenda, in that way. To the extent that the

Committee comes up with proposals for raising thecriticism?
level of reporting to and information to ParliamentJohn Healey: It is indeed a synthesis; it is a synthesis of
and debate within Parliament, both Houses, I wouldsome very important policy directions and measures
very much welcome that. On the question of a singlethat we are looking to take in the UK. I think it is the
Lisbon minister, the short answer is that I am notunderstanding and the views and reactions of the
convinced that would help us much. If you look at thepublic, the business community, trade unions and
span of policy areas which go to make up the mainothers to those proposals which really matter. It is
components of our National Action Plan, they spanhard to argue, for instance, that our intention and
a number of departments, and I think it is quiteplans to reform incapacity benefit have not been
diYcult to see one Minister being made responsiblesubject to a high degree of interest and scrutiny. I
for that span of activities that rests within diVerentthink it is also the case that our concern to see
departments. Essentially—as a reflection of the wayliberalisation of trading arrangements has not been
the British system has generally been set up—we havesubject to the same sort of interest and scrutiny. I am
tried to make sure there is coordination andthe Minister responsible for the Research and
discussion and, in the end, a synthesised leadershipDevelopment Tax Credits and I have lost count of the
via the Cabinet and through the Cabinet committeenumber of consultations with business we have run
system. That is how we have really tried to make sureabout how we manage it better, how we might push
that the diVerent component parts are broughtthe boundaries of what could be claimed under it—
together coherently and pursued coherently.with, as you would expect, quite a high level of

interest and contribution from business on that. So,
although those processes are established, particularly Q255 Lord Maclennan of Rogart: I would like to go
around the Pre-Budget and Budget Report, drawing back to the issue of policy coverage of the agenda,
attention to and launching those sorts of and in particular to focus upon what seems to me to
consultations, because the NRP is, if you like, a be a certain diVerence of emphasis between the
synthesis of the specific measures—and, as I said European Commission in its most recent paper Time
earlier on, it is the specific measures and the to Move Up a Gear—
implementation of them that is most important—it John Healey: Is that the annual progress report?
would be fair to say that we have not conducted or
tried to conduct that same sort of degree of

Q256 Lord Maclennan of Rogart: Yes, it is the reportconsultation specifically on the production of this
to the Spring European Council. The paper wasfirst NRP.
published in October by the Government on the issue
of energy. The Commission identifies four actions for

Q254 Lord Kerr of Kinlochard: I have two more growth and jobs. The last of these is moving
supplementary questions, Minister. We, the UK, towards an eYcient and integrated EU energy policy.
have not appointed a senior minister with oversight The Government clearly accepts the significance of

energy in this debate about the Lisbon goals or theof the Lisbon Agenda policies. The Member States
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not about the Commission taking initiatives. What itLisbon Agenda. In your paper you point out at
paragraphs 3.8.2 through to 3.9.1 a lot of actions, a does say is that a single coherent voice is needed in

our dialogue with major energy suppliers.lot of goals, but hardly any of it is within the context
of an integrated energy policy. The only mention of John Healey: It is quite right. Sometimes there is value

in Member States coming together to talk withthe integrated policy is in respect of trade emissions.
Admittedly the paper is about the National Reform supply countries like Russia. But that does not imply

a single coherent voice or the European CommissionProgramme, but, if this is such a significant issue for
the achievement of the goals of the Lisbon Agenda, in the chair of such discussion.
why is there so little attention devoted to
safeguarding security of supply, to giving, as the Q259 Lord Maclennan of Rogart: We are hearing
Commission puts it, “weight to the call for a coherent voices raised in Eastern Europe. Lithuania, Poland,
single voice in our dialogue with major energy to which you referred earlier, and Germany are at
suppliers and in international energy discussions and odds over supplies with Russia. There is a cacophony
in ensuring that energy is available at competitive of diVerent interests and there is no sense whatever
prices.” It seems to me that a lot of this stuV could be that the European Union, with the Lisbon impasse,
blown sky high by a serious energy crisis and there is is drawing together to tackle this exceedingly major
no indication that that is being addressed within the threat to the whole programme.
framework of Lisbon or discussion about growth John Healey: I think you and I may diVer in our belief
and jobs. as to the degree to which the Commission taking the
John Healey: We share the high level objective, if you lead, and a set of European-wide incentives and
like, with the Commission and other Member States supports to a developing European energy market, is
of strengthening and deepening the energy market the right way to go. That is clearly going to be an area
within the European Union. You will find the of debate within the European Union between the
concentration in our NRP on energy in the Member States with the Commission as we pursue
competition section. In a sense, this gives you the key this.
to a diVerence, potentially, in the approach and our
belief of what is required in Europe to make sure that Q260 Lord Maclennan of Rogart: I am sorry; I have
we get more secure, good value energy that we need been totally misunderstood. I did not say the
for our homes and our businesses. If there are those Commission lead was required. This is addressed to
who believe that strengthening the energy markets the Council. It is an invitation to the Council to take
and the provision of energy supplies in the European a lead. I am not arguing the Commission corner. This
Union requires a more integrated, Commission-led, is a challenge to the Member States.
interventionist direction of policy, then that would, I John Healey: The Member States, through the
have to say, run quite contrary to our belief in the appropriate set of ministers in Council, can do more
way that this should go. We have talked about the to open up the energy markets, to see for the long
competition sectoral inquiry that the Commission term much more secure and better value energy
have launched into energy. That is important. The supply in Europe. So far, so good.
Green Paper that is to come from the Commission
will be important. That, in our view, is the direction

Q261 Lord Cobbold: In your paper you acknowledgethat the development of energy policy needs to go in
the importance of encouraging enterprise and havingthe European Union.
a thriving small business sector and how important
that is for growth and employment over time.

Q257 Lord Maclennan of Rogart: So you are at odds John Healey: Yes.
with the Commission in its report.
John Healey: There is a substantial area of common Q262 Lord Cobbold: Would you say a bit about
ground. They are right in saying—and we would what practical steps you think you may be
endorse—how important energy supplies and policy able to take to encourage start-ups, encourage
is. They are right in being concerned about high entrepreneurship, and encourage, perhaps, the links
prices, particularly in Continental Europe as a result with university research departments—where we
of imperfect competition and barriers. They, perhaps have not in the past been particularly successful in
understandably, see a greater direct role perhaps for converting our innovations into commercial
the Commission than we do, but these are all points ventures. You mentioned earlier on about making
that, as we look to— regulation easier, to make it easier, perhaps, to set up

companies and generally to cope with the
complications of modern life.Q258 Lord Maclennan of Rogart: I do not think that

is so—if I may say so, with respect. The Barroso John Healey: You are certainly right, Lord Cobbold,
we have a track record, second only to the Unitedforward to this document is quite clear that this is

about national governments coming together; it is States, of scientific invention and innovation,
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Q264 Lord Cobbold: There are examples of small,particularly in our universities, which is one of our
greatest strengths in this country. We have been start-up companies, when they just start to expand,

they hit a whole lot of new regulations which makespoor—in contrast to the United States—at seeing
those inventions and so on, the technology and it more diYcult for them to expand. It seems to me

that is an area which the Government could look atinnovation within the universities, then transferred
and developed into business products and services. carefully from the taxation point of view.
There are a number of things. I think it would be fair John Healey: It can, indeed. Where our attention is
to say that we are really only beginning to move directed to those sorts of barriers, then I think we
decisively into this area, but with our National have proved ourselves ready to look at those
Reform Programme and within our ten-year Science obstacles and to remove them where we can—
and Innovation Framework—which is quite an including on taxation. We have a number of
unprecedented degree of long-term commitment and particular provisions which help businesses as they
investment commitment from the Government—we start and grow. We have the highest VAT registration
are trying to put in place a series of policy measures threshold—at about £60,000 turnover—anywhere in
which will help that. Funding is important. The Europe, for instance. We have a cash accounting
Higher Education Innovation Fund is set to rise by scheme and an annual accounting scheme,
2007-08 to £100 million to support this. The specifically for small firms. There are things
flexibility and freedom for universities to be able to government can do. Often trying to reduce or remove
set up spin-out companies is important. Their access regulation on taxation compliance requirements, as
to capital—particularly small amounts early on, well as put in specific relief and support, might help
without losing their equity stake in the innovations— as well.
is important. The responsibility for encouraging
greater collaboration between universities and

Q265 Lord Steinberg: I am sure you would agreebusiness—which you quite rightly say is important—
with me that when you belong to a club you have tohas been given to our regional development agencies,
obey the rules of the club but self-preservation comeswho are set to invest this year probably in excess of
first. What worries me is what is happening with our£300 million across the nine regions to support this
economy at home. Our productivity performance,sort of move.
which is contained on page 13, is very much lagging
behind France, Germany and, unsurprisingly, the

Q263 Lord Cobbold: Is there now activity in almost United States. Before I had the pleasure of joining
all the universities in Britain in this area? Can you this Committee, I had only a very vague expression of
push that any faster than it is going at the moment? the Lisbon Agenda. When my colleague Lord Kerr

quoted the numbers of people knowing it, I think heJohn Healey: It is improving; it is still patchy. Like in
any walk of life, you have certain universities that was being very generous. I think they are probably

much worse than that. I think very, very few peoplehave been early movers in this; you have certain
academics and also venture capitalists and also know about it. Certainly people in business do not

know what the Lisbon Agenda is and what it standsbusiness people who have been quicker to link up
with their local universities or regional universities for. I am inclined to think—and I do not know

whether you agree with me or not—that the Lisbonthan others. York, for instance, is well ahead of the
game: it has been responsible for the spin-out of a Agenda is full of dreams, hopes and wishes, rather

than being a concrete practical mechanismnumber of businesses in that local area, and has
created several thousand jobs as a result of that. happening to improve jobs. If I look again at the

note, I see that our unemployment, at 1.53 million,There is more that we can do as a government to get
the framework right to encourage this. I think one of has been the highest for the last five years. That does

not really sit comfortably with us trying to providethe tasks for us, as we approach the Comprehensive
Spending Review, is to look at ways in which the more jobs, because, if the Lisbon Agenda was more

than a wish, then surely it would be able to overcomeComprehensive Spending Review can give a firm
boost to our Science and Innovation Framework. I these economic diYculties. May I give you an

example: the motor car industry in Britain has beenthink, probably, as we look in the context of the
Comprehensive Spending Review, we need also to practically eliminated, yet, in Brazil, they have been

looking to find an alternative source of energy toexamine the pattern of public investment and the
nature of research that it goes to support in our power motor cars: sugar. As a result of that, they are

manufacturing well over one million units—and theyuniversities. It is very important to maintain the
excellent quality of some of our best academic, pure have only just started this very recently. Can we not

do something like that which would create jobs in ourresearch, but, equally, I think it is important to see
whether there is more we can do with supporting manufacturing industry which is as bad as it is? I

would just like to say one more thing. If Britain, as aapplied research that may be closer to potential
business development and exploitation. leading member of the EU, cannot set the tone in



3212539009 Page Type [E] 09-03-06 13:13:47 Pag Table: LOENEW PPSysB Unit: PAG9

158 a european strategy for jobs and growth: evidence

7 February 2006 John Healey and Mr Andrew Field

round about the middle of the 20th century. This is aareas other than the service industry, which we are
longstanding, deeply entrenched problem that wegrowing quite considerably, is it not possible that
now see we have to confront and we are now tryingwe can again set some new parameters in
to tackle—and it is a long-term challenge that it willmanufacturing?
take some time to do. I am more sanguine about theJohn Healey: First of all, if Lisbon and the priorities
progress we are making. If you look at one of thefor stronger growth and jobs in Europe are not just
main productivity indicators of output per worker,to be wishful thinking, as you suggest, it is the
since 1995 we have overtaken Japan; we have closedimplementation of the individual Member State
the gap with Germany; we have halved the gap withplans that matters. The Commission came to the
France. Since 1997, Britain is the only G7 countrysame conclusion in their report. In paragraph 4.1,
not to have seen a widening of our productivity gapthey said, “EVective implementation of the National
with the US. When you put that alongside the factReform Programmes and their contribution to
that we also have very high employment levels, Igrowth and jobs must now become the prime focus of
think the productivity performance of Britain isattention.” The competence to do so and the
something that we can and must improve, but it is notappropriateness of designing and then delivering
something to dismiss. Because, if you look at thepolicies must rest with the Member States. On
productivity of output per person of working agemanufacturing, there clearly are some things which it
(which is essentially a measure of how well anis important for us to do and which we are doing as
economy in the country is using its full laboura government, to support the companies that are in
resources) then our productivity in those terms isour manufacturing sector. It is the case that our
ahead of Germany and ahead of France as well.Research and Development Tax Credit now has
Lord Steinberg: I am not saying this with anyclaims against it for potentially £1.5 billion. Because
disrespect, but it may be that you are wearing rose-80 per cent of private sector R&D takes place in
tinted glasses when you say that. The simple fact ismanufacturing, that is particularly of benefit to our
that our unemployment levels are increasing. I ammanufacturing companies, particularly designed to
quite sure you could produce statistics in each ageencourage the sort of investment and activity that is
group showing a number of benefits. What I ammost likely to make them competitive for the long
saying is getting back to the fact that the Lisbonterm. Each of our regional development agencies has
Agenda does not appear to be doing anything fornow set up a manufacturing advisory service for their
Britain.manufacturing companies, particularly dedicating a

specific form of business support in their regions.
Those are all for the good. Beyond that, there are two Q266 Lord Jordan: In terms of the goals that the
things. First, there are certain constraints, as you Lisbon Agenda was hoping to achieve, the outcomes
know, Lord Steinberg, within the EU State Aid rules were probably acknowledged as being disastrous.
that prevent governments simply shovelling funds What new elements in the re-launch are going to
towards certain companies, and, secondly, in the end, make a significant diVerence? The diversity across the
unless our companies in manufacturing do more to Union is an ideal laboratory for what is working and
innovate in the products, the processes, the services what is not in a globalised world. A multi-national
they supply, and unless we do more with the skills of company will ruthlessly exploit what it saw as
the workforces that they employ, unless we do more winning formulas. What is being done by the British
to promote and support the export and sale of the Government and the rest of the European Union
goods they produce, then we are likely to suVer with actively to promote what they can see are winning
what we can now see is very clearly, inevitably, a very formulas, and to try and discard what are clearly
strong move from many of the developing economies failing policies within the European Union?
into not just manufacturing products but the same John Healey: There are two main questions there, if I
sort of value-added territory which we have been in may take the liberty of summarising them. What is
in Britain. You started on productivity and you also going to make the diVerence? What is going to make
touched on employment. It is the case, in Britain, the diVerence is some of the main features in which I
that, alongside Denmark and Sweden, we are the suggested we had seen some progress under the UK
only EU 25 Member State that meets all three of the Presidency. Moves towards completing the internal
employment target levels: overall employment rate; market; moves towards seeing a stronger competition
lone parent employment rate; workers-over-50 policy, particularly in energy and financial services;
employment rate. On productivity, you are moves to see a better and diVerent system of
absolutely right, to the extent we have had in Britain regulation with the European Commission playing
historically poor performance. We have lagged its part. We are in a situation now where
behind the US on productivity, frankly, since around commissioners in Europe are being praised for
the start of the 20th century. We have lagged in withdrawing regulations and directives rather than

producing them. They are getting praised forproductivity terms with France and Germany from
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you are looking for examples where Britain can feelsimplifying them and scrutinising them, in a way that
that we are leading the arguments and, to somehas not happened before. That is an important
extent, leading the practice, are important, and we seeprocedure. In terms of learning from the experience,
them reflected increasingly in the debate and some ofas you say, the membership of the 25 is a very good
the approaches that are taking place in Europe. Onopportunity for all the Member States to be
skills specifically, no. Skills—and I speak as the Adultcoordinated in the right way. There, the sorts of
Skills Minister, the first one that was appointed byjudgments that the Commission can make of our
the Government—have always been the Achilles heelNational Reform Programmes, which they do in
of the British economy. If you look at the figures, ourtheir APR, are important, but that is only one side of
higher education and university level skills are good.it because, actually, the process which I have stressed
Our education level at that level is good. We are notand on which we laid such emphasis with the
yet competitive enough—which I think is anECOFIN ministers in December—reviewing what
economic diYculty for us—at our intermediate,was in the Action Plans peer to peer, if you like,
particularly technical level skills, and there is a longcountry to country—is important because it is in that
tail of British employers who simply do not train andway that I think you help build a consensus but you
invest in their workforce. The third very serious andalso help reinforce the challenge. Rather than
longstanding weakness with the skills profile in thisspecifying rigidly at the European level what must
country—which is the product of all governments intake place in each of those 25, you encourage the best
the past—is the large proportion of adults in thisopportunity of learning through best practice what is
country who simply cannot read, write and add-up toworking, allowing Member States to adapt what
the level that we now expect of an 11 year old. That,seems to be working in one Member State to their
to my mind, is a scandal which finally we are startingown particular circumstances, which clearly are not
to tackle. Over the last six years we have seen moreidentical and cannot simply be replicated.
than one million adults raise their literacy and
numeracy skills to that level, but we still have a good
deal further to go. Quite honestly, 70 per cent of theQ267 Lord Jones: The Minister, in his opening
2020 British workforce have already left education,remarks, rightly emphasised the seriousness of the
so raising the standards in our schools is importantglobal challenges. Is there a good example in Europe
for the longer term but actually we have a large groupof meeting the global industrial challenge, and,
of adults, half of whom are in the workforce already,moreover, a good example in which Britain is taking
without the sort of skills that will increasinglythe lead? Are there successes in which Britain may be
become the key to their job security in the future;engaged or Europe may be engaged in terms of the
increasingly the key for their employer being able toglobal challenge that entail growth and jobs? Allied
say, “Right, the demands of my workplace areto that, in your National Reform Programme you
constantly changing, I need you to re-skill constantlyhave some very important paragraphs on skills. You
to match that.” Typically, now, someone leaving full-emphasise important challenges on skills. Are we
time education will probably change their job sevengood enough in our country in terms of skill in
times during their working life. The imperative forrelation to our European competitors, let alone the
skilling and re-skilling constantly through theEuropean problem in terms of global challenges?
working life is very clear. Here, I think you have one,John Healey: Britain leading the way. If you look at
if you like, of the touchstones of the Lisbon Agenda,the comparative studies which organisations like the
and it features, as you quite rightly say, Lord Jones,OECD and the World Bank and the IMF have done,
very strongly in our NRP. In a modern economy,then consistently in recent years they have identified
with the increasing global pressures, we cannotthe British economy for two things. One is an
simply protect companies or jobs from the force andunprecedented degree of stability, with a framework eVects of competition. We can make sure that we

for macroeconomic and fiscal management which support workers adequately to deal with those sorts
has been held up as an example to others. The second of pressures, support them adequately to balance
thing we consistently are recognised for is the their home and working lives, support them
competition policy which we have put in place over adequately with the training and skills they need, but,
the last five to eight years—essentially, tough, also, if they are out of work, support them adequately
independent competition authorities, the OFT, with with the advice, the information, the support to find
the ability to make its own inquiries and refer to the work and to carry on working. In the end, that old,
Competition Commission anti-competitive practices. perhaps, notion of a job for life, in this day and age
Thirdly—and this is more recent, and, in a sense, the needs to be replaced with the idea of employability
jury is still out because we have to demonstrate that for life.
we can deliver on what we aspire to deliver—is
improving the way that we produce regulation in this Q268 Lord Jones: In Europe does the Treasury point
country and reducing, where we can, some of the out to a British manufacturing success? Do we have

one?costs of complying with it. All those things, I think, if
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Q270 Lord Inglewood: That is what I always said!John Healey: You will know better than anyone in this
John Healey: I see our Action Plan less as one that isroom, Lord Jones, the success, for instance, of our
sanguine and more as one that is challenging. If youaerospace industry. Lord Jordan will know this as
look at the areas which we particularly dwell on andwell. We have certain world-leading companies and
give priority to, they are all areas in which we are justcertain world-leading sectors in this country, both in
not doing well enough. In research and developmentmanufacturing products and in services too. I think
we have introduced this ten-year Science andpart of our economic aspiration must be to try to see,
Innovation Framework precisely because our level ofwhere we do have the strengths, that we remain ahead
R&D, private and public, is only 1.9 per cent of GDP.over the next decade or two—particularly as we are
It needs to be agood dealhigher. Yes, government canfaced with an intensifying level of competition and
make a significant contribution to that, and theeconomic emergence from some developing
Chancellor is investinganextra£1billionover thenextcountries. few years into that, but the success of this will be
raising the levels of private investment in research,
development and innovation. The fact that we have
highlighted the challenge of innovation, science andQ269 Lord Inglewood: Could we go back to a
R&D in the NRP, for instance, is in part because it isquestionofLordKerr’s.Hesaid that theUKNational
an economic essential to compete eVectively and forReform Programme was quite sanguine and positive
our companies to compete eVectively in the future,about everything that was going on in this country,
but it is also an area in which we are simply not doingbut I would like to ask you this: We cannot be doing
well enough. If you look at our concern about theabsolutely everything completely right, what are the
levels of labour market inactivity in this countrymost diYcult bits? What do you find the most irksome
and John Hutton’s launch of the Green Paperbits of this? Where we have problems, what is
recently, it is precisely because we havehappening? Is the Commission getting on to us? Are
2.7millionpeoplewhoareofworkingagebutnot even

other Member States saying, “You’re not good looking for work, not connected with the world of
enough”? If they do, what is our reaction? Are we work, that we need to do a lot more and we need to do
saying, “Interfering busybodies,” or are we a lot better. That is why you saw him set the target to
responding. Again, when we do respond—to come get one million of those people—who say they want to
back to the question that has been raised before about work—back into work over a ten-year period. As
having a minister responsible for this—who is leading Lord Jones said, skills feature in our National Action
the chargeof trying to dealwith things thatmaybe less Plan precisely because we do not yet have the level of
thangood? Imust confess, Idofindthe responseabout skills that we need now, let alone the level of skills that
the fact that the Lisbon Agenda straddles several we are going increasingly to require in the future. I
departments a rather curious one for sayingwe should would say that our NRP is precisely marking out the
not then have a minister taking responsibility for it. areas that are important, precisely the areas that

require us to do a lot better. You have been a minister,My memory is that we have a series of ministers
you will know the strengths and the shortcomings ofresponsible for de-regulation across departmental
the Cabinet and the Cabinet committee system,boundaries. Ionce, briefly,was charged withbeing the
Lord Inglewood. In many ways, if you are lookingminister to try to raise the standard of contemporary
for, in practice, a driver of this setarchitecture of government buildings. It happens to
of economic reforms spanning the diVerenthavebeenacomplete failure—well,notconspicuously
departments andpolicyareasover the last few years, itsuccessful, anyway—but my job was to go around
has generally been, the Chancellor who has set thedepartments and try to make sure they built things
pace on this—quite properly, because, in the end, thisslightly better—and, therefore, no doubt, the
is about economic reform and he is our economics

Treasury would have said, slightly more expensive. I minister.
just do not think that is a good enough response,
frankly. Q271 Lord Inglewood: Can you say, therefore, the
John Healey: First of all, Lord Inglewood, could I Chancellor is the Minister with responsibility for this?
assure you that we are still grappling with some of the John Healey:Youcancertainly say thathe should take
same challenges as you when you were in government. credit for what has been achieved so far.
Better does not necessarily mean more expensive in Chairman: Thank you. That is a good place to stop.

Thank you very much, Minister.terms of—
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DELIVERING THE LISBON AND GOTHENBURG AGENDAS

Preface

This paper has been prepared as background information for the UK Presidency Conference “Regional and
Rural Development Programmes (2007–2013): Delivering the Lisbon and Gothenburg Agendas” to be held
in Newcastle-Gateshead, North East England, on 7–8 November 2005. The paper has been drafted by
Professor John Bachtler, Tobias Gross and Dr Irene McMaster of the European Policies Research Centre,
University of Strathclyde, Glasgow. The paper draws on the work of several EPRC research programmes,
notably projects funded under EoRPA (European Regional Policy Research Consortium) and IQ-Net
(Improving the Quality of Structural Funds Programming Through Exchange Of Experience), and the
authors acknowledge with thanks the contributions of EPRC colleagues and their helpful comments on earlier
versions of the paper.

The paper also draws on recent consultations with oYcials in a range of Member States who responded to a
questionnaire circulated prior to the Conference and whose contributions in providing background
information or draft versions of National Strategic Reference Frameworks are gratefully appreciated. The
views expressed in the paper, however, are those of the authors alone.

1. Introduction

In response to the lagging performance of the EU in growth and employment, the Spring 2005 European
Council agreed a relaunch of the Lisbon and Gothenburg strategies with a renewed commitment to a series
of economic, social and environmental objectives. In line with the objectives of the “growth and jobs” agenda,
the European Commission has proposed that the Structural and Cohesion Funds should target investments
in knowledge, innovation and research capacities, as well as better education and vocational training, and
economic infrastructure support to improve the attractiveness of Member States, regions and cities.

Many Member States have welcomed the European Commission’s proposals to strengthen the strategic focus
of Structural Funds and Rural Development spending on the Lisbon and Gothenburg agendas. Most
countries have already had bilateral discussions with the Commission on the draft Community Strategic
Guidelines for Rural Development and the draft Community Strategic Guidelines for Cohesion. All Member
States have started work on their National Strategic Reference Frameworks for the Structural Funds, as well
as initial planning for future Structural Funds and Rural Development Operational Programmes.

In this context, the UK Presidency Conference provides a timely opportunity to exchange views on the
development of National Frameworks and Operational Programmes and, more specifically, on how Member
States should adjust the thematic and geographic focus of future spending, in order to make the greatest
contribution to achieving the Lisbon and Gothenburg targets. It also provides an opportunity to share views
on how best to ensure consistency and complementarity between Cohesion policy and Rural Development
instruments.

The following paper provides background information for the Conference discussions. Its aim is to review the
state-of-play of the National Strategic Reference Frameworks (NSRFs) being prepared by EU25 Member
States and how they are responding to the Lisbon/Gothenburg strategies. The paper is based on EPRC
research on the preparations for the 2007–2013 period, supplemented by recent consultations with most
Member States on the latest situation regarding their NSRFs.

The paper begins with a summary of the policy context for the NSRFs at EU level with respect to the relaunch
of the Lisbon/Gothenburg strategies and the draft Community Strategic Guidelines (Section 2). It also
considers the existing experience with Structural Funds in promoting the Lisbon/Gothenburg agendas
1 The paper draws extensively on an EPRC paper: From Building Blocks to Negotiating Boxes: The Reform of EU Cohesion Policy by J

Bachtler and F Wishlade, European Policy Research Papers, No 57, European Policies Research Centre, University of Strathclyde
(forthcoming, November 2005).
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(Section 3). The paper then outlines how the preparation of the NSRFs has been undertaken among Member
States in terms of timetable and strategy development processes (Section 4). It also examines the likely content
of the NSRFs (Section 5), although the specific strategic objectives and priorities are still unclear in many
Member States. The paper concludes with issues and questions to emerge from the NSRF preparation process
(Section 6).

2. The Lisbon and Gothenburg Strategies

2.1 Relaunching the Strategies

The Lisbon Strategy was launched in March 2000 as an ambitious agenda of reforms to make the EU the
“most competitive and dynamic knowledge economy in the world”. An environmental dimension was added
through the EU Sustainable Development Strategy, with objectives relating to climate change, sustainable
transport, public health and resource management, at the Gothenburg Council in June 2001.

Successive Spring Councils have indicated the slow response of the EU in meeting the Lisbon objectives and,
in particular, the mixed record of achievement among Member States. Notwithstanding some successes in
areas such as pensions reform, financial services and network industries,2 the targets for growth and
employment are far from being met, constrained by diYcult economic conditions in parts of the EU. Criticisms
have also been levelled at the policy coherence3 and governance arrangements4 of the Lisbon strategy, the
insuYcient attention given to reforms of agriculture and trade5, the need to give greater recognition to the
diVerent time horizons of diVerent elements of the strategy (deregulation, integration, technology diVusion)6,
the potential conflicts in targets and the limited rote of the EU institutions to support the strategy.

With respect to the Gothenburg strategy, important progress has been made towards Kyoto targets through
the development of an emissions trading system and promoting the use of environmental technologies.
However, the main concerns are that sustainable development has been inadequately recognised as a central
part of growth strategies, the reform of tax systems and subsidies to integrate environmental considerations
has been slow, and the potential for financial markets to underpin sustainable development has not been
suYciently exploited.

In its 2005 report to the Spring Council, the Commission’s assessment of progress restated the lagging
performance of the EU in growth and employment, the variable impact on productivity, the virtual cessation
of eVorts to achieve product market integration and continued problems in meeting commitments on social
cohesion and environmental issues.9 The costs of not achieving the Lisbon goals were reinforced by
Commission research showing the macro-economic impact of product and labour market reforms, combined
with increased knowledge investments, to be an increase in potential EU GDP growth of 0.75 per cent per year
(7–8 per cent over a 10-year period).

The renewal of the Lisbon/Gothenburg agenda was given impetus under the Irish Presidency, in particular
with agreement for a high-level group under Wim Kok to consider how further progress might be made. The
Kok Report11 was published under the Dutch Presidency, and some of the recommendations were
immediately taken up by the European Council and Ecofin meetings in November 2004, emphasising the
importance of the Kok priorities (knowledge society, internal market, business climate, labour market,
environmental sustainability), the role of the Broad Economic Policy Guidelines (BEPG), multilateral
surveillance, national performance benchmarking and fiscal consolidation.
2 Murray A and Wantin A (2005) The Lisbon scorecard V: Can Europe compete? Centre for European Reform, London.
3 Kohler W (2005, forthcoming) The “Lisbon Goal” of the EU: Rhetoric or Substance? Journal of Industry Competition and Trade.
4 Creel J, Laurent E and Le Cacheux (2005) Delegation in Inconsistency: The “Lisbon Strategy” Record as an Institutional Failure, Paper

to the Jean-Monnet Workshop in European macroeconomics, Università di Siena, 6–8 May 2005, Observatoire Francais des
Conjonctures Èconomiques, Paris.

5 Cameron G (2005) Economic Policies for Growth and Employment, Paper prepared for WIFO, the Austrian Institute for Economic
Research, Department of Economics, University of Oxford.

6 Guerrieri P, Maggi B, Meliciani V and Padoan P C (2005) Technology DiVusion, Services and Endogenous Growth in Europe: Is the Lisbon
Strategy Useful? IMF Working Paper, WP/05/103, International Monetary Fund.

7 Begg I (2004) How to Get the Lisbon Strategy Back on Track, Intereconomics, March/April 2005, 40(2), 56–59.
8 From Here to Sustainability—Is the Lisbon/Goteborg agenda delivering? EPSD—European Panel on Sustainable Development, Report

no. 1, 2004-12-01, www.gmv.chalmers.se/epsd
9 Working together for growth and jobs: a new start for the Lisbon Strategy, Communication to the Spring European Council, Brussels,

2.2.2005, COM(2005) 24. Commission StaV Working Document in support of the report from the Commission to the Spring European
Council, 22–23 March 2005, on the Lisbon Strategy of economic, social and environmental renewal, Brussels, 28 January 2005,
SEC(2005) 160.

10 The economic costs of non-Lisbon: A survey of the literature on the economic impact of Lisbon-type reforms, European Economy
Occasional Papers No 16, Directorate-General for Economic and Financial AVairs, Brussels, March 2005.

11 Facing the Challenge: The Lisbon strategy for growth and employment, Report from the High Level Group chaired by Wim Kok, OYce
for OYcial Publications of the European Communities, Luxembourg, November 2004
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At the Spring 2005 Council, Member States agreed to refocus eVorts on growth and employment and achieve
greater mobilisation of national and Community resources (including Cohesion policy) on the economic,
social and environmental objectives of the strategy, based on three strands: knowledge and innovation as an
engine of sustainable growth; making Europe an attractive place to live and work; and social cohesion.12 The
Council approved the “Integrated Guidelines for Growth and Jobs” (2005–2008), comprising the BEPG and
Employment Guidelines, as a basis for coordinating macro-economic, micro-economic and employment
policies around 23 integrated actions (see Box 1).13 These objectives were complemented by the decision to
have a three-year governance cycle, with annual reports on progress.

Box 1: Integrated Guidelines for Growth and Jobs (2005–2008)

Macroeconomic Guidelines

1. To secure economic stability

2. To safeguard economic sustainability

3. To promote an eYcient allocation of resources

4. To promote greater consistency between macroeconomics and structural policies

5. To ensure that wage developments contribute to macroeconomic stability and growth

6. To contribute to a dynamic and well-functioning EMU

Microeconomic Guidelines

7. To extend and deepen the internal market

8. To ensure open and competitive markets

9. To create a more attractive business environment

10. To promote a more entrepreneurial culture and create a supportive environment for SMEs

11. To expand and improve European infrastructure and complete priority cross-border projects

12. To increase and improve investment in RECD

13. To facilitate innovation and the uptake of ICT

14. To encourage the sustainable use of resources and strengthen the synergies between environmental
protection and growth

15. To contribute to a strong industrial base

Employment Guidelines

16. To implement employment policies aiming at achieving full employment, improving quality and
productivity at work, and strengthening social and territorial cohesion

17. To promote a lifecycle approach to work

18. To ensure inclusive labour markets for job-seekers and disadvantaged people

19. To improve matching of labour market needs

20. To promote flexibility combined with employment security and reduce labour market segmentation

21. To ensure employment-friendly wage and other labour cost developments

22. To expand and improve investment in human capital

23. To adapt education and training systems in response to new skill requirements.

Source: COM(2005) 141 op cit

2.2 Community Strategic Guidelines for Cohesion

The contribution of EU Cohesion policy to Lisbon/Gothenburg is incorporated in the strategic approach to
cohesion foreseen under the draft Council Regulations for the 2007–2013 period. At the apex of the proposed
12 Presidency Conclusions of the Brussels European Council, 22–23 March 2005, Council of the European Union, Brussels, CONCL 1.
13 Integrated Guidelines for Growth and Jobs, Commission recommendation and proposal for a Council decision, Brussels, 12 April 2005,

COM(2005) 141 final.
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new planning system are the Community Strategic Guidelines for Cohesion (CSG) drafted by the
Commission. The preparation for the CSG was initiated by a Commission non-paper in January 2005,
outlining “10 issues of Community interest for Cohesion policy”, and providing a starting point for bilateral
discussions with the Member States over the period January–April.14 Following the bilateral meetings and a
discussion at the Informal Meeting of Regional Policy Ministers in May, the Commission formally published
its proposals for the Community Strategic Guidelines (see Box 2).15

Box 2: Commission proposals for the Community Strategic Guidelines

1. Making Europe and its Regions More Attractive Places to Live and Work

— Expand and improve transport infrastructure

— Strengthen synergies between environmental protection and growth

— Address Europe’s intensive use of traditional energy sources

2. Improving Knowledge and Innovation for Growth

— Increase and improve investment in RTD

— Facilitate innovation and promote entrepreneurship

— Promote the information society for all

— Improve access to finance

3. More and Better Jobs

— Attract and retain more people in employment and modernise social protection systems

— Improve adaptability of workers and enterprises and the flexibility of the labour market

— Increase investment in human capital through better education and skills

— Develop eVective administrative capacity

— Help maintain a healthy labour force

The CSG were based on the Integrated Guidelines for Growth and Jobs, focusing on ways in which Cohesion
policy could make a contribution to the Lisbon/Gothenburg priorities. In this context, the CSG proposed
targeting resources on three priorities: improving the attractiveness of Member States, regions and cities;
encouraging innovation; entrepreneurship and the growth of the knowledge economy; and creating more and
better jobs. Further, although not listed under the Guidelines, the Commission paper advocated taking more
account of the territorial dimension of Cohesion policies.

There has been a broadly positive reception for the CSG from many Member States. In general, the Guidelines
are perceived to be in line with national thinking on regional policy and national development strategies. This
applies particularly to Austria, Belgium, Finland, France, Netherlands, Sweden and the United Kingdom,
where the CSG correspond to national strategic foci on innovation and increasing competitiveness. The
strategic approach to cohesion is regarded favourably in helping to establish a “vertical hierarchy” to policy
and policymaking (Netherlands) and to facilitate coordination with the Lisbon and Gothenburg agendas
(Italy and Sweden). The approach is also seen as useful by new Member States in order to prevent the
politicisation of EU funding, and to ensure a clear focus on strategic economic development needs. EU15
Member States losing funding also see the value of a NSRF in assisting the eVective and eYcient prioritisation
of resource allocation.

Not all Member States are entirely comfortable with the CSG. Germany has, in principle, consistently
opposed the CSG/NSRF approach, arguing that the Lisbon strategy is a matter that mainly needs to be
addressed by Member State action and primarily through structural reforms; Lisbon is also not regarded as
being directly relevant to structurally weak regions. Ireland and Italy have expressed concern at the “excessive
focus” on Lisbon, an issue relevant for some new Member States which consider that the CSG are not well-
aligned with national development needs. The breadth and generality of the CSG has been criticised by some
countries (Germany, Italy, Spain), although for others it is in danger of being too prescriptive (Netherlands,
UK). Individual countries have drawn attention to omissions or insuYcient attention given to particular
14 European Commission (2005) Working Document of the services of the Commission on the Community Strategic guidelines 2007–2013,

Commission of the European Communities, Brussels.
15 Cohesion Policy in Support of Growth and Jobs: Community Strategic Guidelines, 2007-2013, Communication from the Commission,

Brussels, 7 July 2005, COM(2005) 0299.
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national concerns, such as: sparsely-populated areas, external borders, ageing (Finland); community
economic development, employment and skills (UK); infrastructure investment, human resource
development, tourism, and urban development (Latvia, Lithuania); and housing renovation, renewable
energy and active labour market policies (Hungary). Other issues still being debated are the diVerentiation in
priorities between the Convergence and Regional Competitiveness and Employment objectives, the definition
of territorial cohesion and its implementation, and governance issues and the involvement of partners in
programme preparation.

3. Delivering Lisbon/Gothenburg through Structural Funds: 2000–2006

The programming for the current generation of Structural Funds programmes pre-dated the Lisbon and
Gothenburg agendas. Nevertheless, it is clear that the current programmes are already making a considerable
contribution to the objectives of both strategies. Equally, in both areas there are limitations on the role of the
Structural Funds, reflecting diVerences in objectives and institutional tensions.

3.1 Lisbon

With respect to EU Cohesion policy, research has shown that Structural Funds already contribute (implicitly)
to the goals of the Lisbon strategiest16. There is clearly some congruence between the objectives of Lisbon/
Gothenburg and those of the Structural Funds with respect to economic growth, high employment and low
unemployment. Most Lisbon investment themes are present in Structural Funds programmes, in particular
investment related to employment, IT infrastructure, RED, business development, human resources and
social inclusion.

In many regions, the research found that a significant proportion of Structural Funds expenditure in the
current programmes may be relevant to the Lisbon goals (see Table 1). The share of Structural Funds support
allocated directly to the fields relevant for Lisbon is frequently above 50 per cent in Objective 2 regions, rising
to more than 80 per cent in some case study regions (such as Satakunta and Aquitaine). Much less is spent on
Lisbon-type interventions in Objective 1 regions (such as Attica, Campania and Extremadura) where relevant
expenditure ranges between 18 and 33 per cent. There is an apparent partial relationship between levels of
regional prosperity and levels of spending on Lisbon; for some of the more undeveloped regions, Lisbon-type
interventions are considered less important than spending on basic infrastructure (although this depends on
how Lisbon is defined).

TABLE 1

STRUCTURAL FUNDS ALLOCATIONS RELEVANT TO LISBON OBJECTIVES

Share of funding relevant for GDP per capita in PPS,
Country Lisbon objectives, in % 2001, EU15 % 100

Finland—Satakunta 85 98
France—Aquitaine 83 95
Denmark—Bornholm 80 82
Sweden—Norra Norrland 78 93
UK—Western Scotland 68 94
Germany—Sachsen Anhalt 67 66
Germany (excl ex-GDR) 56 110
Ireland 42 129
Greece 39 74
Spain—Extremadura 32 54
Portugal—Norte 28 57
Italy—Campania 26 65
Portugal 21 77
Greece—Attica 18 71

Source: Danish Technological Institute, 2005, pp 7–8; Eurostat Regional Database, 2005.
16 Thematic Evaluation of the Structural Funds’ Contribution to the Lisbon Strategy: Synthesis Report, Report to the European

Commission (DG Regio), Danish Technological Institute.
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This illustrates the tensions between Structural Funds and Lisbon in the prioritisation of investment
(see Table 2). There are also broader diVerences in the importance accorded to economic growth and economic
and social cohesion. Whereas the Lisbon agenda is primarily concerned with achieving a higher aggregate EU
rate of growth, the Structural Funds focus mainly on structurally weaker regions. While the governance of
Lisbon is top-down and centralised, the approach to designing and delivering Structural Funds interventions
is decentralised in many Member States.

TABLE 2

DIFFERENCES AND TENSIONS BETWEEN STRUCTURAL FUNDS AND LISBON

DiVerences Lisbon Agenda Structural Funds

Spatial dimensions of objectives Insignificant Very significant
Character of objectives Broad and operational Broad
Formulation of operational objectives Centralised Decentralised
Governance instruments Weak Strong
Significance of physical infrastructure Low High

Source: Danish Technological Institute

3.2 Gothenburg

As with Lisbon, there is some complementarity between the Gothenburg agenda and Structural Funds
objectives with respect to environmentally sustainable development. For the current period, the 1999 Council
Regulations required sustainable development to be mainstreamed in Structural Funds as a “horizontal
theme” (along with equal opportunities). Interpreted mostly as relating to environmental sustainability, this
significantly increased the profile of environmental issues within the programming process, with better
environmental analyses and stronger strategic commitments within CSFs and SPDs. At a minimum, more
programmes were prompted to take “positive action” at priority or measure level to improve environmental
awareness, reduce environmental pollution, increase the use of sustainable business practices and technologies
or maintain the cultural and environmental heritage. In a limited number of cases, attempts were made to
integrate environmental sustainability into all aspects of programme management and delivery.17

With respect to financial allocations, DG Regio statistics suggest that ƒ26.1 billion of Objective 1 and 2
expenditure (14.4 per cent of total Structural Funds) in the current period has been allocated to environmental
infrastructure and protection, environmental technologies and the rehabilitation of industrial sites.18 A more
detailed study of 26 Nordic Structural Funds programmes (acknowledged to be among the leaders in
sustainable development) found that only 11 programmes allocated more than 15 per cent of their budgets to
environmental purposes.19 In expenditure terms, investment in environmental sustainability appears to be of
greater significance in lagging regions than in relatively more prosperous regions.20

The main criticism of the current programmes is that few attempts have been made to take a strategic approach
to integrating economic, social and environmental factors, in particular to understand the key trade-oVs
between the diVerent types of capital. For example, research has suggested that, while the Structural Funds
have led to improved resource eYciency (measured with respect to labour and energy), this has not been able
to avoid or compensate for trade-oVs with natural capital, such as the direct contributions of Structural Funds
to increases in pollution (measured through greenhouse gases and SO2).21

3.3 Structural Funds interventions on Lisbon/Gothenburg themes

Apart from the overall strategic orientations and financial allocations of programmes, a further aspect of note
is the way in which Structural Funds interventions relevant to Lisbon/Gothenburg have been evolving. Over
successive programming periods, Structural Funds programmes have progressed from providing relatively
generic support to improve the stock of economic and human capital (such as basic infrastructure support,
17 Taylor S, Polverari L and Raines P (2001) Mainstreaming the Horizontal Themes into Structural Fund Programming, IQ-Net Thematic

Paper 10(2), European Policies Research Centre, University of Strathclyde, Glasgow.
18 Competitiveness, sustainable development and cohesion in Europe: From Lisbon to Gothenburg, DG Regio, European Commission, 2003.
19 Clement K, Bradley K and Hansen M (2004) Environment and Sustainable Development Integration in the Nordic Structural Funds: An

Appraisal of Programming Documents, Nordregio, 2004.
20 Danish Technological Institute, 2005 op cit
21 GHK (2005) The Thematic Evaluation on the Contribution of the Structural Funds to Sustainable Development, Report to the European

Commission, DG Regio by GHK, PSO, IEEP, CE and National Evaluators.
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investment aid schemes, employment grants) to more applied and sophisticated interventions concerned with
improving the eYciency of the usage of capital. This applies, in particular, to Objective 2 programmes where
pre-conditions for economic development are largely in place.

Under headings relevant to Lisbon/Gothenburg—business competitiveness, employment, innovation and the
knowledge economy, sustainable development and accessibility—Table 3 illustrates the “basic” and “applied”
interventions co-funded by Structural Funds in recent years. Relevant particularly for EU15 Member States,
which will have less EU funding after 2006, it is notable how programmes have been using Structural Funds
to improve the integration of economic development support, for example linking technology centre facilities,
with technology transfer, brokerage services, access to finance, training and community awareness; or
combining human resource competence development with inter-firm cooperation and ICT. There is also more
emphasis on targeting—identifying and addressing gaps in the support system and focusing assistance on
specific groups—as well as investing in capacity to manage and deliver interventions.

TABLE 3

LISBON/GOTHENBURG MEASURES IN MEMBER STATE PROGRAMMES

Basic interventions Applied measures

Business competitiveness Business competitiveness
— general business investment support (often — inter-firm cooperation/business networks

through grant schemes), especially for new — advisory/counselling services (esp strategic
start-ups and SMEs planning, internationalisation)

— provision of premises, creation or equipping of — integrated, multi-service business support
business centres within business centres

— site (re)development/rehabilitation — targeted start-up support (university graduates,
young entrepreneurs, women, innovative
activities, employment-intensive growth areas)

— micro-enterprises and community enterprises
— access to finance

Employment Employment
— general skills-based training measures — targeted training for specific groups eg women,

(employed/unemployed) youth, disabled, immigrants
— sector-specific training programmes — development of new training methods
— investment in the training infrastructure — (ICT teaching techniques, distance learning,

HRD management)
— training related to innovation and ICT

Innovation and the knowledge economy Innovation and the knowledge economy
— investment in RTD infrastructure (science — integrated support (regional innovation

parks, technology centres, university facilities) — system approach)—research services,
— incentives for business R&D and innovation — entrepreneurship, training, business advice
— business-research links — broadening of business-research links

➱ innovation networks
— ICT: access/use by businesses (e-commerce),

communities, public sector
— access to specialist finance (risk capital, venture

capital, seed capital)
— environmental RTDI
— human capital—training of researchers

Environmental sustainability Environmental sustainability
— environmental infrastructure projects eg waste- — company-based environmental and energy

processing management
— clean-up and rehabilitation of derelict/ — development of green areas, outdoor space,

contaminated sites natural parks, protected areas
— protection/enhancement of areas of ecological — investment in renewable energy sources

interest — sustainable development management/
monitoring projects

— preservation of biodiversity/wildlife
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Basic interventions Applied measures

Accessibility Accessibility
— basic transport infrastructure—road and rail — secondary infrastructure links (feeder roads,

networks, ports, telecoms bottlenecks, missing links)
— development of multimodal and inter-modal

transport facilities
— logistics projects to improve use of physical/

ICT infrastructure
— improvement of transport-related services (eg

port services)
— information exchange networks (eg joint

municipal computer systems)

Source: EPRC research under IQ-Net (Improving the Quality of Structural Funds Programme Management
Through Exchange of Experience) www.eprc.strath.ac.uk/iqnet/default.cfm

4. Delivering Lisbon/Gothenburg: Preparation of the National Strategic Reference Frameworks

Looking forward to the 2007–2013 period, the programming of EU Cohesion policy interventions is being
undertaken in line with Community Strategic Guidelines that contain a strong commitment to Lisbon/
Gothenburg. This commitment is expected to be reflected, to varying degrees, in the National Strategic
Reference Frameworks.

The process of preparing the NSRFs is far from complete in most Member States. Indeed, in the absence of
an agreed budgetary or regulatory framework, the process has slowed in some countries, with most Member
States envisaging completion and submission of their NSRFs to the Commission in the first half of 2006. In
terms of relative progress, at one end of the spectrum are Austria, Malta, Poland and Slovakia, where the
NSRFs are well advanced, with first or second drafts completed, whereas for others detailed consultation and
preparation of a first draft is still under way.

There are two interesting features of the process. First, many Member States have undertaken extensive
analyses of strategic development needs and engaged in wide-ranging consultation across central government
departments and agencies as well as with regional authorities. This applies not just to those countries expecting
to receive sizeable receipts under Structural and Cohesion Funds (where detailed strategic planning would be
expected) but also to some Member States whose funding is likely to be much more limited. Second, several
Member States are taking the opportunity provided by the NSRF to create or update their own national
development strategies or plans to provide more policy coherence between EU and national policies for
economic development.

Member States have taken diVerent approaches to the preparation of the Frameworks. The process is mainly
top down in most of the new Member States, the EU15 Cohesion countries, Denmark, Ireland, Luxembourg
and the Netherlands. In these countries, central government has the lead role, with varying levels of formal
and informal consultative input from sub-national and other interests. In Ireland, for example, the NSRF is
being drafted by the Department of Finance, taking account of the views of the Regional Assembly executives
in the process. The same is true for the Netherlands, where the Ministry of Economic AVairs has been co-
ordinating inter-ministerial discussions at national level with a view to developing a draft of the NSRF which
can be discussed with the provincial authorities. In Denmark, the National Agency for Enterprise Et I-lousing
has hitherto undertaken the preparation of the NSRF itself, with an expectation of consulting the regions
(following local government reform) during Autumn 2005. Similarly, in Spain, the Framework is being drafted
by the Ministry of Economy and Finance, with various rounds of consultation with other government
ministries and the regions; and in Portugal, the NSRF is being developed by a national working group, with
some diagnostic input from the regions.

At the other end of the spectrum, the NSRF preparation process in Belgium is mainly bottom up. The Flanders
and Wallonia regions are preparing their own Frameworks; the extent of devolved administration in Belgium
requires them to consult with sub-regional authorities such as the provinces as part of the process.

Other Member States have a more collaborative process through joint working arrangements involving
central government and sub-national authorities. One of the more collective approaches to the NSRF is in
Austria, where the Framework—termed the “STRAT.AT”—is being elaborated by the Austrian Spatial
Planning Conference (ÖROK). Under the auspices of the ÖROK sub-committee for regional development all
federal ministries responsible for regional development as well as the nine Land governments and
representatives of the municipalities are involved in the process. Likewise in Finland an “NSRF Committee”,
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with representatives of national ministries and the regions, has been established to draft the Framework
through an iterative process of national and regional discussion. The process is running in parallel to a phase
of review and consultation on the post-2006 domestic regional development programmes, which should allow
greater alignment of national and EU programmes. Similarly, in Germany, the NSRF is being produced by
the federal government, led by the Federal Ministry of Finance, working in consultation with committees of
other ministries and the Länder. In the Czech Republic a steering and coordination committee (SCC) has been
set up which consists of nine ministries, and regional representatives as well as social and economic partners;
the SCC leads five thematic working groups, one financial and one horizontal working group.

In some Member States, the national government has taken a lead in defining the parameters of the NSRF
but with an important rote for sub-national authorities in determining the content of the Framework. In
France, for example, the DATAR has prepared a detailed road-map of consultation, with a view to ensuring
a coherent and structured process of drafting both the NSRF and OPs in partnership between the national and
regional authorities. Following consultations with “regional partnerships” and a series of regional meetings, a
first synthesis of the NSRF has been produced. The approach in Sweden is similar. Although the overall
strategic direction of the NSRF is being established by the Ministry of Industry, Employment and
Communications, in consultation with other government ministries, the starting point for the NSRF is
provided by the regional priorities in the Regional Development Programmes and Regional Growth
Programmes. A series of regional conferences is being held across the country in order to create a dialogue
between the local, regional and national levels which will guide the preparation of the Swedish Framework.

In the UK, a two-part approach to the NSRF has been adopted. The first section of the Framework is
strategic, comprising regional chapters from the Devolved Administrations and English Regions based on
their domestic regional development strategies (eg the Framework for Economic Development in Scotland and
A Winning Wales), with “light touch” coordination by the Department of Trade and Industry. The second
part of the NSRF would be more operational and drawn up by the Devolved Administrations and English
regions with detailed information on the anticipated policy priorities.

Finally, perhaps the most comprehensive process of strategy development is underway in Italy where the
NSRF will not limit itself to Structural Funds but will include a range of other national government policies.
Reflecting the recent trend in Italy for a more strategic and integrated approach to national and regional
development, the NSRF will be a single reference point for: (a) EU Cohesion policy; (b) national regional
policies implemented through the so-called Framework Programme Agreements (Accordi di Programma
Quadro) and Institutional Understandings (Intese Istituzionali); (c) rural development policies; and (d) other
policies relevant to achieving the Lisbon and Gothenburg objectives. This entire policy framework will be
aligned to the seven-year timetable of the Structural Funds.

The process of preparing the Italian NSRF involves multi-level, multi-institutional and cross-sectoral
partnership, overseen by the Ministry of Development and Cohesion. It encompasses three parallel processes:
the preparation of a joint national strategic document produced by a committee of national government
ministries; regional strategic documents produced by each of the regional administrations; and a Mezzogiorno
strategic document drafted by the Ministry of Economy Et Finance based on diagnoses and strategic options
of the constituent regions. These documents, which involve extensive consultation among the national and
regional stakeholders, will form the basis for the NSRF.

5. Delivering Lisbon/Gothenburg: Content of the NSRFs

At this stage, the content of the NSRFs is still unclear in many countries. However, based on consultations
with a range of Member States, it is possible to consider the approaches being taken using three broad
categories:

(a) Member States with Regional Competitiveness and Employment funding—where Lisbon/
Gothenburg interventions (narrowly defined) are likely to account for the majority of planned
Cohesion policy spending;

(b) Member States with a mix of Convergence and Regional Competitiveness and Employment
funding—where Lisbon/Gothenburg interventions are likely to account for a sizeable share of
planned Cohesion policy spending, but will not necessarily be the only focus of the programmes;

(c) Member States with Convergence funding—where Lisbon/Gothenburg interventions may account
for only part of planned Cohesion policy spending, and within specific regional or sectoral
programmes.

This type of categorisation is important not just for understanding the likely scale of spending on Lisbon/
Gothenburg actions, but also the types of interventions expected and the support needs of programmes.
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5.1 Regional competitiveness employment programmes

In several EU15 Member States, the 2007–2013 period will provide less EU Cohesion policy support, and most
or all of the funding will be through Structural Funds under the Regional Competitiveness and Employment
objective. In these countries—such as Austria, Denmark, Finland, France, the Netherlands, Sweden, United
Kingdom—as well as regions in western Germany, northern/central Italy—there is likely to be a very strong
correlation between the NSRFs and Lisbon/Gothenburg at both a strategic level and within the planned OPs.
Frameworks are likely to be designed around foci such as innovation, use of new technology, the quality of
human resources, entrepreneurship and sustainable development. Building on the experience of the current
period (see Section 3), emphasis will be placed on measures such as advisory/consultancy support, new
financial instruments, the utilisation of IT by target groups and for innovative applications, the development
of regional innovation networks, specialist training, and improved delivery of education and training.

As noted above, these are policy fields which are also the central themes of national regional development
policies for growth, employment and competitiveness. Many of the countries in this category have a long-
established territorial dimension to economic development, not just through regional policies but also through
regional innovation strategies, regional/urban cluster policies, and regional productivity, skills or
entrepreneurship initiatives. They also tend to have a range of specialist intermediaries and sophisticated
implementation systems for delivering such interventions. These Member States are therefore well-placed to
focus future Structural Funds programmes strongly on Lisbon/Gothenburg.

Case Study: The National Strategic Reference Framework of Austria

The Austrian NSRF (known as strat.at) has been produced through an extensive process of
consultation within the framework of ÖROK (Austrian Conference on Spatial Planning) and is now
in a third draft. Taking its lead from the CSG, strat.at has an overall strategic goal of “strengthening
regional economic competitiveness and locational attractiveness in order to improve the income and
employment of Austria’s regions”. This objective is divided into four priorities, each of which has a
series of “strategic action fields”:

1. Innovation and the regional knowledge economy: networks, cooperation, clusters and knowledge
transfer; business technology and Rat) support; innovation-oriented structural improvements in
enterprises; regional and infrastructure development for business, research and technology; the
utilisation and development of ICT; innovative tourism in rural areas; business start-up support and
further development of businesses; and innovative business finance.

2. Regional attractiveness and locational quality: public transport, infrastructure and logistics;
physical regional development; natural resources; energy-saving and renewable energies,
environmental investments; natural hazards and risk prevention.

3. Employment growth and workforce qualification: more employment for women, the elderly and
disadvantaged groups; flexibility, adaptability and social security of employees.

4. Territorial cooperation: border regions and cross-border development; transnational and
inter-regional cooperation.

In addition, the strategy embeds two particular horizontal issues: the specific character of territories
(urban and rural areas, mountain areas and border regions); and “governance” as a guiding principle
for implementation and further policy development. It is also worth noting that the strategy goes
beyond the interventions which are likely to be co-financed by the Structural Funds programmes.

There are two particular administrative challenges for these countries. First, there is the question of the
thematic focus of EU funding in the next period. In several countries, the use of Structural Funds in support
of Lisbon/Gothenburg would provide funding for sectoral policies (and government departments) that have
hitherto not been financed by EU Cohesion policy, giving rise to institutional tensions. Second, the spatial
focus of future funding has not yet been resolved, in particular whether to concentrate support on narrowly
defined areas or centres (such as the competitiveness poles in France) or across broader administrative regions.

5.2 Convergence/regional competitiveness programmes

In a second group of Member States, future EU Cohesion policy programmes will involve a mix of
Convergence, Phasing-in/out and Regional Competitiveness and Employment funding, reflecting continued
problems of under-development in some regions and restructuring/diversification needs in others. This applies
primarily to Greece, Portugal, Spain and (to a lesser extent) Ireland.



3212537001 Page Type [O] 09-03-06 13:14:12 Pag Table: LOENEW PPSysB Unit: PG10

171a european strategy for jobs and growth: evidence

In these Member States, previous Cohesion policy support has provided a good basis for development, but
some regions still suVer from deficits in infrastructure endowment and other pre-conditions for
competitiveness strategies. While current strategic thinking about the NSRFs attaches considerable
importance to Lisbon/Gothenburg, whose goals are also incorporated within national development plans,
interventions focusing on business competitiveness, entrepreneurship and the quality of human resources will
need to be accompanied by continued support for the development of basic infrastructure and more
generalised business investment and employment measures, under Structural Funds and the Cohesion Fund.

In this context, the administrative challenges in addressing Lisbon/Gothenburg are threefold:

(a) better coordination between EU and domestic policy interventions, in some cases by developing a
more strategic approach to national development planning, in tandem with the NSRF;

(b) greater involvement of the regions in the design and delivery of future Structural Funds strategies and
programmes; and

(c) the development of administration capacity for policy formulation and implementation and to
strengthen specialist intermediary bodies and implementation systems capable of delivering more
advanced interventions, especially at regional level.

Case Study: The National Strategic Reference Framework of Greece

The preparation of the NSRF is part of the broader national development planning process which
was launched in June 2004 and has involved a range of analytical proposals, studies and regional and
national development conferences over the past year. Although the overall NSRF objectives have
not yet been finalised, the process of consultation has identified six broad priority areas:

— Strengthening accessibility and services of general economic interest (development of transport,
communications and energy networks)

— Competitiveness, entrepreneurship and openness (investment, innovation, entrepreneurship,
RID, access to finance)

— Quality of life (environment, health, culture)

— Human resources development and employment

— Digital convergence/strengthening administrative capacity and reforming public
administration

— Territorial cooperation

The aims for the 2007–2013 programming period are to ensure a close relationship in the planning,
implementation and monitoring of the NSRF and the NDP to avoid the operation of parallel
systems, and to ensure consistency of strategic objectives/development axes with Lisbon/
Gothenburg. In addition, rationalisation of the structure for implementing EU Cohesion policy is
anticipated with fewer OPs and Managing Authorities and the creation of a Regional Development
Agency in each region to support beneficiaries.

5.3 Convergence programmes

The third group of countries comprises those countries which will benefit from EU Cohesion policy mostly or
wholly under the Convergence objective, ie virtually all of the new Member States. In most of these countries,
the specified aims of the draft NSRFs are coherent with Lisbon/Gothenburg, and the structure of priorities
or development axes uses the terminology of the CSG. This also reflects the existence of national, medium-
term strategic planning documents that have similar objectives relating to growth, competitiveness,
employment and sustainable development, such as national development plans (Hungary, Latvia, Poland),
state development strategies (Czech Republic, Lithuania) as well as the National Reform Programmes drawn
up to deliver the basic goals of the Lisbon Strategy.

However, this policy coherence reflects a broader conception of Lisbon/Gothenburg than in many EU15
countries. With the overriding policy goal being convergence, the main potential economic impact of
Cohesion policy is to provide additional funding for public investment in human and physical capital
(including public infrastructure), which can improve conditions for sustained productivity growth and
employment creation. The role of Cohesion policy is also seen as ensuring that the basic conditions for
business competitiveness are in place, via investment in environmental clean-up, water and waste water
systems, and an increased supply of skilled labour. Therefore, notwithstanding the strategic commitments to
innovation and the knowledge economy, entrepreneurship and the quality of human resources, it is clear that
in many countries, the largest allocations of funding will be to transport, telecoms and other physical
infrastructure, and environmental improvement.
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In drawing up the NSRFs, the new Member States face diYcult policy choices. Most countries have not yet
decided on the appropriate balance between addressing major, extensive infrastructure deficits and measures
having more immediate economic and social returns, or between national economic growth (competitiveness)
and reducing disparities (cohesion). A complicating factor in setting strategic priorities is growing regional and
sub-regional diVerentiation: the best performing regions are developing at a faster rate than the worst
performers. The question is whether EU funding to promote Lisbon/Gothenburg will be restricted to the
metropolitan regions, which have at least some of the necessary pre-conditions, while spending in other
regions is focused on addressing more basic investment needs.

The administrative challenges for the new Member States relate mainly to absorption capacity, in particular
the need to prepare an institutional framework for managing Structural and Cohesion Funds in the next
period, while ensuring the delivery of the current programme (notably with respect to spending). Reflecting
the debate on priorities, a further diYculty has been the coordination of divergent sectoral policy interests as
well as the profile accorded to regional policy. Regional and local authorities have been notable for their
absence from the planning and preparation of the NSRF. Policymakers will also have to manage the high
expectations of a range of societal groups with respect to the availability of public funding.

Case Study: The National Strategic Reference Framework of Poland

Poland has advanced further than most other countries in the preparation of a draft NSRF. It draws
on extensive analysis, consultation and assessment of current and previous EU programmes, as well
as the directions of state policy set out in a range of medium-term and long-term national strategy
documents relating to economy, employment, social inclusion, the development of civil society,
housing, tourism, culture development, healthcare, environment, transport, energy, science, RTDI,
information society and educational development. The strategic context also draws on a national
strategy for regional development and concept of national spatial planning, with the expectation of
strategies for Voivodship development being prepared by each of the 16 regions as a basis for
delivering the regional OPs.

The strategic goal of the NSRF is “to ensure that the economy will remain on a fast growth path,
following the improvement of competitiveness of regions and enterprises and increase of
employment, while ensuring a high level of social, economic and territorial cohesion”. The three
objectives contained within this goal (growth, competitiveness, cohesion) are accompanied by
output/impact indicators and translated into “development directions”:

— Strengthening the development potential of regions and structural transformation of rural areas

— Transport infrastructure

— Natural resources

— Innovation, investment, research and development

— Development of human resources and social capital

Further, the Polish NSRF also contains a draft financial allocation among the proposed 12 sectoral
OPs and the 16 Regional OPs.

Operational programmes Total (ƒm) EU (ƒm)

16 Regional OPs 37,443 21,602
OP Territorial cohesion and competitiveness of regions 3,621 2,786
OP Development of culture and preservation of cultural heritage 467 350
OP European Territorial Cooperation Programmes 1,634 1,225
OP Road infrastructure 17,902 8,454
OP Transport competitiveness 10,770 7,698
OP Environment 8,148 5,753
OP Innovation, investments 6,306 4,729
OP Science, modern technologies and information society 5,427 2,908
OP Education and skills 4,046 3,034
OP Employment and social inclusion 4,313 3,234
OP Civic society 563 338
OP EYcient and responsive administration 681 510
OP Technical Assistance 460 345
Total NSRF 101,178 62,967
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6. Conclusions and Issues for Discussion

Against a background of concern about growth and competitiveness in the EU, there is widespread
acknowledgement of the need for a more strategic approach to EU Cohesion policy. Although some countries
have important reservations about the CSG and NSRF, most regard the Frameworks as providing
opportunities for greater policy coherence between EU and national policies and a useful framework for
programming. The process of drawing up the NSRFs has encouraged strategic thinking, and (for some
countries) more thorough analysis and detailed and inclusive consultation than has been done previously. It
is also regarded as important for better coordination of institutional interests and finding compromises for
future economic development priorities; and it is considered useful for ensuring synergies and
complementarities between diVerent Cohesion policy and national policy instruments.

This paper has highlighted several issues which may provide a basis for discussion at the Conference.

1. A key constraint in the development of NSRFs is uncertainty about the EU policy context. The National
Strategic Reference Frameworks are being drawn up within uncertain strategic parameters—the lack of an
agreed budgetary framework and Regulations—which complicate the process of defining and balancing
priorities. The final shape and content of the CSG are also unclear. While the value of a strategic approach to
cohesion may be recognised, there are mixed views about the CSG; some of the concerns are political, others
relate to their value in guiding the prioritisation of funding allocations.

2. The Lisbon agenda is not universally appropriate. For new Member States, and some old Member States
also, there are perceived limits to the degree to which the Lisbon strategy is appropriate for current economic
development needs. In much of Central and Eastern Europe, the primary development goal is substantial
material investment in infrastructure and productive capacity, which is regarded as a basic pre-condition for
implementing Lisbon. This also applies to some EU15 countries such as Greece.

3. Several Member States are planning closer integration of national and EU strategies. This has generally
been the case for those countries benefiting from large Objective 1 funding, and will again apply in the case of
the future Cohesion countries (especially the new Member States). However, in countries such as Finland,
Italy, Sweden or the UK, there have often been significant diVerences in the past between the strategic
objectives and priorities of national and EU regional development programmes and strategies. Indeed, EU
programme priorities have tended to determine national funding priorities rather than vice versa. This is now
changing, partly because of the maturity of devolved or deconcentrated arrangements for regional
development. This trend should improve policy coherence and co-financing arrangements as well as providing
more opportunities for policy synergies to be exploited.

4. Notwithstanding this trend, there are major diVerences in the national policy frameworks and institutional
capacities of Member States. While some have pre-existing national development plans and strategies to
provide the basis for the NSRFs, others are working from a mix of disparate policies, strategies and annual
budget plans. One of the lessons learned about Structural Funds implementation over the past decade is the
importance of a “receptive institutional context” for interventions. This context, which includes issues such
as appropriate implementing bodies (operating at the required level) and adequate resources and competences
for project generation, appraisal and selection, applies in particular for interventions relating to innovation
and the knowledge economy and entrepreneurship.

5. A further question in developing NSRFs is the targeting of resources. This is a challenge for all Member
States receiving less funding, but particularly so for some of the Cohesion countries whose eligible areas and
funding allocations are likely to fall significantly in the 2007–2013 period. In several Member States, which
have so far enjoyed substantial spatial coverage and funding under Objective 1, such as Portugal, the key
challenges are how to manage:

(a) new policy targets—shifting funding from infrastructure to other priorities, notably those associated
with the knowledge economy, and more focused infrastructure spending;

(b) concentration—improving the eYciency of interventions through a “critical mass” of funding rather
than dispersing a lower level of resources over a wide range of projects and areas; and

(c) selectivity—more rigorous procedures for evaluating the impact of planned interventions to ensure
value for money from the available funding.

6. An issue for those Member States likely to receive most or all of their funding under the Regional
Competitiveness and Employment objective, is how to manage the geographical dimension of the EU funding.
In the absence of an EU-level designation of assisted areas, there will no predetermined spatial focus for
Structural Funds.22 On the one hand, this gives Member States more flexibility, but it also increases the
22 The ongoing debate over reforming the Regional Aid Guidelines creates more uncertainty, notably with respect to the role that business

aid can play in regional development strategies.
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pressure on them as the arbiters of funding allocations. The Commission’s advocacy of the territorial
dimension in the use of Structural Funds adds further complexity, as does the treatment of rural areas, now
being supported outside Structural Funds. In several Member States, there is an active debate between
regional policy interests, recommending a continued focus on the “problem areas”, and sectoral policy groups
preferring a broader “whole region/country” approach to RTDI interventions.

7. Finally, for new Member States, the issues of eYciency and eVectiveness are a particular challenge in
determining interventions, since there is only limited experience of Structural and Cohesion Funds.
Pre-accession tools provided essentially project-based financing, white the current 2004–2006 programmes are
still only at the commitment stage, and there is little feedback on how funded interventions are operating in
practice. There will be an on-going need for transfer of experience on “what works” both at the programming
stage and during the first years of managing and delivering the new generation of programmes.

November 2005

Memorandum by BDA Bundesvereinigung der Deutchen Arbeiterverbaende
(Umbrella Organisation of German Employer Organisations (German equivalent of the CBI))

The BDA is doing all it can to ensure that the Lisbon goals are reached both at national and international
level. The BDA welcomes the refocus of Lisbon on growth and jobs for only by means of more growth and
employment can the social and environmental goals of the EU be reached. Improving the competitiveness of
the EU’s economy is absolutely essential.

The Growth and Employment Guidelines which the Commission presented in April 2005 are a sound basis
for encouraging the EU back on to the path of economic growth. The reforms that Germany has started must
be implemented properly and the cutting of red tape must be pursued. The European institutions must
complement the national reform agendas of the Member States. The Commission’s Lisbon Action Plan which
the Commission proposed in July does not do this: it is not a consistent programme to strengthen EU
competitiveness and does not concentrate on growth and employment. Instead the Commission has given a
broad number of initiatives, some of which even contradict one another, the Lisbon label without making clear
how they will contribute to the EU’s competitiveness.

The BDA believes Member States and the European institutions must act decisively. Both at the national and
EU level we can no longer aVord mere rhetoric but need real reforming spirit.

Enclosed is the report we published with the Organisation of German Industry: Making Europe More
Competitive: Recommendations for European Policy action for the coming five years.

2 September 2005

MAKING EUROPE MORE COMPETITIVE

Recommendations for European policy action for the coming five years

Overview

The biggest enlargement in the history of the European Union took place on 1 May 2004 with the accession
of 10 new Member States. In order for the accession to be a success and for the opportunities presented by
enlargement to be optimally realised, it is essential that old and new Member States alike continue their reform
eVorts and transpose and apply in full the rules of the internal market.

The Lisbon reform agenda to promote growth, competitiveness and employment runs the risk of foundering.
If the ambitious objective agreed at the Lisbon summit in 2000 of making the European Union the most
competitive and dynamic knowledge-based economic region in the world by 2010 is to be achieved, the
Member States and the European institutions must act now.

Industry plays a key role in the competitiveness of the European economy. The European institutions must
focus more clearly than in the past on the competitiveness of European companies. An independent and
comprehensive impact assessment involving the sectors concerned must in future precede every legislative
procedure. What is needed is better regulation, not more regulation.

German business calls for compliance with the rules of the stability and growth pact. The Commission must
have the power to impose the rule of the pact, in particular with regard to initiating the excessive deficit
procedure. Governments in the eurozone and across the European Union must ensure eVective coordination
of their budget and economic policy. This is the only way that they provide the European Central Bank with
sustained support in achieving its task of ensuring stability.



3212537003 Page Type [O] 09-03-06 13:14:12 Pag Table: LOENEW PPSysB Unit: PG10

175a european strategy for jobs and growth: evidence

The political, cultural, economic and social diversity of the European Union has become even wider with
enlargement. Accordingly, legislative activity must take greater account of subsidiarity and proportionality.
Following enlargement and with a view to the numerous transition periods, the European acquis
communautaire needs to be consolidated. The accession countries have to continue to make progress in
application of existing internal market law. This means that moderation must be exercised regarding the
introduction of new rules.

Ten years after completion of the first internal market programme, the full potential of the internal market has
still not been realised. German business still gives absolute priority to maintaining and completing the internal
market. Special attention needs to be paid to opening network markets (energy, telecommunications,
transport) and services markets to competition. At the same time, it is important to avoid unbridled
harmonisation in areas which are disproportionate for the functioning of the internal market and for which
there are no explicit EU competences.

German business is in favour of a comprehensive and sustainable approach to environment policy at
European level. In this regard, account should be taken not only of ecological but also of economic objectives.
An acceptable approach to sustainability must not only serve the goal of environmental protection but also
give a response to economic, social and societal questions. The EU urgently needs to review its current climate
policy and its interaction with other climate-linked policy areas so that the international competitiveness of
European industry is not seriously damaged.

The social policy agenda for the period from 2005 onwards must take account of the particular circumstances
of EU enlargement and the Lisbon strategy, and the principle of applying rather than extending social
regulation. German business proposes a moratorium on all social legislation that imposes additional
obligations on companies. Companies in the new EU countries in particular must be given an opportunity to
apply the acquis communautaire on the ground. If this fails to materialise, there could be considerable
distortions of competition which would work to the particular disadvantage of much of the business fabric in
the old EU countries.

The European Union and its Member States must take an active stance on the challenges of demographic
ageing and persistent high unemployment with decisive reforms. In order to stimulate a sustainable increase
in the level of employment, reforms in social protection and insurance systems are essential to increase the
incentive to work and reduce non-wage labour costs. Flexible working arrangements are just as important as
investments in human capital. Structural reforms in the Member States are determinant for the success of the
Lisbon strategy.

Companies operating in a competitive environment need open markets. For that reason, the European Union
should work with determination for further dismantling of barriers to trade and investment in the framework
of WTO. Alongside trade in goods, liberalisation of international trade in services oVers great opportunities
not only to the European economy but also to partner countries.

I. Central challenges for Europe

The biggest enlargement in the history of the European Union took place on 1 May 2004 with the accession
of 10 new Member States. With more than 450 million inhabitants and an economy of around ƒ10 trillion,
the weight of the European internal market has now increased even further. However, the enlargement also
poses great challenges. In order for the accession to be a success and for the opportunities presented by
enlargement to be optimally realised, there is an urgent need for old and new Member States alike to continue
their reform eVorts and transpose and apply in full the rules of the internal market.

The Lisbon reform agenda to promote growth, competitiveness and employment must be implemented much
more consistently in the years ahead if the objective agreed at the Lisbon summit in 2000 of making the
European Union the most competitive and dynamic knowledge-based economic region in the world by 2010
is to be achieved. The accession of ten new Member States makes decisive implementation of the Lisbon
strategy all the more urgent. If the enlargement is to be a complete success for all Member States, the Member
States and the European institutions must act now.

German business believes that the following steps should have priority for the governments of Member States
and the European institutions in the coming five years.
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Make a Success of the Lisbon Strategy

The Lisbon strategy is at risk of running aground. The report submitted by the High Level Group headed by
Wim Kok to the EU summit on 5 November 2004, in preparation for the mid-term review of the reform
strategy due in March 2005, draws attention to the delivery gap already ascertained at the 2004 spring summit.
This is particularly the case for structural reforms at national level, strengthening of corporate competitiveness
and innovation capacity, promotion of growth and employment through deregulation and greater flexibility
on labour markets, and completion of the internal market. Instead of catching up, Europe has lost ground to
the USA and Asia.

Although a growing number of political players swear by the Lisbon strategy and the symbolic power of the
objective of making the EU the “most competitive and dynamic knowledge-based economy in the world” is
unbroken, there is a failure to concentrate on the agenda’s core themes. In the meantime, highly contradictory
objectives are being marshalled under the heading of the “Lisbon strategy”.

The Kok group’s analysis is the right one, but its recommendations lack consistency. At best, individual
proposals for the areas of knowledge society, internal market and business climate are convincing. Alongside
the necessary economic reforms, deregulation and reducing red tape must now be moved centre-stage. The
European Commission’s upcoming report on the Lisbon strategy is of particular importance in this respect.

Per capita GDP since the start of the Lisbon strategy23
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At their spring summit in March 2004, heads of state and government themselves came to the conclusion that
the reform process needs to be considerably speeded up if the objectives of the Lisbon strategy are to be
achieved by 2010. With the accession of 10 new countries, implementation of the Lisbon strategy has become
ever more urgent if the EU does not want to fall further behind its competitors on world markets.

— The credibility of the entire process stands or falls with the readiness of governments to tackle the
causes of economic weakness and high unemployment in the European Union. The strategy can only
be eVective if governments and the European institutions set priorities. Corporate competitiveness
and more wealth creation are determinant for all objectives of the Lisbon strategy.

— What is urgently needed now is a rethink of the real objectives of the strategy and the best way of
achieving them. Failure to strengthen the competitiveness of companies by ensuring suitable
framework conditions at national and European level, in particular by reducing the tax burden and
labour costs, would mean that the other important objectives of the strategy, sustainability and
social cohesion, could not be achieved either.

23 In PPS (purchasing power standard)—Estimate for the years 2003 to 2005.
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Exploit the Opportunities of EU Enlargement

Consumers and companies are already benefiting from the dynamic of the enlarged internal market with more
than 450 million people. The sharp increase in trade in goods, additional market opportunities and strategic
investments by many companies in the new EU countries are stimulating growth and employment. New
markets and procurement opportunities coupled with cost-eVective production locations have enabled
companies to build up competitive value-added chains. This is increasing Europe’s weight as an economic
region in global competition.

With enlargement, competition between locations in the European Union has increased. The tax burden on
citizens and companies in the new EU countries is often perceptibly lower than in the old EU Member States.
Much lower labour costs and labour markets that are sometimes more flexible add to the attractiveness of
investment locations in central and eastern Europe. In the context of the Lisbon strategy, it would be
completely wrong if the old EU Member States were to try to escape from this competition. Even without
enlargement, governments would have faced the challenge of carrying out structural reforms.

EU enlargement: increase brought about by the new Member States in per cent

Area                                          Population                                         GDP     

25

20

15

10

5

0

Source: Eurostat

The accession countries continue to have above-average growth rates. This is good for the entire European
Union and also provides jobs in Germany. However, great challenges still have to be tackled if the advantages
of enlargement are to be realised. In particular, these include even and complete application on EU law in the
new EU countries. There are still deficits in administrative structures and creation of eVective court structures.
Reliable framework conditions, the same competition rules and legal certainty are particularly important for
companies.

Since the internal market programme was announced, more than 500 directives and regulations have come
into force in the area of environment policy alone. To these can be added more than 230 legislative instruments
in the area of social policy which have brought Member States and companies to the limit in terms of
transposition and implementation. The Commission regularly reports on serious transposition deficits for
legislation in the internal market. The result is ineYciency and distortion of competition.

— The accession countries have to continue to make progress with application of existing internal
market law. German business therefore proposes a moratorium on all legislation in the area of social
policy with additional obligations for companies and would like to see moderation in new regulation
in the areas of environment and consumer policy. Companies in the new EU countries in particular
must be given an opportunity to apply the acquis communautaire on the ground. If this fails to
materialise, there could be considerable distortions of competition which would work to the
particular disadvantage of much of the business fabric in the old EU countries.

— For their part, the new Member States must endeavour to transpose and apply the EU acquis
communautaire in full as rapidly as possible. The deficits identified by the Commission must be
eliminated as quickly as possible.
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— Economic restructuring in the new EU countries, privatisation and opening of key markets must also
be pushed forward. Priority must be given to building infrastructure in the accession countries and
across borders, above all in the areas of transport and infrastructure. This will require solid co-
financing by Member States.

Transition periods for the new EU Member States

Number of Number of
Chapter transition periods Duration countries

Environment 56 2004–17 10
Taxation 49 until 2007 10
Transport 21 2 to 3 years 9
Competition 18 until 2011 6
Free movement of capital 11 5 to 12 years 7
Free movement of workers 8 2!3!2 years 8

Source: EU Commission/DG Enlargement.

Ensure Stability and Growth

Governments in the eurozone and across the European Union must ensure eVective coordination of their
budget and economic policies. Only in this way can they sustainably underpin the European Central Bank’s
stability mission. Heads of state and government adopted the stability and growth pact in 1997 in order to
ensure budget discipline in the economic and monetary union and to achieve balanced budgets in the medium
term. The recent debate on more flexible application undermines the credibility of the pact. It makes it more
diYcult for the European Central Bank to pursue a stability and growth-oriented monetary policy. An
internationally competitive interest level and price stability can only be ensured if governments work
consistently to consolidate their budgets. The European Central Bank rightly points out that it is the task of
the social partners to support its stability eVorts with a moderate pay policy and greater pay diVerentiation.

— Business calls decisively for the Commission to have the ability to act with regard to meeting the
goals of the stability and growth pact, in particular for initiation of the excessive deficit procedure.
Monetary-policy stability is not an end in itself. An appropriate interest rate, falling public deficits
and a high level of price stability are essential for sustainable growth and more employment in the
eurozone and the entire EU.

— In the context of stability policy, financing of the EU in the years ahead also has to be decided. The
increase in expenditure for the years to 2013 proposed by the Commission contradicts demands for
Member States to consolidate their own budgets. For that reason, reforms in the common
agricultural policy and a reorganisation of regional policy is essential. It would run counter to the
objectives of the Lisbon strategy if structural policy were to pursue redistribution objectives in the
first instance. Rather, resources must be deployed more eVectively, and allocations should
concentrate on the genuinely most needy regions.

— Following their accession, the new EU countries now face the issue of joining the economic and
monetary union. Despite sometimes considerable reform steps, weak points in the economic
fundamentals of most accession countries cannot be disregarded. When a decision on euro entry is
taken, the same standards met by the founder members must be applicable. This relates in particular
to meeting the convergence criteria for price and exchange-rate stability, interest rates and public
finances enshrined in the Maastricht treaty. Only a credible accession strategy will ensure long-term
success. Overhasty enlargement of the currency union holds high risks for the stability of the
eurozone. This would not be in the interests of old EU members or of the accession countries.

Industrial Policy: Strengthen Competitiveness in the EU

Industry plays a key role for the competitiveness of the European economy. The European Commission also
comes to this conclusion in its latest communication, which will serve as the basis for the policy to strengthen
industrial competitiveness called for by the Council. With modern production structures, products which are
technically often global leaders, eYcient, largely small or medium-sized suppliers and considerable export
successes, industry is a decisive factor for economic growth and an asset in international competition. Many
jobs, also in the service sector, depend on the success of industry on national and international markets.
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Against this, industry in particular has been loaded down by more and more regulation at European level in
recent years. EU legislation often tends in the first instance to be geared to risks and not to the opportunities
associated with new technologies and innovative processes. Examples include biotechnology or the EU’s
chemicals policy.

— BDA and BDI believe that the Competitiveness Council should be given central assessment and
decision-making powers for all legislative proposals with relevance for business. The work of the
European Parliament, which has clearly gained weight in recent years thanks to new co-decision
powers, must keep the competitiveness of European companies firmly in view and measure its
decisions against their impact on the European economy. The new Commission should also organise
its work and decision-making in such a way that competitiveness issues are taken into account in an
overarching manner.

— German business welcomes the Commission’s intention also to give thought to sector-specific steps
for strengthening Europe’s industrial competitiveness. However, this should relate only to
improving framework conditions and not to preserving structurally weak economic sectors.

— German business supports the new Commission’s objective of giving priority to competitiveness and
growth during its period of oYce. In future, the Commissioner for Enterprise and Industry will
represent the Commission in the Competitiveness Council. Business regards this arrangement as
particularly apposite. It is now important that the Commission avoids multiple burdens on
companies through better coordination in the legislative procedure, and sets priorities. This can only
be successful if all Commissioners feel committed to the objective of preventing unnecessary burdens
on companies.

II. Capacity to Act in the Enlarged EU

Ratify the Constitutional Treaty

Business in the European Union needs institutions that are capable of action. EYcient and democratic
decision-making structures coupled with transparent procedures are essential for competitiveness, growth and
employment.

With the agreement on a common European constitutional treaty, the heads of state and government of the
twenty-five Member States reached a decision of historic importance on 18 June 2004. The European
constitutional treaty is a good basis for improving accountability, transparency and eYciency in EU law-
making. Competitiveness has been enshrined in the constitution as an objective. The principles of subsidiarity
and proportionality have been perceptibly strengthened thanks to inclusion of a right of complaint for
national parliaments in the new EU treaty. The number of legislative instruments has been greatly streamlined.
The division of competences is set out more clearly. The principle of delimited attribution of competences
remains unchanged.

We must still wait and see whether the decision-making procedures now agreed can guarantee the EU’s
capacity for action in practice, in a club that is set to grow to 27 and more Member States. The decisions on
the stability and growth pact are satisfactory only with qualifications. The role of the Commission in the deficit
procedure has not really been strengthened.

— For business, the agreements on services of general interest leave open questions. Attention must be
paid to ensure that the new article on services of general interest does not lead to a large number of
economic sectors being excluded from competition in the future.

— It is important that EU competences in the area of social policy are not further extended. German
business also welcomes the clarification that competence for coordinating economic, social and
employment policy essentially remains with Member States.

— In the view of business, a rapid ratification in Germany and the other Member States is desirable.
The treaty needs to be given life.

Less, but Better Regulation

Europe suVers from over-regulation. European legislative provisions have become ever more bureaucratic and
cost-intensive for companies. A qualitative approach in European legislation is urgently needed if the
objectives of the Lisbon strategy are to be achieved. Fewer, but better, laws should become the maxim for the
law-making European institutions:
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— In future each legislative procedure should be preceded by an independent, comprehensive and
practical impact assessment involving the sectors concerned.

— The interests of small and medium-sized enterprises, which make a particular contribution to
creating new jobs in the European Union, must receive greater attention. The introduction of fresh
waves of regulation, for instance in the area of health and safety at work, has led to a considerable
increase in the administrative and financial burden on these companies in particular.

— The action plans presented by the Commission for legislative simplification, European governance
and improvement and simplification of regulation (including the SLIM initiative) need to be
implemented more consistently and also developed. The December 2003 inter-institutional
agreement between Council, Commission and European Parliament should also be the standard for
the coming years.

— German business welcomed the initiative by the Dutch Presidency of the Council for a simplification
of the regulatory environment. However, this should not be a one-oV initiative. Deregulation must
be an ongoing concern for the EU.

Subsidiarity and Proportionality as Leitmotiv for Community Action

With enlargement, political, cultural, economic and social diversity in the European Union have increased
even further. For that reason, subsidiarity and proportionality must be given greater consideration as the
leitmotiv for Community action. Business has profited from legal harmonisation in the Internal Market, but
complete harmonisation is not suitable in most cases and can lead to more bureaucracy. An example of
excessive harmonisation from the recent past is the Commission’s proposed directive on consumer credit. This
proposal goes well beyond the laudable objective of ensuring the functioning of the Internal Market.

— German industry believes that rules needed in social policy in particular can be framed much more
eYciently and eVectively at national level than is the case at EU level. Minimum standards and
mutual recognition of national rules are essentially suYcient to meet the requirements of the Internal
Market. On the basis of benchmarking, competition between social and economic systems can lead
to the best solutions prevailing in the longer term.

Use the Method of Open Coordination as a Voluntary and Flexible Instrument for Reforms

German business regards the open method of coordination decided at the EU summit in Lisbon is an eVective
instrument whereby countries can learn from the experience of other Member States in their own reform
eVorts without any interference in national competences. Therefore, the open method of coordination must
also continue to be a voluntary and flexible instrument into the future.

— German business expressly points out that the open method of coordination must not result in EU
competence creep. In addition, it is important to avoid the advantages of the open method of
coordination are turned into drawbacks through bureaucracy in the procedure.

Respect the Role of the Social Partners

In the social dialogue the European social partners actively help to shape European social policy. In this
regard, the social dialogue is an expression of horizontal subsidiarity, since the extended competences of the
EU now also encompass areas which are sometimes tackled in autonomous bargaining at national level.

With their work programme 2003–05, the European social partners make an important contribution in the
social dialogue to realisation of the Lisbon objectives. In so doing, they demonstrate their ability to act
responsibly.

— The successful work of the social partners should prompt the Commission to present fewer
regulatory initiatives and to give greater weight to the autonomous work of the social partners in the
choice of social-policy instruments.

— The Commission’s communication “Partnership for change in an enlarged Europe—enhancing the
role of European social dialogue” contains highly questionable elements which are tantamount to
undermining the autonomy of the social partners. Development of the content and structure of the
social dialogue, including monitoring and evaluating implementation of the results, is a task for the
social partners themselves. The Commission should not seek to help give shape to the content and
structure of dialogue between the European social partners from the outside, but respect its
autonomous character.
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— German business is concerned to note tendencies in the European Commission to dilute the process
for consulting the social partners laid down in the EU treaty through Internet consultations targeting
general civil society. German business therefore calls on the Commission to keep an unmistakable
separation between social and civil dialogue. There must be a clear division of tasks between all
players in the EU’s institutional fabric. It is the social partners, with their representativeness and
their practical experience, who address European social-policy themes in the framework of the social
dialogue.

III. Action Priorities for the Coming Years

Maintain and Complete the Internal Market

Ten years after conclusion of the first Internal Market programme, the potential of the Internal Market has
still not been fully exploited. The opening of network industries is not moving forward fast enough. It is true
that the Commission has made progress in opening markets for financial services, but this is not the case for
other services. The Commission rightly complains that transposition and even implementation of EU law is
inadequate. The transposition rate for directives relating to the Internal Market has fallen again in recent
months: whereas in May 2002 this rate was still 98.2 per cent, in November 2003 it has fallen to only 97.3 per
cent. The number of open treaty infringement procedures is now around 1,600. The Member States have a
duty to counter this trend.

In the past the Commission has based many legislative proposals on the EU’s Internal Market competence,
although it was really pursuing other policy goals. A particularly striking example was the tobacco-advertising
directive which the European Court of justice has overturned. The Commission and the European Parliament
should be careful that the EU’s competence for the Internal Market does not come to be seen in a poor light
through such initiatives which are not really necessary for the functioning of the Internal Market.

German business still attaches absolute priority to maintaining and completing the Internal Market.
Commission and European Parliament should concentrate on a series of important themes:

— For the German business community, the Community patent has long been a particular concern.
The patent rightly counts as one of the core objectives of the Lisbon strategy. The competitiveness
of innovative companies in Europe can be perceptibly strengthened by an aVordable patent and
improved legal certainty. However, the compromise proposals tabled most recently are
counterproductive. They would not achieve the goals of reducing translation and administrative
costs or providing legal certainty. Instead, it is to be feared that proposals which do not meet the
threefold objective of aVordability, unicity and legal certainty would weaken the existing patent
system. Business urges Member States to push through a practical solution which oVers companies
genuine added value.

In spring 2005 the European Parliament will debate a Council common position on the patentability
of computer-implemented inventions. The political agreement now reached on a common position
is a good compromise which balances the interest of protection with maintaining a dynamic of
innovation. It must be adopted formally as a common position—not least in the interest of the
credibility of declarations of political agreement. It is particularly important for European
industry—and German industry in particular—that the Parliament considers its position and
supports preservation of the patentability of computer-implemented inventions.

— German business supports the European Commission’s initiative to eliminate company-taxation
obstacles in the Internal Market and thereby in time ensure better growth and investment conditions.
It is in favour of first eliminating the biggest tax obstacles in the Internal Market in a two-pronged
strategy. In the medium term, the aim will be a uniform, consolidated tax base for corporation tax.
The task must therefore now be to remove tax obstacles in discussions on the mergers directive and
the losses directive as rapidly as possible. Under no circumstances should this lead to a truncation of
fair tax competition in the European Union. The most recent proposals for establishing harmonised
minimum tax rates for corporation tax in the EU are counterproductive. They are in clear
contradiction with the European Commission’s plans, which rightly wants to concentrate on a
uniform and consolidated tax base.

— Public procurement markets with an annual turnover of ƒ1,500 billion have a particular economic
weight in the EU. Cross-border opening of these markets must have priority for the Member States
and the European institutions. Prime importance should be attached to a clear reduction in the
thresholds for EU-wide tender calls. Awards under national rules should only be permissible below
very low thresholds. For development of a market which should also perform well against global
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standards, competition for the most economically attractive tender should continue to be the
benchmark. Inclusion of social and environmental criteria for the award of contracts is therefore
problematic. In any event, they must be limited clearly and unambiguously to performance
characteristics linked to individual contracts. The EU should play a leading role in eVorts to realise
electronic procurement. To that end, the necessary organisational and technical standards need to
be created as rapidly as possible.

— The defence industry is one of the most cost-intensive but still hardly integrated markets in the EU.
Europe can no longer aVord a multiplication of its defence expenditure, especially with a view to
fragmented national markets. In the view of German business, the European armaments agency,
which is supposed to coordinate research, development and procurement, has a key role in opening
and integrating European armaments markets. It should have political weight and suYcient financial
resources to be able to build up European competence centres and drive forward common research
initiatives. The Member States must be prepared to divide work. Not every EU country needs to
master every arms capability. A growing European armaments base also requires uniform arms
export legislation. The transformation process for European armies that has already started must be
continued.

— The internal market in services needs to be completed rapidly. With the draft proposal on services
in the internal market presented in early 2004 by the European Commission, freedom of cross-border
establishment and freedom to provide services across borders should rightly gain support. The EU
has made great progress in shaping the internal market, but it is still far from complete. In the area
of services in particular, there is still a considerable need to catch up. For that reason, the draft
proposal is a particularly important initiative whose objective German business expressly welcomes.
High political priority should be given to moving it forward so that Europe can benefit from
additional opportunities for growth and employment. Nevertheless, it is important that the weak
points still present in the draft proposal are tackled.

— For seamless functioning of the Internal Market, a further rapprochement between fragmented
national financial markets is essential. Nevertheless, the already heavy regulation agenda should not
be overburdened with new EU legislative measures. Priority should be given to implementation of
measures that have already been adopted, but in close coordination with market participants. The
comitology procedure (Lamfalussy process) as practised in its current form is diYcult to follow.

— With introduction of the European company (SE), company law has moved further from the
forefront of the European institutions’ field of vision. The aim with the 10th company law directive
on mergers between companies (mergers directive) must be that German rules on co-determination
do not become a competition handicap for German companies. In order to place all companies in
Europe on an equal footing in terms of competition, one-third worker representation should
therefore become the only default arrangement. The mergers directive or national rules on the
European company should not seek to export to other European countries a German
codetermination model which they do not accept.

— In April 2004 the Commission presented an ambitious programme for harmonisation of civil law. A
common reference framework should be created in the first instance. At a later stage, the
Commission’s proposals will be supplemented by sector-specific legislation. In the ongoing debate
it should be ensured that a sensible balance is found between harmonisation and preservation of tried
and tested elements of national civil law.

Make Competition and Services of General Interest Compatible

The shaping of the competitive framework plays a central role in the functioning of the Internal Market and
full exploitation of its economic potential. Since the start of the debate on services of general economic interest,
there have been eVorts at the level of Member States, regions and municipalities to restrict the principle of
competition in favour of communal undertakings. Services of general interest are often used by public
authorities with increasingly tight budgets as a justification for gaining ground in profitable economic sectors.
This would maintain outdated monopolistic structures or reincorporate economic sectors that have already
been liberalised in the responsibilities of the public sector.

The Commission has now said in a white paper that a framework directive providing uniform EU definitions
of services of general interest is not yet necessary. It only sees a need for action at European level in the area
of sector-specific regulation, in particular for network industries. In addition, the Commission has announced
in its white paper that it will reexamine the need to for a uniform legal framework for services of general
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interest after the European constitutional treaty comes into force. Until then, Member States will be free to
define the tasks of services of general interest for themselves.

Directly linked is the issue of the conditions under which state compensation payments to undertakings that
provide services of general interest do not qualify as state aid and an exception from the principle of
competition is therefore permissible. In its 2003 Altmark-Trans decision, the European Court of Justice
developed corresponding criteria for the transport sector. Building on ECJ jurisprudence, Directorate-
General Competition has now produced a so-called “Monti package” for discussion, which makes provision
for the acceptability of such compensation payments for further services of general interest under
competition law.

— German business sees a pressing need to prevent distortions of competition under the pretext of
services of general interest and to ensure that citizens’ demand for services of general interest at a
high level can be satisfied by private undertakings in competition with each other. The opening of
network markets which provide services of general interest should not be delayed or reversed.
Enshrinement of services of general interest in EU primary or secondary law would run the risk of
an increase in protectionist tendencies on markets which have not yet been liberalised.

Pursue Environment Policy and Consumer Policy with a Sense of Proportion

German business works for a sustainable policy approach at European level. Equal weight should be given to
ecological, economic and social objectives. Already Agenda 21 calls on governments to create sensible
framework conditions which enable companies and society to play their important role in sustainable
development.

— German business welcomed adoption of the Kyoto Protocol as a first right step towards
international cooperation on climate protection. Not least in the framework of its climate agreement
with the German government, it made clear that it is prepared to take its share in responsibility for
the global climate. Nevertheless, all players should make their contribution in an approach that is
as global as possible. If this were not to be possible following the route outlined in the Kyoto
protocol, other solutions must be sought for achieving international cooperation on climate
protection. Given that not all large emitters have ratified the Kyoto Protocol, the EU must now carry
out a critical review of its current climate policy so that the international competitiveness of
European industry does not suVer serious damage.

— In October 2003 the European Commission adopted a regulation on EU chemicals policy without
taking on board the considerable objections of industry. The regulation is based on a bureaucratic
and very costly registration procedure. It is true that a simplification of the procedure for registration
of speciality chemicals with an annual production volume of less than one tonne and the provisional
exclusion of polymers allows perceptible cost reductions. Nevertheless, the data requirements are
still too high, the procedure too complicated and the notification obligations on users of chemicals
highly problematic. They obstruct innovative companies in almost all industrial sectors and can lead
to a serious loss of technological know-how in Europe. A study commissioned by industry shows
that a reduction in creation of added value of the order of 2.3 to 3 per cent can be expected if the
regulation comes into force as it stands. This would mean the loss of up to 1.2 million jobs. German
business therefore explicitly calls for a comprehensive impact assessment of this initiative.

— Product-related environmental protection is moving further into the focus of political interest.
Integrated Product Policy (IPP), on which a communication was presented in June 2003, is intended
by the European Commission to perform a pioneer function. IPP clarifies the objectives of European
environment policy, which wants to use directives to produce a comprehensive classification and
alignment of public procurement on “green” products. In addition, the aim is to reduce product
diversity on the market and to gear products to ecological criteria. Whereas the European
Commission is not yet considering any regulatory action to implement IPP and the communication
on IPP does not have any direct legal eVect, the European Parliament’s Environment Committee is
already calling for a framework directive and a rethink about production processes. Above all,
public procurement is intended to be the vehicle for the new product policy. Existing rules for
product-related environmental protection are disregarded in this respect, as are voluntary
agreements as well as aspects linked to industrial and competition policy.

— German business supports the Commission’s eVorts to strengthen consumer protection in the
European Union. Unfortunately, in years past the Commission and European Parliament have often
overshot the target with excessive harmonisation. The consumer credit directive in its original
version and the completely excessive initiative on nutritional values on foodstuVs are examples. They
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lead to more bureaucracy and higher costs. This harms the interests of consumers. The network of
European consumer protection organisations that has now been decided should restrict its activities
to exchange of information and experience, and recognise the involvement of private institutions in
supervising fair business conduct without excessive bureaucracy. It should not primarily be a forum
for further regulation.

Adjust the Social Policy Agenda to Upcoming Challenges

The social policy agenda for the period starting in 2006 must take account of the particular circumstances of
EU enlargement and the Lisbon strategy, and pursue the principle of implementation rather than extension
of the framework of social policy rules. German business is particularly concerned about regulatory intentions
or their translation into reality in the following areas:

— Working time directive: with the draft proposal amending the working time directive, the European
Commission has reacted rapidly to ECJ jurisprudence on this theme and specified that inactive
periods during on-call duty should essentially not be regarded as working time. This shift is welcome.
Nevertheless, the draft proposal still makes provision for restrictions which go too far, which need
to be corrected. In order to enable companies to smooth fluctuations in orders in a flexible fashion
and thereby safeguard jobs, the reference period for calculating maximum weekly working time
should be extended to at least 12 months as a general rule. Setting a maximum timeframe of 72 hours
for allocating compensatory rest periods is unnecessary and not justified by health and safety aspects.
Rather, the arrangements must be flexible enough to allow companies to operate as a function of
their diVerent respective requirements. In addition, practice with the existing working time directive
has shown that the current opt-out arrangements for weekly working time provide the greatest
possible flexibility without neglecting health and safety aspects. Hence, there is no reason to tighten
up or even place these arrangements on the table.

— Mergers directive: German business expressly endorses the objective of the draft directive which is
to provide companies with a toolkit for cross-border mergers. However, broad incorporation of the
European company’s co-determination model runs counter to the European Commission’s stated
wish that cross-border mergers between companies should be facilitated. The route taken by the
Dutch compromise which has now been adopted by the Competitiveness Council should therefore
be pursued more consistently. One-third worker representation should be specified not only as an
option but as the only default rule. This should apply equally for a company with a one-tier board
structure and for the supervisory board of a company with a two-tier board structure. Only in this
way can a level competition playing field be created for all companies in Europe.

— Worker data protection: worker data protection has already evolved to a high level. New rules would
create additional bureaucracy in companies without adding any value. The European Commission
has so far failed to produce a convincing analysis of why any legislative instrument at European level
is needed for worker data protection.

— Revision of the European works council directive and other information and consultation
procedures: criticisms of this directive do not justify a revision. The principle of the directive on
European works councils is that the parties involved at company level should have discretion to
address their individual problems and requirements on a customised basis within the existing
framework. This flexible approach must continue to have the highest priority. Inclusion of workers
in the newMember States in the information and consultation process requires far-reaching
adjustments, not least because of cultural diVerences. This calls for stable framework conditions so
that companies have the opportunity to incorporate management and workers in the new Member
States in their practice, and at the same time pass on experience. Revision of the directive is
counterproductive and would impede and delay the integration process, to the detriment of everyone
concerned.

— Equal treatment of men and women: the simplification and improvement of existing legislative
provisions on equal treatment of men and women sought by the Commission should under no
circumstances result in changes to the content of the existing legislative provisions. In addition, the
timing is problematic insofar as the antidiscrimination directives have not yet been transposed into
national law in all Member States. The deadline does not expire until October 2005. The Commission
should therefore await transposition into national law.

— Health and safety at work: German business believes that all the directives and regulations necessary
at EU level to ensure a high level of health and safety at work based on minimum standards have
already been adopted. Further directives, for instance a directive on the physical eVects of optical
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radiation, are not useful and place a burden on companies without adding any significant value.
However, insofar as the Commission were to propose further health and safety directives, these need
to be preceded by an impact assessment. In addition, they must be based on sound scientific findings.
German business also thinks it would be sensible to develop practical instruments at European level
for carrying out a cost-benefit analysis of health and safety measures.

— Corporate social responsibility is a voluntary commitment by companies that goes beyond what is
required by law. German companies already meet their social responsibilities at local, national and
international level, and have sometimes been doing so for centuries. German business has long
accepted its shared responsibility for sustainable development. However, it expressly warns against
restricting the diversity and innovative capacity of CSR through regulation. Companies can only
make social and environmental commitments successfully on a voluntary basis with customised
sectoral or company-specific measures and accept social responsibility that goes beyond the
statutory framework. The Commission communication announced for 2005 as a follow-up to the
CSR Multi-stakeholder Forum must recognise the essential character of CSR as a voluntary
business instrument based on individual responsibility.

Push Forward Structural Reforms on the Labour Market

Europe and the Member States must finally take an active stance on the challenges of demographic
developments and persistent high unemployment with decisive reforms.

The employment task force and the 2004 spring summit showed the right way forward. In order to stimulate
sustainable employment growth, what are needed now are reforms of social protection and contribution
systems, in order to create incentives to work and reduce non-wage labour costs. It is just as important to
promote flexible forms of work as to invest in human capital.

— In the first instance, these reforms are the task of the Member States. The EU institutions must
support and flank this process constructively. The employment eVects of EU instruments need to be
improved across the board. The European employment strategy must take account of the
recommendations of the employment task force and thus become the engine of labour-market
reforms. This also means that the European Social Fund, as the main EU instrument for
implementing the European employment strategy should align its limited financial resources more
eYciently on realising the Lisbon objectives and should once more focus on its key tasks of
preventing and combating unemployment. German business also believes that existing and future
EU legislation should be critically examined for its employment eVects.
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Modernise Social Protection Systems

Social protection systems need to be modernised. In this connection, German business expressly supports the
March 2004 European Council’s call for social protection systems to be structured in such a way that work
pays for the individual and non-wage labour costs are at an aVordable level for companies. Modernisation—
with an eye to demographic developments and the shrinking labour pool—also involves a longer working life.

— Responsibility for shaping social protection systems must remain with the Member States. The open
method of coordination for comparing best practice at EU level is a useful instrument for a country
to learn about the experience of other Member States with modernisation of their social protection
systems and to align its own reform eVorts on this experience. German business expects the EU to
give a clear impetus for the inescapable reform of social systems under national responsibility.

Strengthen the Innovative Capacity of Companies

In two studies the Commission last years established that research in Europe is falling further behind. Basic
research suVers increasingly from budget problems in the Member States with the consequence that
Europeans are filing fewer patents in the fields of information and communications technologies and
biotechnology, and the number of scientific publications is falling. Following the resolution taken at the
Barcelona summit, expenditure on research and development (R&D) in the Community should increase from
1.9 to 3 per cent of GDP. This not only obliges the Member States to concentrate resources better, but also
requires the European Union to restructure its budget to encourage more investments in R&D. At its spring
summit the European Council announced an innovation oVensive to strengthen European competitiveness.
These words must be followed by deeds.

— With past and present research framework programmes, the EU has not achieved its objective of
strengthening the competitiveness of industry, because resources have not been deployed with
suYcient concentration. An excessive number of themes (justified on the grounds of regional policy)
have prevented such concentration. Only clear strategic objectives and their consistent realisation in
the programmes will result in success. To this end, all players in academia and industry need to be
integrated and networked in strategies to achieve the objectives.

— A segmentation of basic research, application-oriented research and development in large and small
companies because of diVerent subsidy pots and procedures must be avoided. German business sees
a particular need for action here with a view to the 7th framework programme and the current
programme. Conditions for R&D investments by the private sector must be improved. Research
expenditure by companies should be given financial incentives, for instance through research
premiums.

— The legal protection possibilities for technical inventions must promote and reward innovation. In
particular, the computer-implemented inventions much used in practice must find in the directive
planned for this area a framework which keeps research and development attractive, instead of
legalising copy-cat inventions to a large extent.

Expenditure on research and development as a per cent of GDP in 2000 and 2002
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Perceive Education and Training as an Investment in the Future

General education and training policy is the key for the future competitiveness of the Union. The knowledge-
based economy is a fundamental element of the Lisbon strategy. In its communication on general and
vocational training, however, the Commission points out that the reforms carried out hitherto are far from
suYcient, and calls for energetic eVorts to adjust systems for general and vocational training to the knowledge-
based economy and society. Education policy must remain essentially a competence of the Member States.
Nevertheless, an important contribution to implementing the Lisbon strategy in this area can be made at
European level.

— Transparency of qualifications: the Copenhagen process must be pursued consistently in order to
achieve greater transparency in educational qualifications and increase mobility in the EU. However,
the Copenhagen process should not lead to new mutual recognition mechanisms conferring
equivalence on qualifications of diVerent value.

— Creation of a European university area: the Bologna process must be driven forward energetically.
The European university area is an important step for enhancing the quality of university education
in Europe and achieving comparability and mutual recognition of qualifications. German business
expressly supports the objective of this process and has successfully worked for stronger involvement
of business.

— Promotion of lifelong learning: with an eye to demographic developments in Europe, lifelong
learning is assuming ever greater importance. If employees are to have longer working lives, they
must upgrade their skills on a continuous basis. This requires framework conditions which take
account of the shared responsibility for lifelong learning: employers, employees and public
authorities must make an equal contribution to improving training in Europe. The social partners
do this jointly at European level through the action programme on lifelong learning.

— Benchmarking of national education systems: progress in modernisation and reform of general
education and vocational training systems must be measured in the framework of the Lisbon process
on the basis of comparisons with other national systems. This benchmarking of systems helps to
identify the best solutions.

Improve Mobility and Work to Open Network Markets

Market opening in the network industries has not yet been fully realised, which means that the desired benefits
in terms of eYciency, interconnections and security of supply in the EU are not yet in place.

— In the energy sector, timely transposition of the electricity and gas acceleration directives needs to
be monitored closely. This also includes the establishment of genuinely independent regulators. All
legal and practical obstacles to crossborder access to electricity and gas networks must be eliminated
and the so-called Madrid and Florence processes continued and strengthened. The economic
successes of liberalisation should not suVer as a result of further energy taxes or other new imposts
on energy producers.

— Competition in the area of access networks and technologies has generated an important stimulus
for wider dissemination of broadband access in the telecommunications sector. The aim must
therefore be to ensure sound competition on a long-term basis. The framework conditions should
be determined by regulation only until eVective and fair competition is ensured. On markets which
have already developed in competition, however, there is a danger that new regulatory measures
could distort the hitherto positive market economy results, cause distortions as well as impede
innovation and investment incentives. This is particularly the case in the area of mobile telephony if
additional regulatory measures were to be taken over and above the existing obligations for
establishment of service providers without their own network infrastructure.

— With enlargement of the European Union to 25 Member States, good transport links will more than
ever play a decisive role in European integration. Major routes on motorway and rail networks as
well as inland waterways must finally be built and extended to cope with demand. A high value is
placed on transeuropean transport networks. To finance them, private capital should be deployed
more strongly through 22 PPP projects (public-private partnership). The task in rail policy is to
continue consistently along the route of Europe-wide deregulation of freight and passenger
transport. This must be accompanied by harmonisation of technical norms and standards.

— For air transport it is of decisive importance to create infrastructures on the ground and in the air
to reflect demand. The single European sky must be brought forward rapidly. A central element
should be the eVorts to reach a market-oriented and open skies agreement with the USA for the
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transatlantic air transport market. The main aim in shipping policy should be to avoid over-
regulation through a uniform European procedure for increased security requirements.
Liberalisation of port services must also be pursued further, despite the failed eVorts to date.

— Competition is not only the key to eYciency and innovation in the choice of transport mode, but also
on the linked post and logistics markets. With a turnover of around ƒ66 billion, post markets in the
EU have considerable economic weight. However, the liberalisation of post markets initiated by the
EU has now begun to flag. German industry therefore calls for the original timetable to be
maintained and for the letter markets in all Member States to be completely open by 2007. At the
same time, the current universal service obligations should be tested with the objective of achieving
more competition on post markets.

Promote Entrepreneurship

Small and medium-sized enterprises (SMEs) make a particular contribution to growth and employment in the
EU. Industrial Mittelstand companies especially are often motors for innovations and technical progress.
They play a central role for the training of highly-qualified employees. It is the case that around 93 per cent
of the 20 million companies in the EU have fewer than 10 employees. However, this does not mean that
enterprise policy should be narrowed to focus on small and micro enterprises.

— Only with a stronger focus on productive an innovative companies can European enterprise policy
make a perceptible contribution to meeting the Lisbon objectives. In this respect, the Commission’s
still very narrow definition for promotion of small and medium-sized enterprises is not helpful.

— In its communications on enterprise policy the Commission has already recommended the right
solutions. Deeds must now follow. Needed are easier conditions for company incorporation and
transfer of enterprises, a strengthening of the innovative capacity of small and medium-sized
enterprises and facilitation of cooperation on research projects (partly through adjustment of
competition law), improved financing and elimination of obstacles faced by SMEs when public
contracts are awarded.

Push for Liberalisation of World Trade

The European economy needs open markets. With open markets, it can point to great successes worldwide.
The European Union should therefore work decisively for further dismantling of barriers to trade and
investment. In addition to trade in goods, liberalisation of international trade in services oVers great
opportunities for both the European economy and partner countries.

— Together with the USA, the EU should inject fresh impetus into the new world trade round. This
can only be a success if the Doha round is not overloaded with demands for integration of
environmental and social standards in WTO rules. Particularly critical for the success of the round
is a dismantling of trade-distorting agricultural subsidies and the opening of agricultural markets in
industrialised countries.

— In July 2004, EU Commissioners Pascal Lamy and Franz Fischler underlined in a letter to WTO
trade ministers their will to abolish export subsidies for agricultural products which are of interest
to developing countries. The Commissioners see the greatest potential of the Doha round in market
access for non-agricultural products. Developing countries should be granted variations from the
general duty reduction formula. For the “Singapore issues”, the Commissioners rightly emphasise
that further trade facilitation is possible and desirable. German business welcomes the Commission’s
initiative. Progress in the round could be accelerated if the negotiating themes investment and
competition are laid to one side. However, it would be questionable if the Commission were to reduce
markedly its ambitions to book measurable results on market access.

— The involvement of German and European companies in international trade and investment
continues to increase. In order to survive global competition, active prospecting for new overseas
markets coupled with strategically placed foreign investments are becoming more important.
Alongside the fundamental political framework conditions, promotion tailored the specific needs of
companies is essential for their successful positioning in the global economy. Trade promotion—in
line with the principle of subsidiarity—should essentially remain a task for the Member States and
their subdivisions. Trade promotion by the German federal and regional governments complement
EU activities, for instance through export-credit insurance programmes.
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— The Millennium goals are important pointers for both European development policy and businesses.
The private sector plays a decisive role in banishing poverty from the world. Without the
commitment of private businesses, the goal of halving absolute poverty worldwide by 2015 will not
be achieved. Promotion of the private sector in developing countries, construction of a business
infrastructure, stable legal framework conditions and combating corruption are particularly
important for progressive integration of less developed countries in the global economy.

Memorandum by Pervenche Berès, Chairwoman of the Committee
on Economic and Monetary Affairs, European Parliament

1. The European Council of Lisbon set the Union “a new strategic goal for the next decade: to become the
most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic
growth with more and better jobs and greater social cohesion.” Since then, this objective has been quoted
relentlessly as a justification for pursuing often divergent policy objectives. It has become a sort of Lisbon
mantra which no longer designates a specific policy or objective.

2. When talking of the “Lisbon Agenda”, it is therefore important to define precisely what we mean: what are
our objectives and how do we wish to achieve them? The question is twofold: on the first hand, it is necessary
to precisely define the policy objectives which shall be achieved and to understand the context in which
political action can take place; secondly, the question of the appropriate political tools for achieving these
objectives must be answered.

The Lisbon Agenda Addresses Complementary Objectives whilst Allowing for Divergent Political

Environments

3. The first great strength of the Lisbon Agenda was to combine jobs and growth with inclusion and
sustainability. The problem with much of the current “Lisbon talk” is that it seems to forget about half of the
objectives set in 2000. The error in today’s so-called refocus of the Lisbon strategy is the apparent assumption
that, if policies care for growth and jobs, social inclusion and sustainability will automatically be taken care
of. This approach would be acceptable under two conditions: (a) the assumption that the divergences in the
distribution of income do not matter as long as even the poorest profit and (b) an economy which grows
satisfactorily even in an environment of social conflict and with a lowly skilled workforce.

4. It is evident, though, that none of the European economies can beat eg Chinese competitors by lowering
wage rates. Europe’s competitiveness derives directly from its highly educated workforce, its socially and
ecologically healthy environment and Europe’s capacities to eYciently undertake research and development
(R&D).

5. One of the primary concerns in the context of the Lisbon strategy must therefore be to enhance Europe’s
leading role in terms of high level education. This does not only concern a small elite, but each strata of society.
It necessitates on the one hand heavy investment in the educational sector and long life learning in almost all
Member States. On the other hand, it seems to be useful to identify and diVuse national best practices: some
countries seem to succeed better in terms of social inclusion than others and it is indispensable to learn about
the conditions of their successes.

6. The same is valid for R&D. Future economic growth correlates with present R&D spending. The success
of the European countries in fostering R&D spending varies widely (Finland reached a gross domestic
expenditure on R&D of 3.51 per cent of GDP in 2003 with a more than one per cent increase since 1994
whereas the same numbers for eg France decreased from 2.34 per cent in 1994 to 2.19 per cent in 200324). A
second point on R&D evidently is the question of its diVusion: it is of little use to spend much money on R&D
if the link to new products is not made. Economic research suggests that most EU Member States have a
problem in this field, especially in comparison to the US. The best practices approach might have a role to play
in this field.

7. The second big strength of the Lisbon strategy was the recognition that that there is a European social
model with national variations. Therefore, a “one size fits all policy” would not always be appropriate. But
the diVerent Member States can learn from each other through a well conceived open method of
coordination (MOC).

8. The question therefore is whether the MOC works satisfactorily and, possibly, how to improve it.
24 cf. Eurostat: Gross domestic expenditure on R&D (GERD) as a percentage of GDP, on: http://epp.eurostat.cec.eu.int/portal/

page?–pageid%1996,39140985&–dad%portal&–schema%PORTAL&screen%detailref&language%en&product%EU–strind&root
%EU–strind/strind/innore/ir021; 03/10/2005.
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9. It is the nature of the MOC, though, that it does not imply any constraint. Governments follow or do not
the advice they get throughout the yearly process of peer control and evaluation. It depends of each
government’s decision how it reacts to less than average national results in the process. The only possible
constraint consists in bad press or, to put it diVerently, in the “naming and shaming” of the less successful.

10. DiVering opinions therefore have developed about how to construct the statistical indicators that permit
to evaluate national performances in terms of the Lisbon objectives—and which indicators to use. Less
bargaining and a more scientific approach to this kind of problems might be wished for in order to improve
the performance of the MOC. The Commission is the appropriate institution to survey national performances
and publish the findings.

11. Allowing for diVerent successful strategies is an essential element of the Lisbon strategy, though. Its
statistical approach permits to clearly identify what works well where—and possibly why. It thus becomes
clear that, at present, there are several successful socio-economical models in Europe. The indicators also
permit national governments to conclude in what direction they wish to develop their national model.

12. Furthermore, the disposal of the indicators permits to show that, beyond the big diVerences between the
Member States, the EU assembles countries which distinguish themselves from (most of) the rest of the world
by the fact that they dispose of a social model with common features in terms of the existence of benefits in
the sectors of unemployment, health insurance, pension schemes and education. To preserve this specificity
must stay the central objective.

13. Finally, it must be stressed that diVerent approaches may be justified to tackle divergent problems in some
fields. But in others, the EU must commit itself to prevent the development of beggar thy neighbour policies.

The MOC Approach is Insufficient to Treat all the Questions that fall in the Scope of the

Lisbon Agenda

14. Europe sometimes needs more than soft coordination of economic policies: it must develop institutions
permitting economic governance.

15. The question of tax harmonisation is a crucial point to exemplify this. Europe currently experiences a
lowering of company taxation in almost all Member States. National rates are always higher than in at least
one of the neighbouring states. The result of this could be a classical downward spiral of tax rates, a race to
the bottom. The Member States therefore encounter diYculties to finance their core tasks and eventually are
obliged to cut spending in areas like education and R&D where public expenditure should actually rise. A
coordination of the national policies therefore appears to be of paramount importance. The question is what
institutional form such an economic governance might take, but it seems evident that it will have to be
developed out of the present institutional structure.

16. In this respect, Ecofin might look like an appropriate place. But it often lacks competences and/or
political will.

17. Some countries of the Union have more in common than others: the currency. The Eurogroupe might
actually be an appropriate place to start developing more economic governance. In the short run, the objective
should therefore be to provide the Eurogroupe with the competences it needs to fulfil this function. In the
longer run, it evident, though, that, the EU being a customs Union, cooperation within the Eurozone will
prove geographically insuYcient to tackle certain (eg taxation) issues.

18. The improvement of national socio-economic systems being costly, policy coordination tools like the
stability and growth pact must be interpreted so that they allow for specific transition periods and costs.

19. Developing more (public) investment in education and R&D causes first of all an increase in expenses.
Long term profits can only materialise slowly (ie when the better educated youth starts to work—which may
be about 15 years later). As a consequence, government spending rises, a “return on investment” is only slow
to materialise in terms of higher growth and more taxes being paid. The current tool of policy coordination
in Europe, the stability and growth pact does not permit to take account of such long term strategies. Further
reform of the rules or their interpretation therefore seems to be necessary in order to allow for a smooth
transition towards an even more knowledge based economy.

20. In this respect, the education systems merit attention. The PISA study recently showed that, generally
speaking, the Scandinavian countries seem to have not only better than average macro-economic
performances and higher employment rates, but also better school systems. For education experts, it would
seem interesting to note that they operate within a system of comprehensive schools without separating the
pupils according to their performances. In terms of the Lisbon Agenda, the important point is another one:
the Scandinavian school systems are more expensive and guarantee better results in terms of social inclusion.
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The higher costs are mainly due to a better student-faculty ratio, that is: there are more teachers per pupil.
This has two important corollaries: the more expensive public education system implies a higher government
spending ratio. More staV in the public education system implies more employment in the public sector.

21. In order to finance their higher government spending ratios, the Scandinavian countries have higher tax
burdens, also on incomes from property and equity. They use this tax revenue to finance income from labour
in the public sector. The first—potentially unintended, but beneficial—eVect of the system is thus its
contribution to social cohesion: the redistribution of income from those who dispose of property and equity
to those who do not.

22. Secondly, it is primarily women who work in the education sector. Correspondingly, the female
employment rate in all Scandinavian countries is about 10 per cent higher than eg in France or Germany25.
Hence, public spending in education not only contributes to narrowing the gap between rich and poor, but
also helps to realise one of the Lisbon objectives: a higher employment rate.

23. In the long run, higher public spending for education can be compared to investment in a special sort of
infrastructure: the wide distribution of knowledge which allows for more rapid economic growth. Considering
the beneficial eVects in terms of social inclusion, it seems that higher government spending ratios are not such
a bad thing if the money is used for this kind of investment. And it is clear: the market would not provide it.

Conclusion

24. To sum it up: the Lisbon strategy is still useful. But its focus must be maintained on the combination of
growth, employment, sustainability and inclusion, the latter being pre-conditions for the first. A strength of
the Lisbon Agenda was the recognition of diVerent socio-economical situations in diVerent Member States
and of the national political competence in the field concerned. But in some fields, a more eYcient (and more
constraining) mode of economic governance must be developed. It ought to include mechanisms which allow
for the necessary investments in public sector education. The Scandinavian examples show: they are
economically beneficial.

25. The French and Dutch “no” to the EU Constitution have shown that the European citizens expect the
Union to act where the nation states can no longer do so alone. This concerns primarily the social sector and
economic governance. A well understood Lisbon Agenda can provide part of the answer to these demands.

The evidence is submitted on an individual basis.

4 October 2005

Memorandum by the British Chambers of Commerce

Introduction

The British Chambers of Commerce (BCC) comprise nationally a network of quality accredited Chamber of
Commerce, all uniquely positioned at the heart of every business community. Currently over 135,000
businesses benefit from membership of 61 chambers in our accredited network from growth orientated start-
ups to local and regional subsidiaries of multinational companies in all commercial and industrial sectors and
from all over the UK.

1. When EU leaders agreed a plan in March 2000 to make “Europe the most dynamic knowledge driven
economy in the world” by 2010, it was in the face of ever increasing competition from the United States
primarily. Five years on and not only has the latter forged further ahead in the competitiveness stakes, but
businesses across Europe are being squeezed by ever-increasing competition from China and India.

2. Indeed, the BCC shared the European Commission’s mid term analysis of the challenges facing Europe and
fully supported the proposals put forward to revamp the Lisbon strategy and to boost growth and employment
across the EU. We particularly welcomed the focus on better regulation; on completing the single market and
making it work; on structural reform to deliver more flexible labour markets; on boosting research and
innovation; and the introduction of national action plans. This was a business friendly programme and we
called on all member states to implement the necessary reforms to get Europe growing and working again.
25 OECD in figures, OECD observer 2004/supplement 1, pp 16. Cf also Eurostat: http://epp.eurostat.cec.eu.int/portal/

page?–pageid%1996,39140985&dad%portal&–schema%PORTAL&screen%detailref&language%en&product%EU–strind&root
%EU–strind/strind/emploi/em012; 03/10/05.
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3. Business across Europe was therefore disappointed that EU leaders, meeting in Brussels in March 2005,
watered down the Kok and Commission proposals to put jobs and growth at the top of the EU’s agenda.
Instead of a focused approach, the Summit conclusions were as broad as ever. Yet again domestic political
concerns in certain member states prevailed at the expense of Europe’s future prosperity.

4. Nevertheless the Lisbon strategy remains the most important EU initiative and business is keen to work
constructively with the European Commission and the member states to ensure that we contribute to a jobs
and growth agenda. Indeed, we congratulate the UK Government on its commitment to reform since 2000
and warmly welcomed the opportunity to contribute to the development of the UK’s National Reform
Programme for Lisbon, published on 17 October 2005. Whilst we agree that all parts of the Lisbon reform
programme are important, progress will not be made unless clear priorities are set.

5. We believe that for the UK, the overriding priority must be progress on improving skills and addressing
shortages. However there is no priortisation in the current programme nor is there much evidence of
measurable targets. Should this situation be replicated across the 24 other member states, progress will
inevitably be uneven and diYcult to measure.

6. The Lisbon objectives were recast in March 2005 to focus on jobs and growth in the face of ever increasing
global competition and a rapidly ageing population in Europe. This is the right thing to do if Europe is to
maintain decent levels of social safety and public services. EU employment has grown by less than 10 per cent
in the last decade compared with 17 per cent in the US, where 2.2 million jobs were created last year alone.
Indeed, it will take the EU until 2023 to reach US levels of employment and only if EU employment growth
exceeds that of US by 0.5 per cent per annum.26 And Europe’s businesses are facing daily competition from
the emerging economies in Asia as well most notably China and India, who grew by 8.3 per cent and 6 per cent
respectively in the last decade, compared with the EU rate of just 2.4 per cent.

7. Not only has there been limited progress on the original objectives (as analysed by the Centre of European
Reform’s annual Lisbon scorecards27) but the BCC believes that the current strategy is too broad and that it
will be nigh on impossible to meet the target date of 2010. Nevertheless the impetus for reform must be kept
alive even if the date is not met. We believe that the Commission and the member states need a marketing
strategy to sell Lisbon to the people of Europe, to promote an understanding of the economic and
demographic challenges facing them, and to instil a real sense of urgency and willingness for change among
citizens, administrations and businesses. Without it, the politicians will continue to find excuses for ducking
the hard choices Europe needs to make.

8. The BCC believes that the majority of the reforms need to be carried out at member state level but that the
Commission and the European Parliament have an important role to play.

9. The BCC believes that the member states should focus on four key actions. These are to increase the supply
of labour (for example by making it easier to hire and fire; by increasing working hours); to make work pay
(by modernizing welfare and pension systems for example); to invest in human capital (by raising basic skills,
plugging skills shortages and supporting life long learning); and to govern better (by consulting more widely
and earlier; by simplifying existing legislation; and by assessing the impact on business of future legislation).
As we have seen earlier, we believe that the UK for example should focus on the last objectives primarily. And
the new focus should of course be reflected in the National Action Programmes.

10. The EU has an important role to play in three core areas: completing the single market (particularly in
terms of full liberalisation of the still protected markets and agreeing a directive on services based on the
country of origin principle); governing better (by regulating only were necessary; by developing a more
thorough impact assessment system across all institutions; by creating an independent regulatory body to
monitor and enforce regulatory reform; and through more and faster simplification); and through urging
member states to compete, to compare and to learn from each other.

11. The Integrated Guidelines for Growth and Jobs identify all the areas for progress in great detail and are
consequently unwieldy and lacking focus (an inheritance admittedly from the woolly conclusions of the Spring
2005 summit). The National Action Programmes (NAPs) are based on these guidelines and in the case of the
UK do not set priority areas for action or measurable targets. Moreover the NAPs should be reviewed
annually rather than on a three year basis to enable member states to shift priorities if necessary.

12. We believe that when reviewing the NAPs, the Commission should write up the success stories, providing
a clear analysis of what has been achieved and what were the contributory factors of that success. This of
course would be in addition to the marketing strategy on Lisbon mentioned earlier.
26 “Time for a fresh start—but time is not on our side. A comparison of European and US economies based on time distances”—

Eurochambres, March 2005.
27 http://www.cer.org.uk/publications/602.html
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13. In particular the Commission should highlight which elements of the diVerent social and economic models
in the EU are succeeding in the global economy, thereby enabling member states to learn from successes and
focus reform eVorts where they can yield best results.

14. The BCC believes that to talk of the European social model is misleading and unhelpful, as it is to
distinguish between the so-called continental and anglo-saxon models. Indeed a report soon to be published
by Accenture for the Lisbon Council identifies at least five diVerent social models co-existing within the EU.28

These are: Nordic (Denmark, Sweden, Finland); Liberal (UK and Ireland); Conservative (Austria, Belgium,
France and the Netherlands); Southern European/Mediterranean (Italy, Spain, Portugal and Greece); and
Central and Eastern Europe (accession countries). Each has its comparative advantages but it is clear that the
first two are outstripping the others in the competitiveness leagues (Finland comes out top ahead of the US
in the recent Competitiveness League published by the World Economic Forum, closely followed by Sweden
and Denmark at third and fourth places respectively) and in their ability to grow and create jobs (the UK and
Ireland). The one constant in both models is a flexible labour market (also shared by the accession countries),
underpinned in the case of the Nordic countries by robust social protection systems and in the UK and Ireland
by flexible working practices and a modern welfare system.

15. Whilst it is neither desirable nor possible for any one member state to adopt another social model lock
stock and barrel, it is sensible that they adapt certain elements to their own national practices and traditions.
The UK might well wish to take lessons from the Nordic countries on life long learning and the application
of technology in the workplace, but it could not achieve the same levels of social consensus due to its size and
heterogeneity. Equally France and Germany would not want to swap their strong industry specific skills and
long-term capital financing for the UK model but they do need to undertake reforms to make their labour
markets more flexible if they are to tackle the unacceptably high levels of unemployment.

16. It is clear also that the EU has a responsibility to ensure that any social legislation it agrees makes labour
markets more not less flexible. This has not been the case in the past. The draft directive on temporary workers,
for example, currently stuck in the Council, would adversely aVect the UK labour market as it is currently
framed and should not be agreed. This means that all EU legislation must be thoroughly assessed for its impact
on labour markets and that national parliaments should also have a greater role in vetting EU legislation. It
may also be appropriate to embark on a debate about the role of EU in regulating labour markets and whether
it is the right vehicle for developing social policy in Europe.

October 2005

Memorandum by Philip Bushill-Matthews MEP, Conservative Spokesman on Employment and Social
Affairs, Giles Chichester MEP, Conservative Spokesman on Energy, Research and Industry, Malcolm
Harbour MEP, Conservative Spokesman on Internal Market and Legal Affairs, European Parliament

1. The Relevance of the Lisbon Objectives

The first point to make is that there are too many objectives.

The most-often quoted objective is to make the EU “the most dynamic and competitive knowledge-based
economy in the world by 2010”, and this is clearly desirable. But the sentence continues with the less quoted
phrase “capable of sustainable economic development with more and better jobs and greater social cohesion.”
It is these latter words that fatally undermine the focus of the former. As former Commissioner Bolkestein
once put it: “The trouble with the Lisbon engine is that it is pulling too many carriages”.

Specifically European Trade Unions and their allies have been arguing that more and better jobs means full-
time, permanent jobs rather than the temporary, contract or part-time work that could provide more much-
needed flexibility to employees and employers alike. They argue that greater social cohesion is the first task of
Lisbon rather than its outcome. There is no consensus that greater competitiveness is the way to secure
more jobs.

Some Member States are looking for reform, but it is the new Member States who are generally leading the
way. The core members of the Euro zone, and especially France, Germany and Italy, have, has the greatest
unemployment and growth problem of all the founder members yet have the least appetite for reform.

France and Germany in particular are too protective towards their national champions, too concerned about
the eVects of globalisation and what are known as delocalisation, social dumping and fiscal dumping, and too
timid in the face of the opportunities oVered by deregulation and liberalisation.
28 “Jobs of the Future: making sure Europe can compete”—Accenture, due to be published by the Lisbon Council in late October 2005.
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A view often proclaimed by the Commission that the Lisbon goals can only be achieved if Member States drive
the necessary changes is not fair. Certainly many Member States have much to do, but the Commission should
spend less time saying what others should change and more time actually doing things diVerently itself. As
long as existing EU Directives in the field of employment and social aVairs in particular continue to overlay
businesses with a blanket of excessive red tape, entrepreneurship will continue to be stifled and job creation
quenched. Recent proposals set out by the Commission to simplify and cut back existing legislation and review
future legislation more thoroughly are welcomed. With over 20,000 pieces of legislation to consider, this will
be a mammoth task and requires strict prioritisation and support from Member States and the European
Parliament.

Meanwhile, the date of 2010 was always a tough target. It is now completely unrealistic as the EU is not only
failing to catch the USA but has already fallen further behind. What is needed is a new will, real leadership,
and a determination to match words with a clear action plan.

2. EU Mechanisms

The broad Economic Policy and Employment Guidelines are fine. But they are only eVective if they are
believed in and implemented by each Member State. That is the problem.

None of the proposals represent “rocket science”. All are basic and straightforward. There is no need for new
mechanisms or new comparisons of best practice on what needs to be done. Member States already know what
needs to be done: they just need to get on and do it.

The possible exception is the “flat tax” which is currently being explored in several of the new Member States.
Here it will be of interest to all Members to see whether such an idea might fly in their respective countries.

There are however actions that can be taken at EU level:

i) the delivery of a concrete action plan and timetable for the recently announced culling and
simplification of EU legislation. The Commission has promised such a document for the end of this
month (October 2005).

ii) the Commission must act more like a college. Too often the Commissioners for Employment and
Social AVairs or Environment have been allowed to run a separate fiefdom, despite the significant
impact their Directives have on Industry and Enterprise. The president of the Commission should
have put a Commissioner with a track record of implementing reform in charge of this important
dossier. This dossier is crucial to promoting job creation, encouraging labour flexibility and personal
mobility.

iii) The ongoing raft of Employment and Social Directives base their legitimacy on original Framework
Directives which were passed in the Bad Old Days of the 1980s. The best way to reduce and simplify
recent legislation is to revisit these earlier Directives and rebalance them in favour of jobs. This
requires political will.

iv) State Aid. The reform of State Aid cuts to the heart of the Single Market. Certain particularly
protectionist countries are notorious at abusing or misapplying state aid rules. They continue to do
so as shown by the Alstom saga because they are allowed to get away with it. There is a failure of
leadership to ensure that there is a level playing field. One immediate change that should be made is
tightening and shortening the procedure for penalising such countries. It is too easy for them to stall
for several years. Let us introduce a fast-track system.

v) EU Budget. The structure of the EU budget is impeding progress on the Lisbon Agenda. The
disproportionate amounts devoted to agricultural subsidy and structural fund spending of dubious
eYcacy mean that programmes more directly related to promoting enterprise, competitiveness,
research, SMEs, technology and the like are denied adequate funding.

3. Social and Economic Models

The so-called “European Social Model” is crying out for reform. Any “model” that dooms 10 per cent of its
work force to ongoing unemployment is not a model to be admired. Most stakeholders agree on the need for
reform, but again the problem is definition of the word. To some, “reform” means “strengthen”—the logic
being that if the existing workforce has even more rights they will be happier and therefore more productive—
and that way will contribute to greater productivity and competitiveness. The evidence is all to the contrary.
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Workers’ rights and social justice are hugely important. But it is all about balance. Blocking change, instead
of facilitating it, creates social injustice. It is the most vulnerable—the young, women, the elderly—who are
most disadvantaged.

Should there be any EU-wide social model? Already in practice there are diVerent models, of which the Anglo-
Saxon, the Rhineland and the Swedish models are most often acknowledged. They are attuned, for better or
for worse, to the requirements of their own Member States: that is surely as it should be.

The original theory of the European Social Model was to ensure a level playing field, and avoid “social
dumping”, ie if some countries cut wages and cut workers’ rights so as to undercut workers in other Member
States. This is phoney logic. There is no benefit or credibility in a model that makes all EU workers equally
uncompetitive.

Another aspect needs to be changed. The concept of the “Social Partners”, whereby a framework for social
aVairs is determined by stakeholders outside legislation, is not wholly wrong. However, the composition of
those stakeholders is out of tune with the modern economy. The old partners are the representatives of Big
Business and the Trade Unions. In the real world, the greatest number of employers, accounting for the most
employees, are SMEs: they are not big businesses, by definition, and the majority of their members are not
unionised. Why should the employment climate be determined by minority stakeholders, with vested interests?
Better no social partners than largely unrepresentative ones.

In summary, while Member States need to deliver much, there is much that needs to be delivered at EU level.
Who will do it? When?

4. Protectionism—the Down Side

A fundamental problem of the EU is that certain Member States have a diVerent vision of what the EU
should become.

France, for example, has always been a protectionist country. It signed up to the EU not just to cement
political ties with Germany and secure peace between two warring neighbours: it was also a deal to open up
the French domestic market for German goods in exchange for a bigger German market for French
agriculture—with Germany paying the bills, while French administrators and politicians ruled the roost. This
is a simplification, clearly, but not by much.

A curious manifestation of confused attitudes and values can be seen with the French insistence on core
national industries which may not be taken over by outsiders (and Germany plays a similar game). Yet many
takeovers within Europe recently have been by French and German companies. It is fine for them to buy
companies in other countries, but definitely not alright for French or German companies to be taken over in
turn. Examples of this phenomenon can be seen in the case of Volkswagen and Electricité de France.

The majority of EU Members, since enlargement, are not protectionist. They see that a bigger market means
more opportunities and not less. But these opportunities will only be realised if Europe’s economy becomes
more competitive and open.

October 2005

Memorandum by the Centre for Policy Studies

The Key Questions

Is the focus of the Lisbon Agenda on jobs and growth following the 2005 mid-term review useful?

We have little doubt that the focus on jobs and growth, following the 2005 mid-term review, is potentially
useful. The original Lisbon Agenda (March 2000), with its multiplicity of objectives and its vague aspiration
for the EU to be the “most competitive and dynamic knowledge-based economy” by 2010, was insuYciently
focussed to be successful. The addition of the environmental dimension at Gothenburg in June 2001 was an
extra complication. But, as we indicate below, we have concerns. The revised Lisbon Agenda looks highly
unlikely to be suYciently hard-headed and radical to be successful in delivering the increase in jobs and growth
that many of the EU economies require.

There is little doubt that many, though not all, of the EU economies are underperforming in terms of growth
and unemployment, as shown in the following table. Jobs and growth are, therefore, key. The “big three”
Continental economies (Germany, France, Italy), in particular, are underperforming.
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EU countries: GDP growth and unemployment rates

GDP per cent change (year-on-year) Unemployment rates
(per cent of labour force)!

2004 2005 2006 2004 2005 2006

Eurozone:

Austria 2.0 1.9 2.3 5.6 5.6 5.5
Belgium 2.7 1.3 2.4 7.8 8.2 8.0
Finland 3.4 2.2 2.9 8.9 8.5 8.3
France 2.3 1.4 2.0 10.0 10.0 9.6
Germany 1.0 1.2 1.8 9.3 9.6 9.1
Greece 4.2 2.8 3.2 11.0 10.8 10.5
Ireland 4.9 5.3 5.0 4.4 4.4 4.3
Italy 1.0 -0.6 1.1 8.1 8.4 8.4
Luxembourg 4.5 3.3 3.9 4.3 4.4 4.3
Netherlands 1.4 0.5 1.7 5.0 6.3 6.1
Portugal 1.0 0.7 2.1 6.7 7.2 6.9
Spain 2.7 3.0 3.2 10.8 10.2 9.8
Euro area 1.8 1.2 2.0 8.9 9.0 8.7

Other EU countries:
Czech Republic 4.0 4.1 4.3 8.3 8.3 8.2
Denmark 2.4 2.4 2.4 5.7 5.4 5.0
Hungary 4.0 3.6 3.9 6.2 6.3 6.0
Poland 5.3 4.2 4.5 19.0 18.2 17.3
Slovak Republic 5.5 4.8 5.7 18.1 17.9 17.5
Sweden 3.0 2.8 3.3 5.5 5.0 4.7
UK 3.1 2.4* 2.4 4.7 4.9 5.2

Source: OECD, Economic Outlook, June 2005.

! Commonly used definitions.

* Revised down to 1.9 per cent in September 2005.

What are the most appropriate mechanisms for achieving more jobs and growth in Europe?

Concerning the most appropriate mechanisms for achieving more jobs and growth in Europe, it is useful to
list the factors that are generally accepted by economists to be relevant to an economy’s “growth
competitiveness” as defined by international organisations such as the World Economic Forum.1 The
following list is by no means exhaustive but key factors include:

— Open and flexible labour, product and capital markets and a business friendly regulatory regime.
There is a wealth of economic evidence to show, for example, that there is a strong positive
correlation between lightly regulated labour markets and labour market performance.2

— Appropriate macroeconomic management including appropriate interest rate and exchange rate
policies (monetary policy) and fiscal stability and prudence.

— Policies which curb the proportion of the economy absorbed by public sector (both public spending
and taxes). There is a wealth of economic evidence that shows a strong (negative) correlation between
the size of state and economic growth.3

— Educational attainments and other factors relating to the quality of the workforce. We will not
discuss this further in this submission.

— The infrastructure including the obvious ones such as the reliability and cost of the transport systems
and energy supply and the less obvious ones such as political stability, robust and impartial “law and
order” systems and a stable financial sector. We will not discuss these issues further in this
submission.

Following on from this it is clear that Europe should be pursuing the following broad-brush policies:
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— There is a clear need for the EU to improve the functioning of the Single market and reduce the
regulatory burden on business.

— But there are few signs that the EU is tackling the problems of the Single Market. The Services
Directive, for example, if/when it returns for debate is likely to be considerably diluted. There is also
little progress in creating a Single Market for utilities. Where there are policies to create a Single
Market—in financial services—the possible benefits of easier cross border trade are all too likely to
be more than oVset by the heavy regulatory compliance costs in the UK, which defeats the point of
the exercise. The Financial Services Action Plan (FSAP) is a true monster.4 All too often the laudable
aim of the Single Market of opening up trade has been compromised and negated by the
accompanying regulatory compliance costs.

— On more general regulatory matters, whilst the recent initiatives from both Commission President
Barroso and Commissioner for Enterprise and Industry Günter Verheugen to reduce regulations are
welcome, they are unlikely to significantly cut the very considerable regulatory burdens on business
deriving from the employment and environmental Directives, for example.

— There is an urgent need, in particular, to liberalise labour markets if the very high unemployment
rates are to be tackled in Member States, including France, Germany and Italy. The UK’s
increasingly heavily regulated labour market is undermining private sector job creation.

— Concerning monetary policy, the Member States outside the Eurozone are following appropriate
policies. But there are substantial problems for the Member States within the Eurozone, which are
showing divergent growth patterns. Germany, France and Italy, for example, have all been
experiencing higher interest rates than ideal for their economies. Given that the Member States
within the Eurozone cannot unilaterally alter their interest rates and influence their exchange rates
(an increasing problem for Italy), then the need for radical structural reforms is all the more
pressing—not least of all of the sclerotic labour markets.

— Concerning fiscal policy, the Member States of the Eurozone do need to address the de facto collapse
of the Stability and Growth Pact at some point. Countries such as Germany and Italy, for example,
should not be complacent about running annual fiscal deficits—especially as they are “ageing”
societies.

— The UK should also address its deteriorating fiscal position and the rising public sector share of
GDP. Both these factors are undermining “growth competitiveness”. Interestingly, even though the
Scandinavian countries continue to have public sector shares of GDP higher than in the UK, the
shares have been falling quite sharply in recent years thus providing a fillip to competitiveness.

As a final note to this section, we would wholly endorse the overall conclusions of the Sapir report.5 This report
concluded quite explicitly and unambivalently that the EU economic system had not delivered satisfactory
growth performance. Since the 1970s average growth rates had been declining, there had been falling
productivity growth rates and an ineYcient use of labour. The Single Market programme had failed to deliver
the expected growth rates and this under-performance reflected the failure to liberalise labour markets, weaker
demographic trends and low activity rates. The report suggested that the Commission should stop thinking
about grand and costly EU-wide funding schemes and start initiating a “massive urgent change in economic
policies in Europe”. The policy prescriptions included greater labour market mobility and a liberalised labour
market. Sapir’s prescriptions did not require much funding but they did require a change of mindset from the
current heavily regulated Social Europe.

What are the different social models in Europe and what is their contribution to improving growth and increasing
employment?

André Sapir has identified four models in Europe.6 We list them below, with our comments concerning their
contribution to improving growth and increasing employment:

— The “Rhineland model” (including France and Germany), characterised by strong employment
protection policies. Even though these economies are wealthy, it is clear that their current policy
mixes are singularly failing to deliver high growth and low unemployment. Both France and
Germany are in need of radical labour market reforms.

— The “Mediterranean model” (including Italy and Spain), also characterised by strong employment
protection policies, which result in high unemployment. Spain’s recent growth record has been
significantly better than Italy’s, however, partly reflecting the funds received from the EU. Italy’s
economy, especially vulnerable to competition from China, needs radical structural reforms
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— The “Nordic model” (Sweden, Finland, Denmark and the Netherlands), characterised by high state
spending (though falling) and relatively unregulated labour markets. Employment performance is
good and growth has been acceptable.

— The “Anglo-Saxon model” (UK, Ireland), characterised by relatively unregulated labour markets,
though, in the UK’s case this is changing. Unemployment is low. Growth in the UK has been
satisfactory (though by the standards of the Anglophone countries sluggish) whilst Ireland’s growth
has been stimulated by “catch up”, demographic factors, low tax regimes and funding from the EU.

We would add that, even though it is of some importance to consider the models of Europe for guidance on
employment and growth, Europe is of decreasing significance in the global economy. Europe shouldn’t just
be looking at Europe. This is navel-gazing. Europe needs to look beyond Europe. It needs to look to the US,
the other highly successful Anglophone countries (Australia, New Zealand and Canada), the Far East
(including China and Japan) and India.

Further Questions

The relevance of the Lisbon objectives: Do the Lisbon objectives reflect the goals which Europe should aspire to achieve?
Are Member States still looking for economic reform? Are Member States still looking for the same economic reform as
they were in 2000? What is the attitude of the new Member States to the objectives?

As already indicated the original Lisbon objectives were too diVuse and vague to be helpful. They should be
confined to history. Given that the EU has now committed itself to concentrate on jobs and growth, it should
quite simply concentrate on policies that can raise the competitiveness of Member States and let the Member
States make other policy decisions they believe appropriate.

There is currently little sign that the major EU15 Member States are looking for significant economic reform.
The British government is actively undermining competitiveness by raising the tax burden and increasing the
regulatory burden (and this is in spite of the rhetoric for EU “reform” from the British government). In
Germany, Gerhard Schroeder’s government did attempt labour market reforms but was met by electoral
disapproval; Angela Merkel’s government is unlikely to be able to do much by way of reform. The French
government has attempted to dilute the damaging impact of the 35-hour week on business but little else. And
Italy has, apparently, done nothing to reverse its declining competitiveness. These economies, in the face of a
hotly competitive global economy, can only continue to lose ground.

The new Member States are keen to prosper and this is their focus, irrespective of the high-flown rhetoric of
Lisbon. They are, quite rightly, determined to be competitive. Estonia, for example, has cut corporation tax
to 0 per cent on retained profits.

The 2010 target date: Does the 2010 date have any significance? Are the objectives likely to be achieved by 2010? What
can be done to achieve the Lisbon objectives?

Dates, targets etc should be binned. The EU should concentrate on making Europe more competitive in order
to raise growth and cut unemployment.

National or European level policy: Should the Lisbon Agenda goals be a matter only for individual national
governments? Which specific activities can only be undertaken at EU level; and which particular activities should
Member States take on? What role should the Commission have in encouraging the goals of jobs and growth?

The Commission has an important role in improving competitiveness. There is absolutely no doubt about this.
If it really wishes to make the EU more competitive it must start by withdrawing many of the business-
damaging employment and environmental Directives. And it must turn the Single Market into a truly open
cross-border market, with the lightest of regulatory touches. But we believe that this is highly unlikely and the
revised Lisbon Agenda’s goal of encouraging growth and jobs will fail.

Clearly, the governments of the Member States have a role in improving their countries’ competitiveness. But,
as already indicated, this seems unlikely to happen in the major EU15 economies.
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EU mechanisms: Are the Broad Economic Policy Guidelines and the Employment Guidelines, which have been renamed
the Integrated Guidelines for Growth and Jobs, appropriate and effective? Are there other possible mechanisms which
could drive forward Member States’ initiatives for achieving the goals of growth and jobs? How can Member States’
best practice in achieving growth and jobs be identified? Should this best practice be encouraged by legislation,
competition through market forces, or in some other way? How can the reform of EU state aid rules encourage progress
towards the Lisbon objectives?

We have read the new-style “Integrated Guidelines for Growth and Jobs”. 7 We were disappointed by their
high-flown prolixity and lack of hard-headedness. They comprehensively miss the point. The point is simple.

As discussed already, the Commission needs to withdraw business-damaging Directives and sort out the Single
Market. Then the Member States should be left to get on with running their economies and let market forces
do the rest. Until the Commission is prepared to do this, Europe will be hobbled in the 21st century global
economy. It needs to “get modern”.

Social and economic models: Which elements of the different social models in the EU are succeeding in the global
economy? To what extent do elements of the different social models act as a brake on economic growth? Do any social
models distort EU-wide growth? Does every country need to have the same social model for the targets of growth and
jobs to be achieved?

As already indicated, Europe needs to look beyond Europe. Therefore, such exclusive concentration on
European models is a serious mistake. Concentration on Europe’s heavily taxed and regulated social model
is, quite simply, 50 years out of date.

If Europe is to succeed in the 21st global economy then European business must be freed from the regulatory
costs (as already discussed) imposed by, firstly, their own democratically elected governments and, secondly,
the EU. Heavy regulations, encapsulated in all of Europe’s social models, are a brake on economic growth.

Concerning the “distortion“” of growth, this notion should simply be dropped. If some EU countries grow
quicker than others because they are more competitive, well, that’s how it should be. And the idea that
Member States should have the same social model is, frankly and thankfully, unfeasible.

Member States’ commitment: Are some Member States more committed to the Lisbon objectives than others? What can
be done to encourage Member States to pursue the Lisbon objectives?

We have no direct knowledge relevant to these issues. But we regard these issues as of little significance because
the revised Lisbon agenda is unlikely to deliver any significant improvement in the performance of EU
economies. It has very few, or no, teeth.
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Memorandum by David Pattison, Assistant Chief Executive, Cornwall County Council

1. In addressing the EU Lisbon Agenda for jobs and growth it is necessary to consider economic,
environmental and social issues.

2. In essence the Lisbon Agenda is about European competitiveness and the steps necessary to ensure that
Europe is competitive in the future. Long term competitiveness is dependent upon the economic productivity
and added value generated in the EU Member States but also in addressing the issues of environmental
sustainability and social cohesion. Increasing economic inclusion and reducing worklessness can contribute
greatly to overall productivity and can be underpinned by a diversity of social models appropriate to the
context of each member state and region.

3. The re-focus of the Lisbon Agenda to concentrate more upon the “narrower” competitiveness issues carries
a number of dangers. It may well be necessary to stimulate accelerated economic progress in the short term
(two years) and medium term (five years) but not necessarily over the longer term (10! years). Addressing
the issues of environmental sustainability and social cohesion remains fundamental to long term economic
prosperity. The environmental sustainability agenda oVers particularly powerful economic drivers for new
business growth throughout the world and the EU could take advantage from this if given a greater push in
the short and medium term. The environmental industries provide a win/win scenario with high economic
added value, minimal waste and ineYciency, and maximum environmental benefits. The re-focused Lisbon
Agenda may be too narrow to pick up on this critical long-term investment path. In other words the Lisbon/
Guttenburg (sustainability) Agenda may be a more appropriate long-term model in my view.

4. The other key point I would make is that high economic productivity and international competitiveness
can only be sustained with a “good” and “culturally appropriate” structure that provides a cohesive society.
This can vary in diVerent places but if it does not exist then any productivity gains will be short-lived, ie not
sustained over the longer term.

5. Turning to some of the things that I regard as particularly important for increased competitiveness of the
EU Regions, including Cornwall. Ownership of the problem and therefore the solution is the key to successful
economic progress. In the case of Cornwall we have secured private sector engagement with all the key
partnerships for driving forward public investments that underpin the achievement of a higher GVA. This
needs to be embedded in all regions so that public and private sector projects are well related to each other
and add value. The key large regional agencies—the Regional Development Agencies (RDAs)/Learning and
Skills Councils (LCSs) and the Government OYces (GOs) need to provide a supportive framework for
sub-regional eVort as economic progress will not be possible if carried out for these areas from the outside.
Central and Regional Government bureaucracy and associated manifestations needs to be further streamlined
so as to reduce what can be very high transaction costs for delivering economic development projects on the
ground. How this is done could vary in diVerent sub-regions depending upon the context and background.

6. The Lisbon Agenda will not be realised unless we have dynamic rural as well as city-region economic
centres. The need for rural diversification and the location of more knowledge based business in rural areas
can be realised if investments are made in the appropriate infrastructure that supports the connectivity
between EU Regions. Agricultural diversification oVers many opportunities in the more knowledge intensive
industries, including, for example, non-food crops. Land remains a strategic resource that needs to be used
and maximised rather than “set aside”. Unused land is rather like unused labour or unused capital; if it is not
working it is costing which is a major drag on overall productivity.

7. I have focused my comments on some of the key issues rather than answering the more politically orientated
aspects of the Lisbon Agenda. I hope that the sub-committee can give consideration to these matters as part
of its inquiry.

16 August 2005

Memorandum by the Corporation of London

Introduction

1. This memorandum responds to the Sub-Committee’s invitation to submit evidence. The Square Mile is the
heart of a world-class international financial services centre. The financial and business-related services
located in this City cluster make a substantial contribution to the economy of the UK and the rest of the
European Union and this feature is reflected in the importance which the Corporation attaches to its support.
The memorandum is based on recent discussions in the City of London with a broad range of international
financial services interests.
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2. The City has long championed the development of an eVective single market for financial services because
it is itself a powerful example of open markets contributing significantly to Europe’s economic performance.
In the judgement of the City, a more open and competitive EU market would bring positive benefits for both
wholesale financial services and retail customers. That would in turn enhance prosperity and job creation in
the EU.

3. The main focus of the Corporation’s response concerns the European Commission’s Financial Services
Action Plan (FSAP), a key element in delivering the Lisbon Agenda. The international competitiveness of the
EU economy is critical to the continued success of the City and the Corporation is therefore disappointed that
the ambitious goals set out in Lisbon in 2000 are still a long way from being realised.

4. The Corporation supports the Commission’s renewed focus on jobs and growth, the drive to reduce the
regulatory burden on business and the concentration on the implementation and enforcement of existing
legislative measures. These initiatives should help to integrate financial markets and remove barriers and
impediments to trade which in turn should stimulate enterprise and innovation and so improve economic
growth.

The City Principles

5. In December 2002 a City working group drawn from a broad range of international financial services
interests produced a paper entitled “Creating A Single European Market For Financial Services”. The paper,
which was presented to the European Commission, set out principles suggested for incorporation into EU law
in order to create a fully functioning single market. These principles still appear very relevant in helping to
improve the eYciency of EU financial services in the face of global competitiveness and are as follows:

— Markets are created and developed by market participants not by rules and regulations.

— Policy instruments other than legislation should always be considered in preference to the legislative
route. If legislation is necessary it should be proportionate, cost eVective and address clear market
failure.

— Consultation with participants is required at all stages, and in a timely manner, and with a reasoned
response to practitioner input.

— Regulation must be risk based, taking account of the diVerent nature of the risks facing the diVerent
types of firms, customers, investors and counterparties.

— Surveillance, implementation and enforcement must be eVective both at the national level and by the
Commission.

— Regulation and behaviour of market participants must help build fair and honest markets, while not
frustrating or stultifying their innovation and development.

— Representatives of market practitioners should provide regular reports to the European Council,
ECOFIN, European Parliament and European Commission on progress towards creating a fully
functioning single market.

— A European Financial Market Forum should be established to help develop a coherent approach
and philosophy for the creation of the Single Market.

Response to the Green Paper on Financial Services Policy

6. A similar group of international practitioners was formed earlier this year to respond to the European
Commission’s Green Paper on Financial Services Policy (2005–10). The group agreed the following points
intended to reinforce the Libson Agenda:

— The “better regulation” approach is widely welcomed. In particular, a systematic approach for the
avoidance of “goldplating”, for justifying new initiatives by rigorous impact assessments, for using
non-legislative approaches wherever possible and for the ex post evaluation of rules with a
commitment to repeal or revise where the evidence so justifies.

— There should be no automatic read across to professional and wholesale markets of rules appropriate
for the protection of retail consumers.

— There should be a review, with market practitioners, of ambiguous legislation, which makes business
planning and consistent enforcement diYcult.
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— A means should be found of meeting the European Parliament’s concerns about what they see as a
lack of democratic accountability regarding the Lamfalussy process without delay, given the
uncertainty concerning timing of the ratification of the draft Constitutional Treaty or of a possible
formal decision not to proceed with ratification.

— There should be better, consistent implementation and enforcement of legislation. A crucial test here
of the Commission’s resolve to give priority to such work will be the necessary reallocation of
resources within the Commission services devoted to these objectives. To reinforce the delivery of
the better implementation and enforcement agenda, a new combined unit should be established
within the Commission, reporting to the Internal Market and Competition Commissioners tasked
with these responsibilities.

— A European training college for supervisors should be created, based on a common philosophy and
practice, with a core syllabus for each sector, involving exposure to market practice and institutions.

— There should be significantly strengthened eVorts to improving cross border supervisory co-
operation in order to facilitate improved implementation and enforcement and the elimination of
duplicative reporting, standardisation of reporting systems and common reporting formats.

— There should be workable and eVective memoranda of understanding for crisis management
between financial supervisors, central banks and national ministries of finance, including rules on
burden-sharing.

— Any change to current structures of supervision would need to be justified as an appropriate and
proportionate response to demonstrable problems, as the Green Paper recognises in advocating an
evolutionary approach that balances eVective supervision, financial stability and the minimisation
of the regulatory burden. The possibilities of establishing arrangements for lead supervisors and for
the delegation of supervisory tasks and responsibilities should be debated.

— The Commission’s aspirations for deepening the regulatory dialogue with the rest of the world,
especially the USA, China, Japan and India, are fully supported. The dialogue should involve
market practitioners.

— Any proposals for new legislative action to encourage the integration of retail financial services
should be carefully targeted at proven barriers, should be able to demonstrate cost eVectiveness and
rest upon eVective regulatory impact assessments. It might be more fruitful in the shorter term to
focus on the distribution of cross border retail services via a local retail presence rather than on direct
cross border marketing.

Achieving an Integrated Financial Market

7. The Corporation’s perception of City opinion concerning EU actions towards financial services suggests
that it is too soon to judge whether or not the FSAP will achieve the objective of an integrated financial market
or whether the benefits will outweigh the costs of complying with the legislation. Much will depend on the
willingness of the 25 Member States to implement the spirit and letter of the legislation and for the Member
States and the Commission to ensure that it is properly enforced.

8. There is fairly widespread concern that the tools of better regulation have not been suYciently, widely or
thoroughly applied to the FSAP. Initiatives such as ex ante appraisal of costs and benefits, and the means to
establish whether EU legislation is the appropriate and proportionate response to deal with market failure,
should be given a greater priority.

9. There is also scepticism about the eVectiveness of ex post evaluation of legislation, opening up the
possibility of repeal, where, as is often the case, original objectives were not set with suYcient clarity to enable
evaluation of success or of the cost/benefit balance.

10. There is considerable concern to ensure more eVective, pro-active action from the Commission to ensure
timely, consistent implementation of legislation. Many City practitioners have argued that there is a need for
greater supervisory and regulatory cooperation and convergence although there is no general appetite for
more centralised EU structures at present. And in terms of the international agenda, there is concern that
developments in EU legislation should pay greater attention to its potential impact on the global
competitiveness of European entities.

13 October 2005
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Memorandum by dbb beamtenbund und tarifunion

1. Is the Refocus of the Lisbon Agenda on Jobs and Growth Following the 2005 Mid-Term Review

Useful?

The Lisbon objectives clearly reflect the goals the European Union should aspire to reach. Hence, these goals
are relevant to boost the European economy and to create more and better jobs. Their reorientation after the
mid-term review was based on the conclusion that the goals such originally defined in spring 2000 under the
Portuguese presidency cannot be maintained in the light of the diYculties being experienced on the European
labour market, the economic slowdown that has hit several European countries and especially Germany in
the aftermath of the depression of the New Economy market in 2001. Consequently, focusing on jobs and
growth has been welcomed by the dbb which has always urged the European Commission via its European
umbrella organisation, the European Union of Independent Trade Unions (CESI), to set more realistic
objectives and concentrate on what is appropriate to achieve them in the years to come.

This spring, the European Commission introduced new guidelines aimed at reaching the overall objective of
sustainable growth and a significant reduction of the unemployment figures in Europe. The EU provides soft-
law tools like the Method of Open Coordination (MOC) that eYciently contribute to sharing best practice
among the member states. Yet, it is the national governments’ unshared responsibility to implement the
measures deemed adequate in their respective countries, ie job market reforms, tax reforms and other matters.
In terms of public acceptance and democratic transparency, this approach is an indispensable pre-requisite
to success.

Undoubtedly, the process of social and economic reform is a European-wide phenomenon. Nevertheless, the
pace at which national governments seek to adapt their job market and social security policies to the challenges
imposed by a globalised economy diVers from country to country. So far as Germany is concerned the
situation is, economically speaking, very challenging but possibly not as bleak as portrayed by the German
media. Some major reforms have been tackled in the job market field. Their results remain to be seen, although
they have raised many issues and incited wide-spread scepticism. The next German government elected in
September will most likely have to go through a process of continued reforms. In fact, there already have been
many cuts over the past years in the public service sector in particular, in other words in our field of interest.
These cuts are aimed at the reduction of public spending without taking into account the importance of the
sector with a view to the Lisbon process as a well-functioning partner for citizens and private enterprise.

Germany’s government was preparing reforms as early as in 2000, but the short blossoming of the economy
with its positive eVects on unemployment data and public debt veiled the gravity of the situation. It took two
years of stagnation and massive deficit spending, to prompt the government to start its job market reforms in
order to facilitate the creation of jobs, lessen the strain on the social security schemes and spurt economic
growth. To sum up, the situation has changed significantly since 2000. The revision of the Lisbon Agenda is
paralleled by a comparable shift on the national reform agenda.

Although the dbb has partner organisations in Eastern Europe and, therefore, is aware of the problems
governments are facing in the new Member States; it is rather diYcult to judge them from a foreign point of
view. At the same time, although Germany faces unique issues, in some ways the challenges it faces are similar
to that of the former accession countries since the new Länder have had to go through a comparable process
of social, economic and legal adaptation. Countries and regions that undergo rapid change and are still subject
to transformation might potentially question the impact of the Lisbon Agenda on the creation of jobs when
they are confronted with high unemployment rates.

Be it new or old Member States, the 2010 target is not considered as a realistic time limit anymore. Yet, there
are surely advantages in defining an ambitious time frame with regard to the emerging markets of Asia and
other competitors in the world. Europe must regain its original strength unless risking its wealth, social
security and safety.

How can we meet with the Lisbon goals? The complexity of our socio-economic systems requires a
diVerentiated approach with a set of various measures in order to achieve the Lisbon goals. Long-term
sustainability can only be reached if Europe overcomes its demographic problems. In the meantime, national
reforms are needed to quicken innovative cycles for only a Europe that leads in technology can lay the
foundations for a knowledge-based society.

Better regulation, less administrative burdens to private enterprise and a modern administration with well-
versed personnel can be the public sector’s contribution to achieving the Lisbon goals. The public
infrastructure can create a positive setting for innovative companies that generate growth and oVer more and
better jobs. Together with the federal government and its trade-union colleagues of Ver.di, the dbb has
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initiated a reform of the civil servants’ law that introduces more flexibility, improved career development for
the young and above all, the important element of performance-related pay into the existing system. The bill
is presently subject to delay due to the dissolution of parliament and the new elections. It will probably be
reintroduced after possible amendments by the next government. Moreover, the dbb has recently launched a
debate on how to promote better regulation and set up a high-level working group of senior politicians and
legal experts to prepare concrete suggestions. These are just two currently discussed issues, brought forward
by the dbb to help trigger positive change and, thus, in line with the positive role it is determined to play at
the European level contribute to the overall objectives of the Lisbon Agenda.

The dbb with its 1.27 million members and its 40 aYliated trade unions is a major player in German society.
It goes without saying that it has to play a constructive role in the much needed national reform process.
Member States ought to take on the appropriate measures in social and economic policy reforms as laid out
above. At the Union’s level, the exchange of experience in reform and best practice in government should be
enhanced.

2. What are the Most Appropriate Mechanisms for Achieving More Jobs and Growth in Europe?

The new Integrated Guidelines, comprising the former Broad Economic Policy Guidelines and the
Employment Guidelines contain various recommendations to the Member States. From a German point of
view, there are some inconsistencies in this initiative. The Commission admonishes the national governments
to pursue an anti-cyclical economic policy, ie reducing budgetary deficits in a flourishing economy and
encouraging spending in a slowdown. At the same time, the Commission praises the moderation workers’
organisations have shown in collective bargaining. As a matter of fact, the income of an average worker in
Germany has been decreasing over the past ten years. A major diYculty of the Common Market is the lack
of consumption in some Member States. People need to be given incentives to spend money. Be they public
or private sector employees, a lack of regular increments is detrimental to achieving more growth.

The attempt to enhance public spending into sustainable investments such as research and development,
education and innovative industries, deserves large-scale support, also from the social partners. There can be
no doubt that there is a close connection between innovation and competitiveness, as well as between
competitiveness and growth and between growth and the creation of jobs. The British presidency has attached
much importance to this issue.

The existing mechanisms at Union level seem to be suYcient to increase the awareness and spread ideas on
how future steps to the Lisbon goals can be taken. The Member States are responsible for their social security
systems and their job market set-up. They insist on this competence with full justification, and this should not
be compromised. Important reforms need public support and the reformers need full democratic legitimacy
that can only be granted by governments whose actions can be approved or disapproved of in democratic
elections. The European Union can identify best practices with the soft tools it has used successfully in the
framework of the Method of Open Coordination (MOC).

The European Commission already has assumed the role of a think tank in Europe, gathering information
from the Member States in the framework of the employment strategy and others. In developing guidelines
and defining new policy goals, the Commission is giving important momentum to the national reform agendas.
However, the Commission has considerable competence in the field of competitiveness and can, therefore,
promote positive development in the Common Market, especially after releasing state aid for services of
general economic interest below a reasonable threshold from notification. Incidentally, the latter can also
support the Lisbon goals if these state aids contribute to innovative public services of high quality accessible
to all citizens. Evidently, the Commission has a key interest in avoiding conflict with the Member States in this
field that it obviously understands as an important element to growth and job creation in the EU.

3. What are the Different Social Models in Europe and What is their Contribution to Improving

Growth and Increasing Employment?

There is certainly no such thing as a monolithic European social model. Every Member State has its own social
model, and if categorised there are surely at least three diVerent kinds of models in the present EU, roughly
the liberal Anglo-Saxon model, the Continental model and the new model of the accession countries, the new
Member States, which probably resembles the Anglo-Saxon model while being developed on a diVerent
cultural and socio-economic basis.

From a trade union’s point of view the crucial question is how success is measured in this field. Some Asian
countries might for instance consider human rights, let alone workers’ rights, as a brake on economic growth.
This does not support the argument that a high degree of workers’ rights is a negative factor in the Union’s
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striving for more growth. Though flexibility and adaptability are necessarily required in today’s competitive
world, the ethical dimension of economics should not be completely forgotten in the Lisbon process. Whatever
changes are needed to regain stability in the Member States’ social security systems ie; in order to secure their
respective social models in compliance with the Lisbon goals, only those models that guarantee the
participation of a vast majority of the population, that allow people to work under dignified circumstances
can in the long run preserve Europe’s democracies.

The Member States share the analysis that reform is indispensable to adapt to the framework set by the
globalised economy, whilst the Lisbon objectives describe this evolution adequately at the European level.
Some countries may need to be given more incentives; others are already way ahead in their national reform
agenda. The dbb is concerned about a possible race-to-the-bottom, a downward spiral in which the European
Member States are in risk of losing a lot of the energy they should use, to be innovative and productive, and
thereupon maintain the high level of prosperity which guarantees equal opportunities and political stability
in Europe and has made it a place worth living in.

20 September 2005

Memorandum by England’s Regional Development Agencies

Introduction

1. This response is submitted on behalf of the nine English Regional Development Agencies and seeks to
articulate our full support and endorsement of the approach outlined within the revised Lisbon Agenda in
support of a European Strategy for Jobs and Growth. Our response will seek to address those elements of the
inquiry that are most relevant to RDAs and, in setting out the rationale behind the role and responsibilities
of RDAs as economic development agencies, will highlight the potential of Regional Development Agencies
to contribute directly to the development and implementation of the strategy itself.

2. It is also worth highlighting firstly, that RDA support for the Lisbon Agenda has been a consistent theme
and cornerstone of our joint responses to the House of Lords inquiry into the “Future Financing of the
European Union”, the UK Government’s consultation on their proposals for “A Modern Regional Policy for
the UK” and the EU Commission’s “Third Report on Economic and Social Cohesion”.

3. Secondly, we would emphasise our belief that eVectively, the revised Lisbon Agenda is our agenda, and that
both our statutory responsibilities and accountability to Central Government through Public Service
Agreement (PSA) targets mean that RDAs have worked to address this agenda in the English regions since
their inception in 1999.29

4. Thirdly, this latter point underpins our belief that RDAs are well placed to play a central role as a strategic
driver, funding and delivery partner, alongside the EU and Central Government, in taking forward the
successful and practical implementation of both Community and National Lisbon Reform Programmes.

Background rationale and context

5. The process of administrative decentralisation and devolution within the UK, since 1997 represents one
element of the Government’s response to the economic challenges associated with globalisation and concerns
that overall UK competitiveness, and therefore relative economic performance, would decline without
continued structural economic reform and improvements in UK productivity.

6. Increased autonomy and responsibility for the development and implementation of economic development
strategies at regional level—within the context of a stable macro-economic policy—reflected Central
Government’s acceptance that regions represented a more eYcient organising unit in pursuit of this enhanced
productivity and improved economic performance, combining economies of scale with local ownership of
decisions,30 through which to aVect change at an intermediate or sub-national level as part of national
economic development policy.

7. Since establishment in 1999, therefore, England’s RDAs have played a direct role in both the development
and implementation of eVective regional economic policies in pursuit of sustainable economic development
at sub-national level.
29 Please see Annex 1 for a report outlining the work of English Regions (including English RDAs) related to the Lisbon Agenda.
30 Submission of the Work Foundation to SEEDA regional workshop (Will Hutton, 2005).
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8. RDAs are tasked with making sustainable improvements in the performance of all English regions and
narrowing the gap in growth rates between the regions themselves. The RDA Act 1998 gave RDAs the
following statutory responsibilities:

— To further economic development and regeneration.

— To promote business eYciency, investment and competitiveness.

— To promote employment.

— To enhance development and application of skills relevant to employment.

— To contribute to sustainable development.

9. In addition to delivering initiatives and activities that contribute to the above responsibilities, each RDA
is required to produce a Regional Economic Strategy (RES) that aims to identify and address the specific
economic development needs of their individual region. In each region therefore the RESs (and associated sub-
strategies such as the regional skills strategies) provide a framework for greater coherence and coordination
of regional economic development activities and investment that directly reflect the focus of the revised Lisbon
Strategy.

10. Whereas RDAs provide a framework for decentralised decision-making and bespoke interventions at
regional and sub-regional level, they are also an integral component of national economic policy, and as such
are required to contribute to the overall improvement of economic performance at a UK level.31 As such
RDAs are accountable to Central Government through agreed Public Service Agreement (PSA) Targets32

relating to regional economic performance, sustainable development, productivity, skills, science and
innovation, employment and enterprise.

The refocus of the Lisbon Agenda and the relevance of the Lisbon Objectives

11. The RDAs support the overall objective as established at the Lisbon Council in 2000, to ensure that
Europe is the “most competitive and dynamic knowledge economy in the world, capable of sustainable
economic growth with more and better jobs and greater social cohesion” by 2010.

12. We would endorse the view expressed in the Kok Report (2004) that the practical way in which this
objective was taken forward involved too broad a focus, and in combination with the mechanisms adopted to
take forward the commitment, led to problems in coordination and implementation, a lack of clear
understanding of roles and responsibilities and therefore of reform amongst stakeholders. We are minded of
the comment that the raft of initiatives and broad scope of targets set meant that Lisbon was about everything
and thus about nothing.34 This lack of focus we feel contributed to a lack of commitment, understanding and
resources within the EU as well as to problems in coordination and delivery against Lisbon targets.

13. At the same time we are mindful of the continued competitive threat and that the growth gap between
Europe and North America and Asia has in fact widened. Therefore in order to address this we are supportive
of the attempts to streamline the focus and delivery mechanisms of the Lisbon Strategy and to ensure that
stakeholders at Member State and sub-national level are fully engaged in both the formulation and delivery
of the revised Lisbon agenda. We recognise that Europe needs to improve its productivity and employment
and that the need to address these economic challenges is urgent.

14. The refocus of the strategy on jobs and growth and the policy measures identified in the Presidency
Conclusions (Spring 2005) namely: the promotion of knowledge and innovation; ensuring that Europe is an
attractive place in which to invest and work; and growth and employment are fundamental to the day to day
activity of the RDAs and are directly reflected in each region’s RES. We strongly believe that these policy areas
are the objectives that Europe needs to act upon if it is to improve economic performance.

2010 Target Date and What Can be Done to Achieve the Lisbon Objectives?

15. The need to address the economic challenges identified in the strategy is urgent and Lisbon must provide
a benchmark against which both EU level negotiations and Member State policy developments are assessed.
We therefore welcome the way in which Lisbon has been placed at the heart of EU Commission proposals for
the reform of policy instruments and regulatory frameworks such as Cohesion, Research and Development,
Rural Development and the proposed Roadmap for Reform of State Aids. It is important to note however,
31 For example, each RES must demonstrate its relevance to the five UK Government identified drivers of productivity: skills; investment;

innovation; enterprise; competition.
32 See Annex 1 for a more detailed list of RDA PSA Targets and sponsoring Departments.
34 Incorporating the EU Commission Broad Guidelines for the Economic Policies of the Member States and the Community (2005–08)

and the Employment Guidelines (2005–08).
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that the CAP continues to represent some 40 per cent of EU expenditure, and we would support eVorts to
ensure that the focus of the EU Financial Perspective 2007–13 is structured in such a way that it reflects the
refocused priorities of the Lisbon Strategy, for example, increased emphasis on knowledge, innovation, RTD,
competitiveness, employment and skills.

16. We also recognise that Member States, both in terms of financial resources and the introduction of the
structural reforms needed ensure that economies perform better, are central to the achievement of the
strategy’s goals of improved jobs and growth. We would urge the Government therefore to view the Regional
Funding Allocations process and the scheduled Comprehensive Spending Review 2007 as an opportunity to
further embed the Lisbon Agenda within UK Government policy. In addition, we would highlight the fact
that six of the nine RDAs are currently in the process of revising their Regional Economic Strategies and that
RDAs view this as a direct opportunity to structure strategies and programmes that are directly relevant to
Lisbon. It is also worth noting here the strategic role of the RES to inform and provide a coherent framework
for all investment in regional economic development (not just direct resources held by the RDA), therefore in
producing any one region’s economic strategy, there is an opportunity to structure and shape investment
across both the public and private sector in pursuit of identified strategic objectives.

17. In revising Regional Economic Strategies, RDAs adopt a 10 year perspective. This, in conjunction with
the timeframe for the EU Financial Perspective (2007–13), and domestic Regional Funding Allocations (up
to 2016), provide a longer-term framework than that outlined by the Lisbon Strategy (up to 2010). The RDAs
would welcome discussion as to whether the 2010 target date is, therefore, practically achievable. But in no
way would this seek to undermine the need for continued urgency and commitment to ongoing action in
addressing the goals of the Lisbon Strategy.

National or European level Policy

18. Whereas RDAs recognise the important role played by the European Union in setting and communicating
the overarching policy and regulatory context within which the Lisbon Agenda will be pursued, much of the
practical delivery—and resources needed to implement and achieve the Lisbon goals—resides at a national
and sub-national level. In our submission we have tried to emphasise the case that the regional (and, we
recognise, the sub-regional) dimension has the potential to contribute directly to the Lisbon Agenda. In fact,
it is our view that it will not be possible to achieve the targets and goals set without the direct involvement and
commitment of sub-national actors in the formulation, communication and delivery of policy.

19. In taking forward activities at regional level RDAs recognise that macro level integrated guidelines33 are
best addressed at national and European level. However, with regards to the micro-economic and employment
guidelines RDAs are well placed to address in particular those guidelines (7 to 11 and 15 and 16) related to
knowledge and innovation and making Europe a more attractive place in which to invest and work. For
example, RDAs work with regards to promoting investment in R&D, Centres of Excellence, Enterprise Hubs,
Technology Transfer, University and enterprise cooperation, access to finance, the re-engineering of business
support services and support for new and renewable energy resources demonstrates our direct relevance in
this area.

20. In addition, in relation to the Employment Guidelines (17–24) RDAs work in partnership with regional
stakeholders to develop and implement Regional Skills Strategies are integral to the successful implementation
of all Regional Economic Strategies and again, directly reflect those objectives set out within the Lisbon
Strategy.

Identifying best practice and exchange of experience at EU level

21. Many RDAs and regions themselves have strong transnational relationships and work closely in
partnership with other regions within the EU on economic and strategic development. However, the role of the
European Union in identifying and communicating best practice and in facilitating the exchange of experience
between European regions and sub-regional authorities is fully recognised and supported by the RDAs. In this
regard we would urge that the new mechanisms regarding governance of the Lisbon Agenda seek to
incorporate a role in this area. In fact we view a more explicit involvement of stakeholders at regional and sub-
regional level with regards to the development, communication and implementation of the Lisbon National
Reform Programme as providing a “bottom-up” approach that would be supportive of this.
33 Kok Report, 2004.
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Conclusions

22. The RDAs are supportive of the refocus of the Lisbon Strategy and its emphasis upon jobs and growth.
The goals and objectives set within the context of the revised strategy directly reflect the role and
responsibilities held by the RDAs in pursuit of improved and sustainable economic development in the
English regions.

23. The RDAs are well placed to contribute directly to the formulation, communication and delivery of the
Lisbon Strategy and this is reflected in our day to day economic development activity as well as within the
context of Regional Economic Strategies prepared by RDAs on behalf of their individual regions. It is our
view that the Lisbon targets will not be achieved without the engagement of stakeholders at sub-national level.

24. The current revision of the RES (in six regions) and the Regional Funding Allocations and the
Comprehensive Spending Review (2007) processes provide an opportunity through which to inform the
allocation of resources and further embed the revised Lisbon Agenda within UK and regional policy
developments.

25. The RDAs welcome this opportunity to contribute to the House of Lords inquiry and look forward to
future debate on what is a critical and urgent issue facing regions, the UK and the European Union.

14 October 2005

Annex 1

Examples of RDA and Public Service Agreement (PSA) Targets Relevant to the Lisbon Agenda

In taking forward their mission of transforming England’s regions through sustainable economic
development, the RDAs are required to publish Corporate Plans. In their Plans for 2005–08, the RDAs are
required by this Framework to show how, in support of their statutory role and their statutory duty to
contribute to sustainable development, each RDA will address the priorities identified in the Regional
Economic Strategy (RES) for the region, and contribute to the delivery of the Government’s SR04 PSA
Targets on Regional Economic Performance, Sustainable Development and Productivity/Rural Productivity,
and through these to the delivery of a range of other PSA Targets as described below. The RDAs’ contribution
to the PSA Targets on Regional Economic Performance and Sustainable Development will also contribute to
the OYce of the Deputy Prime Minister’s overarching aim of Creating Sustainable Communities.

The RDAs’ role in contributing to the delivery of PSA Targets will vary by region, reflecting the diversity of
the regions, and will be limited to areas of activity that fall within the remit of the RDAs and their priorities
as set by RESs and, where relevant, national policy frameworks.

Regional Economic Performance, Sustainable Development and Productivity/Rural Productivity

Regional Economic Performance

— Make sustainable improvements in the performance of all English regions by 2008, and over the long
term narrow the gap in growth rates between the regions, demonstrating progress by 2006 (Target
shared by DTI, ODPM and Treasury).

Sustainable development

— Promote sustainable development across Government and in the UK and internationally, as
measured by: the achievement of positive trends in the Government’s headline indicators of
sustainable development; the UK’s progress towards delivering the World Summit on Sustainable
Development commitments, notably in the area of sustainable production and consumption,
chemicals, biodiversity, oceans, fisheries and agriculture; and global climate change agreements
(Defra Target).

The RDAs’ contribution to the delivery of this Target will also reflect their contribution, within their remit,
to delivering the goals of the Government’s energy policy, which are set out in the Energy White Paper.
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Productivity/Rural Productivity

— Demonstrate further progress by 2008 on the Government’s long-term objective of raising the rate of
UK productivity growth over the economic cycle, and narrowing the gap with our major industrial
competitors (Target shared by DTI and Treasury).

The RDAs’ contribution to the delivery of this Target will also reflect their contribution to the following
Target:

— Improve the productivity of the tourism, creative and leisure industries by 2008 (DCMS Target).

The RDAs will also ensure that action on regional productivity supports the following PSA Target:

— Reduce the gap in productivity between the least well performing quartile of rural areas and the
English median by 2008, demonstrating progress by 2006, and improve the accessibility of services
for rural people (Defra Target)

Other PSA Targets

The RDAs also contribute to the delivery of various other PSA Targets as follows:

Employment

— Over the three years to Spring 2008, and taking account of the economic cycle: demonstrate progress
on increasing the employment rate; increase the employment rates of disadvantaged groups (lone
parents, ethnic minorities, people aged 50 and over, those with the lowest qualifications and those
living in the Local Authority wards with the poorest initial labour market position); and significantly
reduce the diVerence between the employment rates of the disadvantaged groups and the overall rate
(DWP Target; overall employment rate element is shared with Treasury).

Enterprise

— Build an enterprise society in which small firms of all kinds thrive and achieve their potential with
an increase in the number of people considering going into business; an improvement in the overall
productivity of small firms; and more enterprise in disadvantaged communities (DTI Target).

International trade and foreign direct investment

— By 2008, deliver a measurable improvement in the business performance of UK Trade and
Investment’s international trade customers, with an emphasis on new to export firms; and maintain
the UK as the prime location in the EU for foreign direct investment (Joint target with DTI and
FCO).

Science and innovation

— Improve the relative international performance of the UK research base and increase the overall
innovation performance of the UK economy, making continued progress to 2008, including through
eVective knowledge transfer amongst universities, research institutions and business (DTI Target).

Skills

All RDAs will work with Regional Skills Partnerships (RSPs) to make a full regional contribution to the
shared DfES, DWP and DTI over-arching aim to “attain greater labour market capacity and higher
productivity and business performance, and ensure individuals have the skills they need for employment,
progression and personal development”, which reflects various Departments’ PSA Targets and the CBI, TUC
and SBC joint skills statement. The RDA and RSP contribution will be based on regional economic and skills
priorities and will include a contribution to the following Target:

— Increase the number of adults with the skills required for employability and progression to higher
levels of training through: improving the basic skill levels of 2.25 million adults between the launch
of Skills for Life in 2001 and 2010, with a milestone of 1.5 million in 2007; and reducing by at least
40 per cent the number of adults in the workforce who lack NVQ2 or equivalent qualifications by
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2010. Working towards this, one million adults in the workforce to achieve level 2 between 2003 and
2006 (DFES Target).

Also the skill level is a key factor aVecting regional productivity and, as such, action to improve skills
will make a contribution to meeting the Regional Economic Performance PSA Target, as set out
above.

Annex 2

LISBON AND ENGLISH REGIONS BROCHURE: DRAFT CONTENT

RISING TO THE CHALLENGE: CONTRIBUTIONS BY ENGLAND’S REGIONS
TO THE LISBON AND GOTHENBURG AGENDAS

Section 1: Introduction

Through the Lisbon Agenda the European Union is aiming to develop a dynamic, knowledge based
economy—to generate prosperity, provide sustainable employment and deliver the social and environmental
benefits its citizens deserve. But making this transformation is a major challenge. That is why delivery at a
regional level is more critical to success than ever before. Europe’s regions are rising to the challenge and
England’s regions are no exception, making a strong contribution in each of the five key areas of:

— Stimulating economic growth.

— Helping to deliver more and better jobs.

— Securing social inclusion.

— Delivering environmental improvements.

— Providing attractive places in which to live and work.

The nine regions of England are playing a central role in improving wider macro-economic performance
through harnessing the potential that exists within regional and local economies. This means the regions can
make choices based on their own unique strengths and the challenges they face. Through the Regional
Development Agencies (RDAs) and Regional Assemblies, responsible for regional economic development
and spatial planning respectively, the English regions are working together to ensure that competitiveness,
knowledge, innovation and human capital are firmly embedded in their policies, programmes and projects.

Together the nine English regions provide a test bed for diVerent approaches supporting the Lisbon Goals.
We are proud of our record of achievement, as the examples showcased in this brochure demonstrate. Taking
the five main themes set out above as our headings, we have chosen examples that we hope will give a flavour
of our approaches and activities. The examples selected all contribute to more than just one theme, as good
projects generally do, and reflect the many ways that the Lisbon goals can be delivered on the ground.

Section 2: Stimulating Economic Growth

At the heart of regional eVorts to promote economic growth are initiatives supporting the development of
small and medium sized enterprises (SMEs). In particular, the English regions are promoting actions that
boost the productivity of firms, help small companies secure larger contracts and, above all, stimulate
innovative businesses.

Providing an environment conducive to successful enterprises underpins the idea behind the Enterprise Hubs
located in the South East of England. Some 22 networked centres oVer business incubation services to high-
growth start-up and early stage companies—more than 1,500 at the last count. These business-led hubs oVer
companies the facility to share sophisticated scientific equipment which companies could not aVord on their
own. Access to up-to-date facilities, equipment and research expertise is specific to sector specialisation,
making the centres the focus of clustering in leading edge technologies and products. Through the network,
businesses not only learn from and do business with each other they are also more likely to collaborate on
strategic projects, helping to build critical mass to better exploit commercialisation opportunities. This
approach is also to be seen in the East of England, where the the BioConcepts Hub in Cambridge focuses
specifically on biotechnologies, generating start-up businesses that are commercialising technologies in that
dynamic field.
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Babraham BioConcepts Enterprise Hub—East of England

Based around the world renowned Babraham Institute and its extensive research facilities, the BioConcepts
Enterprise Hub is a business incubator model designed to exploit the competitive advantage that Cambridge
has as a European leader in biotechnologies. By transforming world-class science into commercial biomedical
products, it is creating jobs and bringing economic prosperity to the region.

BioConcepts was established in 2002 to build on the Institute’s success in supporting start-up and early-stage
bioventures. In return for a share of equity, BioConcepts oVers business accommodation and tailored support,
including mentoring, help in developing a business plan, and access to contacts. The increasing need for work
space for start-up firms led to the establishment of a Regional Enterprise Hub with plans for a 26,000 square-
metre development to be implemented over the next five years. The first of a series of new buildings has been
completed and houses a fully fitted laboratory and oYce accommodation.

BioConcepts demonstrates that by identifying and supporting a prime focus for the commercialisation of
biotechnology research for the commercial healthcare market—in terms of both intellectual and physical
capital—a critical mass at a regional, and strategically at a national level, can be achieved. This ensures not
only a lead in this important technology area, but sustainable growth in high quality jobs.

For many SMEs the limited capacity to undertake larger contracts is a barrier to their growth and expansion.
Helping SMEs to build collaborative supplier networks is one way to enable them to achieve the critical mass
they need to bid for such work. The Virtual Enterprise Networks initiative in Yorkshire and the Humber is
doing just that. By bringing new technologies to bear on supply chain issues facing SMEs, “virtual networks”
provide ready-made supply chain networks that larger companies can use to assist their procurement process.

Virtual Enterprise Networks—Yorkshire and the Humber

Virtual Enterprise Networks (VENs) enable groups of SMEs to negotiate and trade jointly as single “virtual”
entities. Firms sign up to a VEN as members (SMEs), buyers or brokers and individual requirements are
discussed with the dedicated project team. Membership allows SMEs to compete for major contracts (some
in excess of ƒ150 million). SMEs win new business by combining their talents, keeping costs down and
becoming more than the sum of their parts. VENs give buyers and sellers alike the perfect opportunity to use
networks characterised by genuine co-operation and strictly enforced ground rules. The VEN initiative has
proved a great success so far, recruiting new companies at a rate of 30 a month. Because the network is a virtual
one, members can easily recruit new SMEs—including ones from outside the region—where required.

Currently VENs are targeted at six sectors—advanced engineering and metals, digital industries, healthcase
and biosciences, food and drink, chemicals and construction. The first of these has been instrumental in
securing a multi-million pound deal with Rolls Royce Marine Engines to supply bearings. A particularly
promising development is the emerging VEN market based around National Health Service (NHS)
procurement. As the majority of NHS contracts are worth in excess of several million Euros they have
traditionally been beyond the reach of many SMEs.

Stimulating innovation in companies lies at the heart of many of the English regions’ actions promoting
economic growth. In the East Midlands, the Regional Centre for Business Acceleration Support provides
intensive business support through its Innovation Factory initiative. By assembling a team of internal and
external experts the RDA is able to identify the best expertise available to help businesses and develop a
package of tailored assistance to suit their needs. In London, businesses are being encouraged to make the
most of the opportunities oVered through the adoption of new information and communication technologies,
such as Broadband, through the eStart for Business programme. In the North West the EMBER initiative is
tackling the cultural diYculties SMEs can sometimes experience when entering export markets for the first
time. Web-based training materials are helping businesses to understand and take into account business
culture and etiquette in the Czech Republic, Italy and Spain.

eStart for Business—London

By exploiting Broadband technology, businesses can increase sales and productivity thanks to improved
marketing, more cost-eVective administration and improved customer feedback. Targeting SMEs, and in
particular those located in less prosperous areas, ensures widespread diVusion of ICTs within the regional
economy, stimulating productivity growth. By providing training and advice the eStart for Business project
means more SMEs can harness Broadband technology. Although it is focused on businesses owned by
members of minority groups in regeneration areas of the Capital such as East London, any small business in
Greater London can benefit from parts of the programme.
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The project supports three main activities: Broadband Briefing events, exhibitions, online and face-to-face to
explain the benefits to business; a package of intensive training and advice to assist business-owners to
implement Broadband and transform the way they work; and expert technical advice. Delivery is through
individual business advice, seminars, workshops and computer-based training.

In other cases regions are seeking to increase business expenditure on R&D, as it is well known that this can
lead to stronger levels of economic growth. In the North East the RDA is actively assisting firms that wish to
apply for European R&D grants (the RTD Framework Programmes), whilst in Yorkshire and the Humber
the RDA has established the UK’s first regional grant scheme providing awards for R&D projects in large
companies.

Linking businesses and universities together is a second approach when seeking to stimulate innovation in
firms. In London, the JumpStart programme seeks to literally “jumpstart” this process through bringing
together academics and companies to explore areas of mutual interest. Through JumpStart, SMEs are
benefiting from grants worth up to half of the cost of collaborative projects with universities, funding is being
used to inspire minority-owned businesses to improve access to innovation. In recognition of the importance
of promoting co-operation and collaboration between companies and with universities, up to ƒ700,000 is
being earmarked to boost innovation networks across the city.

In Yorkshire and the Humber, Connect Yorkshire supports the creation and growth of technology based
enterprises by engaging universities and banks in a partnership with firms. So far seen more than ƒ2.8 million
of private sector investment has been raised. Activating networks of companies and universities also lies
behind the 14 Centres of Industrial Collaboration (CICs) established in the region. The CICs act as centres of
excellence, bringing together the best experts in their respective fields to translate their knowledge and
expertise into collaborative projects with commercial prospects.

Centres of Industrial Collaboration—Yorkshire and the Humber

The aim of the programme is to transfer knowledge to regional economies, to encourage investment by UK
and international companies in the region and to promote Yorkshire and Humber as an emerging force for
technology and innovation. The ethos of the project is to provide business friendly access to universities. Each
CIC appoints an industry-facing Commercial Manager, who serves as the interface between the academic
knowledge base and the client company. Hands-on help is based on both short-term and longer-term
collaborative research and development projects, specialist training and the provision of tailored courses,
consultancy and trouble shooting as well as routine analysis and monitoring.

CICs are about providing solutions to business—solutions that allow business to “make a leap” to be at the
cutting edge of innovation through access to the region’s world-renowned research institutions. Through CIC,
the process of approaching and working with universities is far quicker and more accessible to the business.
An excellent example is the mhi-500 system, where the Materials Analysis and Research Services CIC worked
with Medical House PLC of SheYeld to develop the first ever needle-free insulin delivery system to be
prescribed on the NHS.

Our regions are also thinking spatially. Taking a spatial approach has enabled links to be built between local
firms and with universities; provided a focus for infrastructure development, and helped to build the profile
of an area. In the West Midlands, for example, three High-Technology Corridors have been identified by the
RDA as central to its strategy for transforming the area’s traditional manufacturing base.

High Technology Corridors—West Midlands

In the wake of major restructuring of the area’s traditional automotive industry the West Midlands analysed
its strengths and weaknesses. This identified clusters of high-technology industry spatially concentrated along
three corridors. In the Central Technology Belt there are concentrations of medical technologies, materials
engineering and environmental technologies such as fuel cells. Businesses in the Wolverhampton-Telford
Technology Corridor are strongly based around strengths in engineering, polymer and materials engineering
and creative industries/software and in the Coventry, Solihull and Warwickshire Corridor businesses focus on
product design and manufacturing, ICT and medical technologies.

Identifying the HTCs has provided a mechanism for businesses, public sector agencies, local authorities and
higher education institutions to come together to agree priority needs and then to act on these at the strategic
and operational levels. This proved very valuable in generating a rapid response to the recent, high-profile,
closure of MG Rover. The partnerships nurtured within HTCs drive them forward, identifying gaps in
infrastructure, business promotion, financial support, and academic and business-to-business linkages. As a
result, things are really happening on the ground—expansion of science parks at Coventry and



3212537016 Page Type [O] 09-03-06 13:14:12 Pag Table: LOENEW PPSysB Unit: PG10

213a european strategy for jobs and growth: evidence

Wolverhampton to house growing businesses, increased inter-company collaboration, plans for a new science
park in the Central Technology Corridor area and in Malvern, development of support programmes for the
polymer and advanced engineering industries. A joint approach to public relations and marketing is building
a positive image that will attract even more investment to the HTCs.

In stimulating economic growth the English regions are also looking to the opportunities provided by the
significant, and growing, number of Black and Minority Ethnic (BME) businesses in the UK. Unfortunately
these can face barriers to growth over and above those faced by SMEs more generally; and their potential
contribution to economic growth and job creation can remain untapped. DiVerent approaches are being taken
to unlock this potential. Through the Faith in London project, the start-up and growth of social enterprises
led by people from Asian and East European communities, is being boosted through training and specialist
support. In the East Midlands, work is focusing on the leverage oVered by the supply chain and raising
awareness of large companies of the opportunities oVered by BME businesses.

Delivering Supplier Diversity—East Midlands

This initiative is engaging with the significant untapped potential within the region’s BME businesses. Market
opportunities are opened up to BME businesses by encouraging large corporations to use them as suppliers.
The regional development agency is facilitating this process by developing a database of BME businesses and
providing the link between the corporations and suppliers. To date, 20 large companies have actively engaged
with the project through board level networks.

By helping develop enterprise and entrepreneurship in BME-led firms, the project is ensuring that all sections
of the community benefit from economic growth. Widening the supplier base to reflect diversity in the
surrounding population strengthens large firms’ performance through knowledge sharing and brings them
closer to their host communities.

Section 3: Helping to Deliver More and Better Jobs

For many of England’s regions creating more, and better, jobs is crucial to the prosperity of their citizens. We
are tackling this through stimulating the development of SMEs, helping businesses to access the finance to
expand, and through measures aimed at improving the skills and experience of the workforce available to
firms.

SMEs are the engine of job creation in the English regions. EVorts to help new and existing companies to grow
are central to delivering more and better jobs. Nowhere is this more true than in the in the North East of
England, one of the least prosperous regions of England. The South Tyneside Enterprise Partnership oVers a
simple, accessible route for the individual into employment or into the business support network. Its services
are free, impartial and provided on a confidential basis. The region is also targeting some 35–50 high growth
businesses through its Alchemist Project.

Alchemy in the North East—North East

The Alchemist’s business is focused on providing bespoke business guidance and advice to indigenous,
successful and fast growing entrepreneurial businesses. Based on a network of mentors through national and
international networks, it seeks to find people that are regarded as the “best in class” to provide advice and
guidance to growth firms in the North East. The Alchemists is a non profit distributing company and, ploughs
back any returns on investment from existing customers to fund further activities in future years. The
Alchemist’s make contact with significant growth business across the region, through close working
relationships with regional business intermediaries, such as banks, accountants, venture capitalists, Business
Links, and solicitors. It is the intention of The Alchemists to make its high growth project financially self-
sustaining within three years.

Even in the more prosperous regions, such as the East of England, securing more and better jobs is essential
to the well-being of more disadvantaged areas. Located within easy reach of Lowestoft town centre, the
ƒ2.5 million Riverside Business Centre oVers 38 oYce/workspace units. The centre provides a high value
employment cluster in one of the most deprived areas of the East of England. The project provides suitable
premises and flexible tenancy agreements, which stimulate the setting up of SMEs. The facilities ensure that
the businesses grow and flourish. A range of services are provided including training, free business advice,
grant services and property management. In the South East, Enterprise Gateways have been established to
help develop an enterprise culture, to generate more and better jobs within local businesses.
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Enterprise Gateways—South East

Enterprise Gateways have been developed jointly by South East of England RDA and the South East Business
Links to provide business incubation networks nurturing entrepreneurs and young companies within the
general business community right across the region. Enterprise Gateways are the first point of reference in the
local area for business support services and work in cooperation with other organisations and agencies. They
provide mentoring opportunities and run regular programmes of events, workshops and seminars on business
issues. Focusing on latent potential in so called “hard-to-reach” groups the nine Gateways across the region
work closely with businesses, particularly those in rural areas or run by women and ethnic groups, to develop
the entrepreneurship culture and business skills needed to boost business growth and create jobs. The current
group of Enterprise Gateways, many based in parts of the region with relatively low business creation rates,
will be augmented by a further 11 by 2007, by which time some 3,000 companies will be benefiting from the
initiative.

The English regions are also grasping the opportunities oVered by alternative forms of business, such as social
enterprises. These, and not for profit ventures are welcomed by the Enterprise Gateways, whilst the Cultural
Shift project in the South East is testing a new approach for social enterprise development. The approach is
being trialled in the culture, housing and rural environment sectors to assess its wider applicability and identify
gaps in current provision. In the South West the RDA has provided funding for the development of the
Regional Infrastructure for Social Enterprise (RISE). RISE will be the strategic body oVering advice and
support to agencies involved in supporting social enterprise in order to improve the business skills of these
organisations and enhance the contribution they make to their communities.

Businesses need money to grow and prosper. But all too often a lack of access to finance can be a significant
barrier to growth, particularly for new businesses or those that have reached a critical development stage.
These are the businesses that will provide the jobs of the future, so tackling this issue is a real priority. The
English regions are working to raise awareness of sources of expansion funding and—where necessary—
helping to overcome shortfalls in market provision.

In Yorkshire and the Humber a ƒ55 million Partnership Investment Fund fund has been set up to enable
SMEs and social enterprises to access financial support in the form of equity or loans. The Fund is intended
to support more than 1,000 SMEs and has a target of creating at least 4,000 new jobs firmly in its sights. In the
North West of England three Venture Capital Funds, also targeted at SMEs, have been established to provide
tailored support depending on the requirements of individual firms. Investment funds typically form part of
an overall wider regional investment fund portfolio, as is the case with the West Midlands Regional Access to
Finance Framework.

West Midlands Regional Access to Finance Framework—West Midlands

In the West Midlands a series of interlocking funds and initiatives provide a comprehensive structure that fills
identified gaps in the supply of finance (in particular risk capital) available to firms in the region. Each
component of the Framework has been designed to provide solutions to well researched gaps in specific types
and amounts of finance. So far, a suite of six “Advantage” Funds has made 87 investments totalling about ƒ24
million. These provide a range of finance options, including a Community Loan Fund for social enterprises, an
Early Growth Fund (providing match-funding of ƒ30,000 to ƒ150,000), a Growth Fund providing risk
capital of up to ƒ750,000, and an Enterprise and Innovation Fund plugging the “equity gap” at up to ƒ1.5
million. There are also funds aimed at specific sectors—creative industries and technology-based businesses
for example.

A Regional Finance Forum ensures that expert business finance knowledge is brought to bear on how access
to the most appropriate type and amount of finance can be improved and a regional business angel network
brings together individual investors with businesses seeking between a few thousand Euros and ƒ2 million.
Investment Readiness programmes have so far assisted more than 200 businesses, 90 of which have already
secured finance amounting to some ƒ20 million.

Delivering more and better jobs also rests on having a workforce equipped with the right skills and experience.
Understanding the skills needs of the future is role of the Regional Skills Partnerships established in each
region. Amongst other things, these help to pool the knowledge of diVerent organisations order to develop
training programmes appropriate to employer’s needs. In a similar vein in the South East of England, the
Regional Skills for Productivity Alliance brings together 20 key organisations to provide advice on barriers
to skills improvements. It is a demand-led approach, led by the needs of employers, and provides a structured
way for partners to jointly plan a better match between supply and demand.
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Improving the supply of graduates to SMEs is a major—but challenging—objective in the eVort to deliver
more and better jobs. Like all the English regions the North East has a Knowledge Transfer Partnerships
(KTP) programme, which aims to enable businesses to benefit from the region’s universities through
placement of a recent graduate at the SME. At the same time this improves the stock of jobs in the region by
opening up graduate opportunities.

Knowledge Transfer Partnerships—North East

KTP is a national programme which has been adapted in the North East to tackle regionally-specific issues
and to focus on regionally-important industrial sectors such as leisure and tourism, food and drink, and the
creative and cultural industries. Each KTP has a small team comprising senior university staV, the target SME
and a recent graduate, who undertakes a period of subsidised employment with the SME, typically for between
one and three years. By emphasising the placement of recent graduates in SMEs the programme is addressing
the low rates of graduate retention in the region whilst enhancing the business relevance of university research.
The programme gives participating SMEs a competitive edge and tackles the region’s brain drain in that 70
per cent of placed graduates remain with their company once the placement period has finished.

Section 4: Securing Social Inclusion

Social inclusion is a cornerstone of the Lisbon Agenda and the English regions are delivering actions targeted
at excluded groups to help secure this aim. In particular the positive work being undertaken with older
workers, minority groups and those at a disadvantage in the labour market is making a real diVerence to the
lives of many of our citizens.

Like most of Europe, the English regions are facing up to the challenge of an ageing workforce. The Third
Foundation OOPS 50! project in London is working with some 300 people aged over 50 who are
economically inactive, providing advice and information and guidance as well as basic skills support and ICT
training, to help them move back into employment. Similarly, Experience Works, the East Midlands’ Mature
Workforce programme, is designed to ensure that the region’s economy benefits from the skills and expertise
of older workers. Since its establishment three years ago, this initiative has supported some 2,500 individuals,
through Experience Works Centres, in the workplace or online. Many have since secured jobs following
redundancy or early retirement. In the South West the barriers to employment faced by older people are also
being tackled through the use of eLearning packages. By training and up-skilling older workers the
employability and skills development for older workers project seeks to increase their chances of
employability, promoting social inclusion and equality of opportunities.

Employability and skills development for older workers—South West

The South West has the largest share of older population in England and this project tries to tap into this
under-utilised potential by training and up-skilling older workers to improve their employability. Skills and
employment providers from the private and public sectors have come together with organisations representing
older people to develop a package of support to maximise the employment chances of older workers.

The initial stage of the project focuses on providing information, advice and guidance to an individual,
followed by the development of a personal ePortfolio. This helps the older worker to analyse their prior skills,
undertake training in digital literacy and provides links to on-line skills assessment exercises. The third stage
of the project is about employer engagement, and includes working with employers to understand issues
around older people and employability.

A wealth of untapped potential exists in our diverse communities, which can oVer unique advantages in the
workplace. As the Opening Doors project in the East of England recognises, the language skills of minority
groups oVer opportunities for them to gain qualifications and jobs as interpreters. As well as promoting social
inclusion through helping individuals gain employment the project is also making a valuable contribution to
social inclusion by helping to improve access to public services by marginalised communities.
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Opening Doors—East of England

The Opening Doors project is tapping into the language skills of people in minority communities by training
them as interpreters. This allows them to gain translation and interpreting work with public service providers
such as the police, courts and health services. Providing members of minority communities with professional
qualifications improves their employability. It also helps communities as a whole to overcome barriers to
accessing public services—making a valuable contribution to improving social cohesion.

Training is available as a short-course six week option or a full 24-week course that leads to the standard
qualification required by the legal system as well as many public agencies. About 80 per cent of the trainees
are women with no recent experience of work. With self-confidence and motivation boosted through the
training, they can secure part-time employment that fits around home and family commitments. Opening
Doors is helping to raise employment levels in minority communities and the scheme’s success means that its
sustainability has been guaranteed by securing long term contracts with a range of service providers.

Assisting individuals from disadvantaged groups gain employment can take a lot of time and resources. Yet,
investing these resources can pay dividends both to the individual and to the community as a whole, helping
us to move towards a more inclusive society. In England’s North East, we have found that approaches that
have the flexibility to focus on the needs of individuals have the greatest chance of success.

Welfare to Work—North East

Welfare to Work oVers a supported employment and vocational training service to any adult who has a
learning or physical disability, sensory impairment and/ or mental health issue. The ethos of the project is that
it is person-centred. Although the ultimate goal is to support the beneficiary group into employment, there is
no “bank” of courses or pre-defined pathway that beneficiaries must follow. Instead, there is a recognition that
the needs and goals of each beneficiary are likely to be very diVerent. Beneficiaries are invited to specify their
goals and timetables for achievement, and support is oVered accordingly.

For some individuals, the goal may be to gain employment in a particular career, while for others the goal may
simply be to get out of the house more often, or to set-up a bank account. Support is not time limited, and
often continues even when a client has found employment. 420 clients are assisted per year which, with funding
of ƒ700,000 per year demonstrates good value for money. Welfare to Work is about improving individuals’
quality of life through enabling them to become citizens, while recognising that rigid targets and prescriptive
pathways relating to qualifications and employment would not oVer the flexibility needed to cater for a group
with such a diverse range of needs.

Individuals living in areas of disadvantage are also the focus of supportive actions by the English regions. In
particular, regional actions are focusing on how to assist individuals into jobs and so promote a more inclusive
society. Actions of this nature have been going on for many years and we do not recount them here. However,
despite these activities, we have found that many residents still find it diYcult to access new employment
opportunities generated locally. This has been identified as a major issue in Gateshead in the North East of
England. Quays to Employment is a response to this and aims to maximise the employment opportunities
oVered by major developments on the banks of the River Tyne; which are located close to areas of
disadvantage and deprivation.

Quays to Employment—North East

Quays to Employment was designed to assist local people to access jobs coming forward from large-scale
regeneration projects on Gateshead Quays, particularly tackling the low aspirations among the areas long-
term unemployed. Quays to Employment relied on getting key employers associated with the regeneration
developments (notably the Baltic Centre for Contemporary Art, The Sage concert hall and Hilton Hotel
among others) involved at a very early stage in the project to define their skills requirements.

Pre-employment training programmes for local long-term unemployed were linked to guaranteed interviews
with these employers. If employment was secured, further training was provided to meet employer needs. For
example, employees of the Baltic Contemporary Art Centre were given training in Art Appreciation. In this
way, Quays to Employment pioneered an “employer-led training” approach, benefiting employers as well as
employees. Quays to Employment has received national acclaim and cited as an example of good practice in
the Department of Work and Pensions UK Employment Action Plan 2003 and 2004. This states that the
project “highlights how local government solutions make a real diVerence to the local labour market and to
a locality’s economic vitality, and this in turn impacts on the regional and national situation”.
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Social inclusion is not just about access to jobs of course. Through the Moving Here project the East of
England is seeking to improve perceptions and knowledge of children in relation to the integration of refugees
and asylum seekers. The project responds to the finding that up to 30 per cent of racist incidents occurred in
years 5 and 6 of primary schools, leading schools to identify a real need for positive images of refugees in order
to counter negative images and combat racist attitudes.

Moving Here—East of England

Moving Here seeks to combat negative images of refugees and combat racist attitudes amongst primary school
children. One of the key principles of the project is that the it involves working with schoolchildren and young
people, including refugees. Refugees have been involved as volunteers in the project, resulting in 10 weeks of
drama led workshops and activity with Handford Hall Primary School, assistance from CSV Media
Clubhouse and contact with organisations and members of the public in SuVolk. The project has led to the
compilation of a pictorial record of refugee resettlement in the region, the production of a DVD showing
positive images from the region and the production of a resource pack and range of photographic stills to be
used in schools across the region.

Moving Here has been managed by a partnership comprising of EERA, local education authorities (SuVolk,
Hertfordshire, Essex and Cambridgeshire), Refugee Council and VSRNEE (voluntary sector refugee network
for east of England). It has proved to be very successful and training for teachers and advisory staV in the four
pilot areas—Hertfordshire, Cambridgeshire, Essex and SuVolk begins shortly, with the DVD being used in
schools at the end of the summer term and beginning of autumn term.

Section 5: Delivering Environmental Improvements

The principal of sustainable development lies at the heart of the English regions’ actions. In practice, all our
regions are seeking ways to stimulate economic growth whilst minimising negative eVects on the environment.
We are also working to overcome the legacy of past industrial activity. Actions in the areas of waste
management; pollution prevention; protection of our natural and built environments, and promoting
enhancements in the environmental performance of businesses are central to this.

Business itself can do a great deal to reduce the impact of our activities on the environment. Even the smallest
firm can take action, and make savings at the same time—through using less energy for example. Many of
England’s regions recognise the value of encouraging businesses to be more resource eYcient and have
adopted schemes like the North East Environmental Business Support programme (NEEBS). NEEBS has
been established to broker environmental business support to SMEs in the region and provides support of
relatively long duration—10 days to develop Environmental Management Systems. In London, businesses are
being encouraged to reduce waste by signing up to a Green Procurement Code, relieving pressure on landfill
disposal routes and stimulating the market in recycled products.

Mayor’s Green Procurement Code—London

The London Mayor’s Green Procurement Code encourages businesses in London to buy products made from
recycled materials. Companies that sign up to the scheme receive one-to-one advice and are put in touch with
suppliers of goods made from recycled waste, helping to stimulate the market for such products, while at the
same time preventing significant amounts of waste going to landfill. Crucially, the Code raises awareness about
recycled products, combating misconceptions about their price and, through technical assurance, their
quality.

The Code has achieved some impressive results. In 2003–04 the 80 firms taking part in the scheme spent more
than ƒ14 million on recycled products. An estimated 375,000 tonnes of waste was saved instead of being
landfilled outside the Capital, reducing negative impacts on those areas. Firms making products from
recyclates benefit from a reliable stream of waste suitable for making into new products.

The success of the Code relies on stimulating a large enough market for suppliers of recycled products. This
in turn promotes innovative technologies for creating new recycled products and ensures the sustainability of
the chain. By promoting environmental improvements the scheme hands London a competitive advantage in
recycled environmental products, and creates jobs through new business opportunities.

Environmental improvements bring opportunities for business too. The increasing demand for renewable
energy technologies has prompted several English to develop strategies to exploit such opportunities. The
Renewables East initiative in the East of England is helping oVshore oil and gas firms based in Great
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Yarmouth area to diversify into wind energy and other new technologies. In the South West, which is well
endowed with natural energy resources, the RDA is stimulating the region’s renewable energy industry in
several ways, including the Wave Hub project.

Wave Hub—South West

The Wave Hub project will provide the infrastructure and support to allow wave-energy developers to test
prototype devices in a real oVshore environment, accelerating the pace of commercialisation. The South West
of England is an ideal location for this facility as the region boasts good grid connectivity, a significant year-
round wave energy resource and few extremes of weather. The region also has a strong marine and electro-
hydraulic industry. It is anticipated that the Wave Hub will be a catalyst for the development of an
international wave energy industry in the South West. By supporting developers through the
commercialisation process and responding to their needs, the South West expects to attract investment in this
growing industry and to create or safeguarded up to 450 jobs in the sector by 2010.

The new developments that come with economic growth need not lead to detrimental eVects on nature.
Promoting sustainable construction in building developments and infrastructure is an important way of
reducing our impact on the environment. In the South East of England, the Building for Nature initiative is
designed to ensure developments pay a high regard to nature conservation in their planning, and where
possible take advantage of opportunities to enhance rather than degrade biodiversity. This provides a valuable
regional focus for linking development and biodiversity issues. Whilst the Sustainability Checklist developed
by the South East of England RDA is a good example of this. It works by providing a set of standards for
sustainability performance in buildings. Similarly, the Sustainable Design and Construction Project in the
East Midlands is a response to the need to develop more energy-eYcient and sustainable buildings to combat
climate change.

Sustainable Design and Construction Competition—East Midlands

In the East Midlands a competition was organised to promote sustainable design and construction in the
region; to foster design ideas for a new Sustainable Construction Centre of Excellence and illustrate how
sustainable buildings can be delivered practically and economically. The competition was open to small multi-
disciplinary design teams and was based on the Regional Assembly’s principles for a sustainable built
environment, principally:

— making people and a healthy environment a priority;

— promoting and supporting a more sustainable lifestyle;

— using all resources eYciently and appropriately; and

— Enhancing a community’s ability to generate and retain wealth.

In parallel to the design competition, a series of training programmes have been organised for businesses, to
focus on the impact of new legislation on low-carbon buildings. These courses have benefited more than 50
people and have helped them build the knowledge needed to enter the design competition.

Joined-up working is central to delivering truly sustainable development. In the North West of England the
North West Coastal Forum—a multi-agency not-for-profit partnership—has developed the Improved
Coastal and Recreational Waters (ICREW) initiative to bring together diVerent interests to deliver common
goals. Away from the coast, the Green Infrastructure approach in the East Midlands provides a robust
strategic framework within which the sustainable use of minerals and water, waste management, sustainable
travel and construction and a high quality built and natural environment can be managed.

Improved Coastal and Recreational Waters (ICREW)—North West

The primary aim of ICREW is to improve the quality of bathing waters by reducing pollution, as required by
the EU Bathing Directive. But perhaps uniquely, the opportunity has been grasped to bring a wide range of
related activity under one initiative designed to develop the links between water quality, sustainable farming,
spatial planning, tourism and sustainable economic development along the Atlantic coastline of the North
West of England.

Short term actions are focusing on understanding, preventing and controlling pollution aVecting beaches in
the area. This includes improving guidance on sustainable wastewater systems in rural areas and working with
farmers to reduce the impact of inland pollution on bathing waters. Long term actions focus on the
opportunities that will result from cleaner beaches—developing tourism and recreational facilities for
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example. The integration of technical environmental improvement measures with related issues shows how
regulatory actions can be used as a springboard for enhancing quality of life and the visitor economy. The
benefits of such an approach are not limited to water quality—the region’s image and the quality of life of its
residents are the real winners.

Section 6: Providing Attractive Places in Which to Live and Work

Places are where people live and work, where investment is made and jobs created. If places are not attractive
to investors and residents then people leave, employment opportunities dwindle and the area stagnates.
Making places more attractive to investors and potential residents can break this pattern.

Many of England’s regions have a legacy of derelict land as a result of our industrial past. In fact, there are also
many instances where such an apparent liability can be turned into an asset. The Kent Coalfields Regeneration
Project is the South East’s largest derelict land reclamation programme, creating a country park and range of
community and leisure amenities. Accompanying commercial developments are bringing 500 new jobs. In the
North West the Regional Economic Strategy recognises that in certain parts of the region, environmental
upgrading is crucially important for securing new investment and for attracting and retaining a skilled
workforce. The Newlands project is one example of how this challenge is being addressed.

Newlands—North West

The Newlands Project aims to convert some 435 hectares of derelict land to community woodland,
accompanied by a programme of activity developed according to local circumstances and community needs.
The project’s target sites are located near to transport corridors and investment areas. By placing a strong
emphasis on community involvement it is hoped that the project will deliver high quality outcomes and secure
the long-term management of the recreational and amenity assets created.

The project is being delivered through a partnership of key regional organisations with the RDA providing
funding of ƒ35 million. It secures significant social benefits for local communities and makes a strong
contribution to improving the region’s living and working environments whilst tackling the problem of
derelict land to support economic growth.

At a local scale the Pier Hill Enhancement Scheme in the East of England aims to regenerate an area of the
seaside town of Southend; improving the physical environment and boosting the visitor economy. The
intention is to increase the amount of visitor spend to some ƒ14 million a year, creating more than 200 jobs.
So local people and visitors alike reap the benefits.

Making the most of regeneration opportunities often comes down to achieving a balance in terms of types of
use. Mixed-use developments foster the identity and sense of place that is so important if people are to be
attracted to live and work there. The regeneration of the former Chatham dockyard in South East England
has achieved just that.

Chatham Maritime—South East

Chatham Maritime is an extensive regeneration project: the largest in England outside London. Developed
after the departure of the Royal Navy from a historic 140-hectare dockyard in Kent 20 years ago, this once
derelict site has been transformed into a thriving business and residential community. Its key achievement has
been to bring about a truly mixed use development. Its developers have also been careful to include links to
the site’s heritage, and to adhere to stringent standards of environmental sustainability.

The scale of the achievement at Chatham Marine is impressive by any standards. 80,000 square metres of new
oYce accommodation providing jobs for 3,500 people. Nearly 1,000 homes built, with another 1,000 planned.
Community facilities include a new school, doctor’s surgery and community centre. There are more than 80
shops on the site and an expanding higher education campus. Leisure facilities include a hotel, bar and
restaurant overlooking a 300-berth marina. There are eight hectares of green open space.

By taking a redundant industrial site and turning it into a new community, creating work spaces, jobs and
aVordable housing, Chatham Marine demonstrates the importance to economic growth of providing
attractive places in which to live and work. So much so, that the project is now being used as a model for the
development of similar sites elsewhere in the region.

We should not forget that achieving success in physical regeneration requires a specialist skill-set in itself. The
North East’s Regeneration Exchange provides a best practice resource on social and economic regeneration;
including a website, database, calendar of events and guidance. This is helping to increase the capacity and
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skills of regeneration professionals and practitioners, community partnerships and local voluntary groups.
With more than six years experience of working in many of the region’s disadvantaged communities the
Exchange provides a valuable link between the community and professionals engaged in regeneration activity.

In the modern, global, economy connectivity and accessibility are the new watchwords. This is particularly
true when it comes to information and communication technologies (ICTs). As part of their eVorts to create
more attractive places in which to live and work the English regions are paying particular attention to access
to the internet, especially Broadband technologies. There are clear economic and social benefits to having
access to Broadband. Its impact can be felt in fields as diverse as education, lifelong learning, social inclusion,
business growth and delivery of public services.

Rural areas are particularly poorly served by ICTs and the English regions are devoting much eVort to
overcoming market barriers. In the North West of England the Advancing Communications for Cumbria &
Enabling Sustainable Services (ACCESS) seeks to deliver an entry-level broadband to citizens and businesses
located in rural parts of the region. The provision of a fully integrated managed voice, video and data e-
government service (with a high-speed infrastructure that is also accessible to citizens and businesses) lies at
the heart of the project together with a team to stimulate demand for the service. So far the project has
succeeded in creating a Broadband market which is attracting a number of competing firms and it also finances
12 “market-makers” who make one-to-one visits to businesses to increase uptake of the technology and the
opportunities it provides. The South West of England and the East of England regions are also tackling the
issue of rural access to broadband through the Connecting South West programme and Demand Broadband
initiative respectively. In the West Midlands a sectoral approach linking universities, local authorities and
Further Education Colleges is reaping dividends.

West Midlands Networking Company (WMNC)

WMNC brings together two previously separate broadband networks to provide high-speed Internet access
to schools and universities in the West Midlands. Development of a single network with a common purpose
has brought significant benefits in terms of lower costs, higher technical specification and additional services.
The network was commissioned in 2003 and connects West Midlands’ universities, local authorities and
further education colleges. A rolling programme is now underway to include all educational institutions in
the region, providing them with the infrastructure they need to innovate and work together on education and
research. Broadband gives them access to rich, interactive content, while savings made thanks to economies
of scale can be invested in enhanced facilities. Working with its customers and partners, WMNC is identifying
value added services to enhance the network—video conferencing, Voice-over IP and disaster recovery
services for example.

By aggregating demand WMNC is providing cost-eVective Broadband capability for public services in the
West Midlands and contributing to “joined-up” government. As a not-for-profit organisation WMNC
ploughs all profits back into improved services. Initially developed for the education sector, WMNC has gone
from strength to strength and now also delivers a Rural Broadband Access Project and a Remote Area
Broadband Inclusion Trial, supporting the development of vital infrastructure into rural areas where
commercial provision is not viable. All in all, this leading edge, high capacity infrastructure is providing the
right environment for investment, the delivery of high quality public services and tackling the digital divide in
the West Midlands.

English regions are also harnessing the potential of the internet to deliver services and support local residents
and businesses. The North East Regional Portal Ltd for example was developed to counteract the poor take-
up of Internet services by Business, public sector bodies, communities and individuals in the North East. The
portal acts as a regional gateway championing and supporting eBusiness adoption in the North East. The
project has supported infrastructure development and raised the level of skills and awareness within
companies. As one example of its practical activities, the Market Towns ICT initiative has been developed
oVering 11 online portals covering 13 market towns. As part of this service more than 1,300 businesses have
been provided with e-commerce enabled micro-sites. At a wider level a Tenders & Quotes package gives SMEs
access to genuine sales leads and the opportunity to win regional, national and European business.

The English regions are also working closely with the development industry to ensure that new commercial
and domestic developments are fully equipped to take advantage of the opportunities oVered by ICTs. Projects
such as the 4th Service Toolkit in the East Midlands that help to embed ICTs in peoples’ homes and
commercial properties both help to make the development of the knowledge economy a reality and save
money since retrofitting ICTs can be expensive and impractical.
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4th Service Toolkit—East Midlands

The 4th Service Toolkit is being used to encourage practitioners and property developers to embed broadband
and ICT infrastructure at the design and construction stages of new developments. The toolkit is an electronic
document that developers can use to check a list of technical issues. It has been designed for application to all
types of developments, including housing and commercial premises. It is reviewed every year to ensure that
the latest technologies are adopted and installed in new developments. Currently, the service is being piloted
using redevelopment sites where the Regional Development Agency is involved. It has already raised much
interest in other UK regions and it is expected that the Toolkit will eventually be used throughout the
development industry.

In seeking to develop more attractive places—as with all the themes identified—the English regions have been
learning from practice elsewhere in Europe. Nowhere is this more true than in our eVorts to develop
approaches to spatial planning and development. All the English regions have an obligation to develop
Regional Spatial Strategies (RSS) to inform policy-making over the next 20 years. These are being developed
as existing regional planning guidance is renewed and the East of England was one of the first to finalise its
RSS. Similarly, the South East of England has just launched the South East Plan which sets out a vision for
the region through to 2026 and focuses on improvements needed to ensure the regions remains economically
successful and an attractive place to live. Through these strategies we aim to ensure that a consistent and
balanced approach is taken towards the competing pressures on the development of our regions. They set the
framework for actions aimed at making our regions more attractive places in which to live and work but also
provide the mechanism for integrating regional, national and European policy objectives.

Memorandum by the English Regions Network

The English Regions Network represents the eight English Regional Assemblies. As Regional Planning
Bodies, regional Assemblies are responsible for preparation of the statutory Regional Spatial Strategy,
including the Regional Transport Strategy. Assemblies are also tasked with scrutinising regional
development agencies and integrating policy development and enhancing partnership working at the
regional level across the social economic and environmental policy agenda.

The English regions have a major contribution to make to the growth and jobs agenda. The English Regions
Network, the umbrella body for England’s eight Regional Assemblies outside London, welcomes the
opportunity to make a submission to the House of Lords Inquiry into a European Strategy for Jobs and
Growth—The Lisbon Agenda. The ERN has chosen to respond to three specific parts of the inquiry.

National or European level policy: Should the Lisbon Agenda goals be a matter only for individual national
governments?

No. In the UK the regional tier has a significant contribution to make to achieving the Lisbon goals. A joint
research project being undertaken by the eight English Regional Assemblies and Regional Development
Agencies and the Mayor of London is demonstrating the contribution that regions are making. The project
is documenting tangible evidence under the following five themes which are central to the growth and jobs
agenda:

1. Stimulating economic growth

2. Helping to deliver more and better jobs

3. Securing social inclusion

4. Delivering Environmental Improvements

5. Providing attractive places in which to live and work

The study, which is nearing completion, has uncovered a diverse range of initiatives and approaches under
each of these themes. This variety of approach is not surprising. Each region is diVerent. Accordingly the
English Regions are developing a rich array of regionally specific practices tailored to their own strengths and
challenges. Consideration of the Lisbon Agenda at the national level alone would fail to garner the major
contribution made at the regional level.
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European Union Mechanisms: How can Member States’ best practice in achieving growth and jobs be identified?

As referred to above, at the regional level a piece of work has been jointly commissioned to showcase examples
of how regions are working to deliver economic growth and employment in ways that are environmentally
sustainable and seek to promote social inclusion. Out of a large pool of projects, 70 initiatives have been
identified as cutting edge in terms of stimulating economic growth, helping to deliver more and better jobs,
securing social inclusion, delivering environmental improvements, and providing attractive places in which to
live and work.

To ensure significant promotion and wide dissemination a brochure detailing the initiatives will be launched
in Brussels later in the year and the document will be widely disseminated within the UK and across the rest
of Europe. In comparison with other European regions, the English regions are relatively young and whilst
the regions in England have much to learn they also have much to oVer their counterparts in terms of
experimentation and innovation, as the case study brochure once published will show.

Member States’ commitment: What can be done to encourage Member States to pursue the Lisbon objectives?

The need for national government to engage with the regional level is widely recognised. In developing
National Reform Programmes the European Commission states the importance of dialogue and partnership
between the national, regional and local level. As a key part of English regional governance, Regional
Assemblies expect to be actively included in the development and delivery of the UK NRP. In the ERN
submission to the UK NRP, Regional Assemblies called on Government for an open and ongoing dialogue.
In relation to future revisions of the programme, ERN requested that Assemblies be included in the process
from the outset.

October 2005

Letter from Wim Philippa, Secretary General, European Round Table of Industrialists (ERT)

Thank you for your letter of 18 July 2005 addressed to Gerhard Cromme, Chairman of the European Round
Table of Industrialists (ERT), concerning the Inquiry being conducted by Sub-Committee A of the House of
Lords European Union Committee into “A European Strategy for Growth and Jobs—The Lisbon Agenda”.
Mr Cromme has discussed with me the invitation for ERT to submit written evidence to this Inquiry and asked
me to respond on ERT’s behalf.

ERT has, from the very beginning, been a strong advocate of the Lisbon Agenda, which brought the Members
of the European Council together in a shared commitment to make the European Union a more competitive
and dynamic knowledge-based economy and thus to boost EU growth and jobs. Equally, ERT stressed from
the beginning the importance of eVective and timely decision-making on each of the Lisbon targets and their
subsequent implementation in each Member State. ERT Members highlighted in particular the need to boost
the competitiveness of the European business framework and to support innovation.

Progress since the launch of the Lisbon Agenda has been patchy, but ERT remains convinced that the Agenda
is the right one—the challenge is to implement it. ERT has therefore sent messages on a number of occasions
to the European Council and European Commission to urge renewed focus, commitment and momentum.
Copies of the most important of these ERT messages are attached to this letter.

I trust this information is of value to you in your Inquiry on this most important issue, and I enclose:

— ERT letter to Mr Bertie Ahern, President of the European Council (dated 17 February 2004) plus
Annex (dated 16 February 2004) (Annex A)

— ERT letter to Mr Jan Peter Balkenende, President of the European Council (dated 29 October 2004)
(Annex B)

— ERT letter to Mr Jean-Claude Juncker, President of the European Council (dated 10 March 2005)
plus Annex (dated 9 March 2005) (Annex C)

— “The European Challenge”—ERT Message to the Spring European Council March 2003 (Annex D)

— “Actions for Competitiveness through the Knowledge Economy”—ERT message to the Spring
European Council March 2001 (Annex E)

30 September 2005
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ANNEX A: LETTER TO MR BERTIE AHERN OF 17 FEBRUARY 2004

Dear Taoiseach,

On the eve of your very important Spring Summit (25–26 March 2004), the European Round Table of
Industrialists (ERT)* wishes to express deep concern about the continued erosion of Europe’s competitiveness
and to present our priorities for action.

From the very outset, ERT has supported EU leaders in their eVorts to promote growth and jobs through
making Europe a more attractive place to do business. ERT therefore greatly welcomed the Lisbon Agenda,
which set out the framework conditions for robust EU competitiveness in a global economy. Yet so far, it has
failed to deliver its promise. While European reform programmes often pitch against each other for priority
attention, economic regions beyond the EU have proved much faster at responding to change. Several
emerging economies now oVer highly skilled workforces and attractive new markets. An increasingly
competitive and changing world makes the need to implement the Lisbon targets ever more urgent.

Until this happens, the framework for doing business in Europe will continue to drag down levels of
investment and jobs, through high labour costs, excessive regulation and gaps in completing the Internal
Market. Unless Europe realises its innovation potential through increased, more eVective investment in
education and R&D, it will not reap the full rewards in sustainable, high quality jobs.

Indeed, the absence of competitive investment conditions means that European companies have started
decreasing R&D budgets in Europe, especially for exploitation of the next wave of leading-edge technologies,
turning instead towards the US, India, China and Japan. In 2004 this process is accelerating. Everywhere in
the world, companies are becoming more selective about where they invest.

We are convinced that European Governments can stop. and reverse this exodus by implementing the Lisbon
Agenda including the target set in Barcelona for R&D. 2004 presents a last opportunity to get back on track,
ahead of the mid-term review of the Lisbon strategy in 2005. With concerted eVort, a European Union with
ten new members, a new European Commission and an enlarged European Parliament can together make the
Lisbon Agenda a top priority and remedy the patchy progress so far.

Increasing the speed and eVectiveness of EU policy-making will be crucial for success. The new Commission
must facilitate a dramatic turnaround in economic performance, through Commissioners committed to this
task. A single, senior Commissioner overseeing all aspects of an industrial strategy to boost economic growth
is needed, working alongside a much more eVective Competitiveness Council.

Against this background, ERT has identified three priority areas where action is needed to boost jobs and
growth in Europe:

1. the framework for business competitiveness;

2. an innovation strategy based on education, R&D and entrepreneurship;

3. how Europe takes decisions.

The Appendix to this letter presents them briefly and sets out our recommendations for action.

ERT believes the Lisbon Agenda oVers the best path to increase Europe’s competitiveness and so boost
growth and job creation. We are ready to do our part. We ask that the European Council and national
Governments urgently do the same.

APPENDIX 1

The message from the European Round Table of Industrialists (ERT) to the European Council on the eve of
the Spring Summit (25–26 March 2004) identifies three priority areas where action is needed to boost jobs and
growth in Europe:

1. The framework for business competitiveness

2. An innovation strategy based on education, R&D and entrepreneurship

3. How Europe takes decisions.

This paper presents these three priority areas and ERT’s recommendations for action.

* The European Round Table of Industrialists brings together around 45 leaders of internationally operating companies of European
parentage in a wide range of industry sectors with a combined turnover of ƒ1,400 billion and circa 4 million employees.
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1. The Framework for Business Competitiveness

“Structural reform leading to more flexible labour and product markets, investments in innovation
and education, further diVusion of new technologies are all crucial elements in reversing the present
trends and bring productivity and employment to levels compatible with the competitiveness goals
embedded in the Lisbon agenda.”

European Competitiveness Report, November 2003

The vibrancy and dynamism of industry is essential for Europe to be able to sustain and increase its prosperity
while meeting its wider social, environmental and international ambitions. Europe needs a horizontal policy
for industry and business, targeting key sectors and the framework conditions under which entrepreneurs and
companies can take initiatives, exploit ideas and build on opportunities, thus helping to generate more growth
and jobs.

The challenge should not be under-estimated. According to the European Commission, the overall EU
employment rate settled at 64.3 per cent in 2002 and:

“it will not prove possible to achieve the intermediate (Lisbon) target of 67 per cent in 2005 for the
Union as a whole”.35

Existing jobs are under pressure. Globalisation of trade, communications and markets is impacting on
employment in the industrialised and industrialising world alike.

One result is a movement of jobs to lower cost economies, particularly in manufacturing industries. The total
labour cost per hour for a manufacturing worker in India is just US$ 0.40, in China US$ 0.60 and in Estonia
US$ 1.60, while in the US it is US$ 21.20 and in Germany US$ 24.10.36

But Europe is also losing jobs with higher added value in science and technology and emergent sectors, which
could oVer durable career opportunities. Such jobs are moving not only to the US and Japan, but also to
China, India, Malaysia. These locations oVer not only lower unit labour costs (the total labour cost per hour
for a software engineer is ƒ6.70 in India, ƒ13.90 in China, ƒ43.80 in the US and ƒ54.10 in Germany): they
are also becoming technology centres in their own right, able to attract inward R&D investment. China, for
example, oVers investors not only a large domestic market but also a highly educated workforce with a strong
work ethic and openness to using new technologies. By 2010, it is expected to overtake Europe in terms of
industrial output. Meanwhile India boasts an ever-growing number of IT professionals, increasing at a rate
of 100,000 per year, making it an extremely attractive hub for IT and software development.

In many advanced fields, Europe is simply failing to nurture its knowledge base. Loss of leadership in front-
line R&D, capable of generating new products and markets and new centres of excellence, reduces growth
potential and sets in motion a vicious circle of departing talent, imported ideas and exported jobs. Between
1990 and 2002, Europe ceded the lead position in pharmaceutical R&D investment to the US:37 over this
period, the US R&D budget rose more than fivefold—from ƒ5.3 billion to ƒ27.8 billion—while in Europe it
grew only 2.5 times—from ƒ7.9 billion to ƒ19.8 billion. In the field of biotechnology, the US lead is just as
impressive, generating more than 190 000 direct jobs from 1,400 firms versus just 87,000 jobs from 1,870 firms
in Europe.38

EU-based companies often cannot aVord to invest in R&D activities in Europe if they want to remain
competitive with companies from other economic regions. The European Commission points out in its Report
“Towards a European Research Area: Key Figures 2003–04” that:

“EU firms account for a large and growing share of R&D expenditure by the top 300 international
firms in terms of R&D investment… but European firms are also investing increasingly in non-
European countries, so that Europe gets less and less from the R&D investment of its larger
companies”.

An analysis of the flows of company R&D expenditure in 2000 reveals that the US attracted one third more
R&D expenditure from EU-15 companies than US companies allocated in the EU-15, with similar results for
the EU and Japan. The Commission Report concludes:

“These data imply that, for the year 2000 alone, there was a net outflow of nearly ƒ5 billion of
European R&D funding to the advantage mainly of the US research system.”

35 Report from the European Commission to the Spring European Council “Delivery Lisbon: Reforms for the Enlarged Union”,
January 2004.

36 Source Siemens AG.
37 Communication from the Commission to the Council, the European Parliament, the Economic and Social Committee and the

Committee of the Regions “A Stronger European-based Pharmaceutical Industry for the Benefit of the Patient—A Call for Action”,
July 2003.

38 Ernst & Young “Beyond Borders, The Global Biotechnology Report 2002”.
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Without preventative action, the exodus of investment and jobs from Europe will continue, indeed accelerate.
Europe must act to reverse this trend, by reducing the high costs imposed on its companies and developing a
more flexible, competitive workforce.

Governments can make a diVerence. Faced with three major challenges in the 1990s—to stimulate growth,
create new jobs and diversify the industrial structure—the Finnish government determined to address all three
through a radically enhanced science, technology and innovation policy. By 1999, they had transformed the
higher education system, raised public R&D expenditure by 25 per cent (focusing on ICT and biotechnology)
at a time when public expenditure in general was being cut, and adopted a comprehensive, systematic
innovation policy, which involved all policy sectors directly in a common eVort to promote innovation and
entrepreneurship. Finland’s resulting economic performance has been exceptional, with the ICT sector alone
comprising 3,500 companies in 1999, employing 85,000 people. The shared commitment to education and
R&D remains a major engine of Finland’s prosperity, with national R&D investment running at 3.4 per cent
of GDP.

Over-regulation and poor quality regulation, together with inconsistent enforcement, hold back European
companies and represent a particular burden for SMEs and start-ups. As the European Employment Task
Force, chaired by Wim Kok, made clear in its report “Jobs, Jobs, Jobs: Creating more employment in
Europe”, November 2003:

“The capacity of newly established businesses to grow is key to job creation … Expansion is often
hindered by the complexity of personnel rules and regulations such as recruitment formalities,
administrative procedures, and conditions for dismissals. Simplification has to be pursued as far as
possible.”

The history of many regulations in Europe has been that they have been initiated and adopted with little
thought of the consequences for industry, either in terms of their direct impact or their interface with other
existing rules at EU, national and regional level. Equally, indirect eVects of new regulations have been found
inadvertently and quite unintentionally to cause damage in other markets. Sound principles have often been
translated into policy proposals that could undermine the competitiveness of EU industry and its ability to
contribute to growth and jobs, as implementation of the Kyoto Protocol and the REACH proposals have
shown. This situation should not be allowed to continue. Chancellor Gerhard Schroder, President Jacques
Chirac and Prime Minister Tony Blair indicated in their letter to the Greek Presidency in February 2003:

“European business plays a key role in the success of the Lisbon Strategy. When taking political
decisions, we have to remember that European industry has to hold its own in global competition.
It cannot be used as a laboratory for regulatory experiments which increase costs or burdens on
employers”.

Furthermore, as the European Commission has made clear, “too many European industries still operate in
fragmented markets due to trade obstacles and diVerences in standards and regulations”:39 It is high time for
the Internal Market project to be completed and for EU regulation to be implemented consistently and in full
in all Member States.

Last, but not least, Europe needs to speed up the pace of reform. The European Commission produces
quantities of benchmarking data and documentation in an eVort to stimulate change, yet that eVort is not
translating fast enough into action in the Member States. In the acknowledged crisis area of pharmaceuticals,
the G10 Medicines Initiative springs from a November 2000 study which then led to the establishment of a
High Level Group, in response to which the Commission issued its Communication “A Call for Action” in
July 2003. The recommendations have yet to be taken up and implemented.

All actors at European, national and local level need to align their interests and activities to secure the benefits
of the Lisbon Agenda for Europe’s citizens.

Recommendations

One year ahead of the mid-term review of the Lisbon strategy, Europe needs to implement:

1. In full the Lisbon and Barcelona targets for knowledge-based competitiveness.

2. Deliberate European and national policies, such as those already developed by the US, Japan, Finland,
Sweden and Denmark, targeted at stimulating growth in key innovative sectors (pharmaceuticals,
biotechnology, ICT, etc.) and to facilitate competition and the creation of new market space.
39 European Commission Memo “Implementation Report on the Internal Market Strategy”, January 2004.
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3. Thorough Impact Assessments examining the potential eVects on the competitiveness of EU-based
industry before any new regulation is proposed. Both direct and indirect eVects should be assessed and, in cases
where competitiveness would be diminished, the necessary changes to the regulation must be made.

4. Deregulation where this is found to be necessary.

5. Actions to ensure the completion of the Internal Market, including prompt and consistent transposition of
Directives into national law.

6. Liberalisation of the European energy markets in a way that ensures competition these markets and
competitive prices for customers.

2. An Innovation Strategy Based on Education, R&D and Entrepreneurship

“Compared to the US, there is less entrepreneurial dynamism in the European Union. Europeans
are less involved than Americans in new entrepreneurial initiatives and European businesses do not
grow as much as in the US.”

“Entrepreneurship in Europe”, Commission Green Paper, January 2003

Europe’s companies cannot compete in globalised markets on cost alone. Competitive advantage also depends
on the skill of people and companies to stay ahead of the competition in exploiting critical knowledge. Success
depends on eVective investment in human capital, through education systems and lifelong learning. Yet
Europe is still struggling with fundamental weaknesses in its education systems. In 2003, some 18 per cent of
young people dropped out of school without any qualifications. In 2002, adult participation in lifelong-
learning and training rose, but only to 8.5 per cent, against a Lisbon target of 12.5 per cent by 2010. And while
the number of researchers in the EU rose slightly from 5.4 per 1,000 workforce in 1999 to 5.7 in 2001, this level
remains well below that of the US (8.1 per 1,000) and Japan (9.1 per 1,000).40

The Barcelona Summit (March 2002) set a target to increase R&D spending in Europe to 3 per cent of EU
GDP translating into an average 8 per cent growth in research investment, public and private, every year—in
order to close the fast expanding gap between US and EU R&D expenditure, standing currently at
ƒ120 billion annually.41 Two years on from Barcelona, ERT notes the Commission’s comments in its Report
to the 2004 Spring European Council that:

“while most Member States and acceding countries have adopted targets for increasing research
spending, few of them have been able to translate these into budgetary terms, and eVorts to make
spending more eYcient are often needed.”

Nevertheless, countries such as Sweden demonstrate what is possible. Sweden has consistently accorded a high
priority to R&D, achieving overall investment levels above 4 per cent in recent years. While much of this has
come from companies, public spending itself has been close to 1 per cent, channelled mainly through
universities.

The European Growth Initiative of November 2003 calls for increased investment in broadband technology
and research into hydrogen and fuel cells, nanoelectronics and next-generation lasers. However, its over-riding
emphasis is on transport infrastructure projects. While oVering a short-term boost to employment, the
experience of many economies has been that increasing public investment in such projects cannot match R&D
in terms of delivering long-term benefits. The US has long recognised this. It deliberately promotes the climate
for R&D in specific sectors such as pharmaceuticals, resulting in high levels of venture capital invested in
biotechnology and strong academic-industry cooperation. Besides legislation enabling commercial
exploitation of state-funded research, the US National Institutes for Health—with an annual budget of 50
times the amount invested by the EU’s 6th Framework Research Programme—act as a powerhouse of basic
research that connects to the industrial infrastructure.

ERT continues to emphasise the measures cited in “The European Challenge”, its message to the Spring
European Council of March 2003: higher public spending should aim to boost private R&D, through targeted
government financing, tax incentives, the creation of cross-border collaborative R&D networks and more
venture capital.

Europe oVers a wealth of talented people and significant opportunities for innovation-led activities, yet it is
failing to fully realise this potential. It needs to provide a far more stimulating and attractive environment for
innovators and entrepreneurs.
40 Report from the Commission to the Spring European Council, “Delivering Lisbon: Reforms for the Enlarged Union”, January 2004.
41 European Commission Report “Towards a European Research Area—Key Figures 2003–04”.
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Firstly, and perhaps paradoxically, in a globalised economy, location remains a crucial factor for promoting
jobs in research and innovation, as places from Silicon Valley to Bangalore exemplify. Even large companies
operate to an increasing extent in networks involving academic institutions as well as other innovative
companies—large and small. These networks are the engines of economic growth and job creation. Joining
an eYcient, receptive and attractive knowledge community is a prime inducement for innovators to relocate.
Europe needs to develop such communities. And it needs to ensure they are attractive and accessible not only
to Europeans but to other talented people from outside Europe, through appropriate measures and work
permit procedures. (According to the European Commission Report “Towards a European Research Area:
Key Figures 2003–04”, 15,000 EU-born students gained US research doctorates between 1991 and 2000. Of
these, some 11,000 said they planned to remain in the US. Meanwhile, more than 26,000 EU-born
professionals were granted entry visas to work in the US in 2001. A US study estimates that up to as many as
one third of these workers will go on to become permanent US residents.)

Secondly, the European Union is still struggling to deliver a quality, cost-eVective Community Patent, despite
a deadline of end 2001 and the significant boost this could give to innovators.

And thirdly, Europe needs to develop a more comprehensive and eVective Intellectual Property (IP) regime
that facilitates timely introduction of appropriate IP protection for new technologies, and upholds IP rights
in the face of counterfeiting and piracy.

Competitiveness is also a matter of attitude. There is a broader cultural requirement to support
entrepreneurship and risk-taking—in terms of individual but also societal attitudes to taking risks, to
competition, to business failure and to personal wealth creation. Countries from China to Brazil are
demonstrating the potential of ambitious and competitive citizens to generate new jobs and so shape an
economy. Such people are not following an American or “Anglo-Saxon” model: they are following their own
desire for success, to get on in life. In contrast, too few Europeans wish to be self-employed, to start up on
their own. Accustomed to social safety nets and an assured standard of living, the general public in much of
Europe fails to see either the benefit of or need for competitive attitudes. Large state and semi-state sectors
mostly shielded from competition are similarly heedless of the warning signs. Changing economic realities
make such complacency untenable.

Europe can oVer great opportunities to its immensely talented people. But so, too, can many other economic
regions. For this reason, ERT urges an innovation strategy at EU and national levels to stimulate learning,
R&D and entrepreneurship.

Recommendations

ERT calls on European Institutions and national governments to:

1. Invest far more in education and lifelong learning. Promote the basic skills, attitudes and confidence that
will enable all Europeans to fulfil their career potential. In particular, act to attract more students to a career
in science and technology, for example by more targeted financial support.

2. Stimulate action at national level towards achieving the target to increase R&D spending to 3 per cent of
EU GDP set in Barcelona in 2002.

3. Promote entrepreneurship, especially for innovative products and markets, And increase job opportunities
by lightening the burden on start-up companies in terms of red tape, labour market regulation and taxes,
easing access to finance, lifting the stigma of failure. As several Member States have shown, this is not diYcult.

4. Deliver and implement a comprehensive and eVective Intellectual Property regime in Europe, including the
Community Patent that has been promised for so many years.

3. How Europe Takes Decisions

“The EU must accelerate economic reforms in order to realise its vision of a knowledge-based
economy and boost long-term growth potential. Competitiveness must once again be placed
centre stage.”

Brussels European Council, March 2003

A growing lack of unity of purpose at EU level and far too slow decision-making in areas crucial to business
negatively aVect the competitiveness of companies operating in Europe. European economic prosperity
should never be taken for granted. It demands unstinting eVort of millions of citizens to keep profitable
enterprises able to respond to the evolving challenges of a crowded and competitive global marketplace. The
success of these enterprises will only continue if there is a supportive economic and regulatory environment.
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Over the past decade, Europe has failed to secure such an environment. Prospects for sustainable growth in
Europe, for more and better jobs, therefore remain impaired.

Business requires consistent and transparent economic governance, committed to policies that encourage
growth and innovation and embrace the structural reforms now overdue. In challenging economic
circumstances, maintaining business competitiveness—for big companies and small—must be the top priority
to enable Europe to invest in the social and environmental standards to which it aspires. This also means more
eVective decision-making processes and more rigorous implementation and enforcement of agreed decisions at
both EU and national level. For this, a committed and eVective European Commission and Competitiveness
Council are essential.

Recommendations

ERT presses European Institutions and national governments to treat competitiveness as a higher priority:

1. Ensure the members of the new European Commission are committed to implementing a dramatic
turnaround in the EU’s economic performance.

2. Appoint a single, senior Commissioner to oversee all aspects of an industrial strategy to boost economic
growth.

3. Significantly reinforce the Competitiveness Council so that it can more eYciently, coherently and
dynamically fulfil its mandate, with a single chairperson; consistent presence of the specific senior minister
responsible for competitiveness issues in each Member State; and a brief to:

— review the impact of new legislative proposals on European competitiveness,

— consult business prior to any decision on adoption and

— monitor rigorously the implementation of the Lisbon Agenda to orchestrate a less fragmented
approach across the Member States.

4. Secure the reform of structures and processes in Europe to allow faster, more eYcient decision-making in
all areas aVecting business, through early agreement in the Intergovernmental Conference on a system of
European Governance that delivers such reform.

ANNEX B: LETTER TO MR JAN PETER BALKENENDE OF 29 OCTOBER 2004

We are writing to you on the eve of the European Council meeting on 4–5 November 2004, which we
understand will receive the Report of Wim Kok’s High-Level Group on the Lisbon Strategy and initiate
preparations for the Mid-Term Review in March 2005.

The European Round Table of Industrialists (ERT) has repeatedly set out its concerns about the need to create
a more favourable economic and business climate in Europe that will secure the growth and jobs necessary to
sustain Europe’s social and environmental values.

We in industry continue to believe that the Agenda agreed by the Lisbon European Council in March 2000 is
the right one. The problem is that so little has been done to implement it, while other economies (especially
the US, but also increasingly India and China) have been surging ahead in creating strong knowledge
economies that attract high quality jobs. At the same time, Europe’s demographic challenge of an ageing
population and a diminishing workforce has become ever more intense.

This means that urgent action to boost growth and jobs is now even more important than ever. There must
be a far stronger focus on implementing the Lisbon Agenda, both at EU and at national level. The overall
target date of 2010 must be retained, since it is vital for signalling urgency and for measuring progress.

We understand that this view is shared by many of Europe’s political leaders and that Mr Kok has come to
a similar conclusion. Such consensus oVers a strong basis for decisive action and we therefore urge you and
your colleagues in the European Council to seize this opportunity to focus on the key issue: implementation!

What needs to be done?

In the next 12 months, ERT recommends that eVorts are concentrated on, firstly, getting the right institutional
functioning so that decisions can be taken and implemented in a balanced, eYcient and timely way and,
secondly, on an early harvest of key successes that would signal vigorous new commitment and momentum.

In ERT’s view, to achieve this, the EU and its Member States must focus on the following actions.
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1. Reinforce the Competitiveness Council

In March 2004, the European Council called on the Competitiveness Council to “champion and drive a clear
and integrated response to the competitiveness challenges facing the Union.” To do this, members of the
Council must have the authority to be able to ensure that, in all areas aVecting business, there is fast, eYcient
decision-making at EU level and eVective implementation at national and regional level.

For this reason, ERT urges the European Council and Member States:

— to mandate the Competitiveness Council to oversee the implementation of the Lisbon Agenda in
Europe and to co-ordinate the preparation of Council inputs to the Spring European Council;

— to designate, for each Member State, a single, top Minister as their representative in the
Competitiveness Council, fully empowered to take the necessary decisions and to guarantee their
implementation at national and regional level;

— to reinforce the excellent work of the Irish and Dutch Presidencies to improve the eVectiveness of
the Council, by agreeing measures to enhance consistency and continuity across Presidencies that
eventually could result in, for example, appointing a Council Chair for a two-year period.

2. Make Growth and Jobs a Top Priority

The European Institutions have a vital role to play in driving forward the implementation of the Lisbon
Agenda, and in communicating not only the need but also the benefits of more growth and jobs to all citizens.

In this respect, ERT particularly welcomed the decision of the President-designate of the European
Commission, José Manual Barroso, personally to coordinate eVorts to revitalize the Lisbon Agenda and to
appoint a Vice-President to represent a coherent Commission view in the Competitiveness Council. These are
important first steps to providing the necessary leadership that will ensure growth and jobs are not sacrificed to
other interests. ERT looks forward to the new Commission being able to start its important work in this field.

3. Guarantee Better Regulation

Europe’s current propensity to over-regulate is driving out new investment. Creating a more predictable,
transparent and balanced regulatory environment will help to reverse this trend. ERT urges the European
Union and Member States to introduce as soon as possible objective, coherent impact assessments of any
proposal for new European or national legislation that may aVect competitiveness. In the case of European
proposals, such assessments should be overseen by the Competitiveness Council.

4. Ensure More Effective Implementation at Member State Level

ERT wholeheartedly agrees with the conclusions of the March 2004 European Council that: “There must be
speedier translation of agreements and policy making at EU level into concrete measures”. For this, there must
be greater commitment and accountability at national level. To apply a business expression, Member States
must now “walk the talk”.

ERT believes that this calls for National Action Plans, identifying objectives and milestones against which
progress can be measured. The Plans should be developed and discussed within each Member State, to foster
greater engagement amongst politicians, stakeholders and citizens. They should then be submitted to the
European Commission, which should publish its opinion each year on the Plan itself and the progress made
(for example, as a scorecard), for review in the Spring European Council.

5. Gather an Early Harvest

Quick wins in a number of key target areas would help to demonstrate a new commitment to growth and jobs
in Europe and to restore momentum and credibility to the Lisbon Agenda. ERT therefore recommends that
the European Council should identify a handful of practical priorities that could realistically be achieved by
end 2005, where progress would be clearly measurable. As an example, these might include agreement on a
quality, cost-eVective Community Patent with a single language regime (English); agreement on the Directive
on the Patentability of Computer-implemented Inventions; and the completion of a comprehensive impact
assessment on the new regulatory framework for chemicals (REACH).
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ERT commends these ideas to you, as you consider how best the European Council and industry can work
together to deliver the growth and jobs Europe needs. We look forward to reading your Summit conclusions
and, of course, to an opportunity to discuss our ideas with you.

ANNEX C: LETTER TO MR JEAN-CLAUDE JUNCKER OF 10 MARCH 2005

ERT’s message to the European Council of 4–5 November 2004 stressed the need to secure more growth and
jobs if Europe is to sustain its social and environmental values. ERT therefore called on the European Council
to seize the opportunity of the Mid-Term Review of the Lisbon Strategy to focus on the key issue:
implementation at both EU and national level.

In its recent Communication to the Spring European Council, the European Commission sets out a new
approach that could help deliver such implementation. ERT fully supports the proposed “new start for the
Lisbon Strategy” based on a partnership approach that focuses on boosting growth and jobs and more clearly
identifies responsibilities. This indeed requires the development of National Action Plans, underpinned by
support from the relevant Parliament, industry and the social partners, and the appointment of a “Mr or Mrs
Lisbon” at governmental level per Member State, responsible for coordinating implementation. To this, ERT
would add the need for greater coherence within and between EU institutions and a more eVective
Competitiveness Council, where the designated Member State coordinators, in cooperation with
Commissioner Verheugen, would ensure consistent action across Europe. ERT believes these proposals
deserve strong support from the European Council when it meets on 22–23 March 2005 and active follow-up
within Member States to secure the necessary step-change in implementation and delivery.

Furthermore, ERT recommends that EU Institutions and National Governments secure an “early harvest”
of quick wins in 2005 that will demonstrate their renewed commitment to growth and jobs. Thus the Members
of the European Council should identify a handful of practical priorities, including some relating to specific
industry sectors, where progress will be clearly measurable and where they are personally committed to ensure
delivery by year-end.

Finally, ERT has repeatedly underlined that, over the longer-term, EU growth and jobs depend on a strong
knowledge base that supports a flourishing, innovative and entrepreneurial business environment. The
attached annex illustrates the importance of R&D to key current and future EU business sectors, giving
examples relating to the automotive, ICT, healthcare and food industries and to new technologies. It sets out
ERT’s views on how EU R&D policy can best contribute to growth and job creation. Crucial decisions in the
coming months, including on the financial perspectives, will determine the extent to which this policy can
catalyse a positive business environment in Europe.

ERT urges Member States to reap the benefits of coherent action between EU and national levels, and
appropriate coordination and benchmarking between Member States.

APPENDIX 2

FUTURE EUROPEAN RESEARCH POLICY: THE ERT VIEW

ERT has been closely following the debate on the future of research policy in the European Union, especially
since the June 2004 Commission Communication on the 7th Framework Programme43 and the Commission
proposal to double the EU research budget from approximately ƒ4.7 billion to ƒ10 billion per annum. ERT
welcomes the recent decision by the new Commission to place R&D high on its agenda as a means to stimulate
growth and job creation in Europe.

Some of the companies behind the ERT Members are among the highest R&D investors in the world. Yet an
internal ERT survey in 2002 concluded that, although ERT companies do not intend to diminish their overall
R&D expenditure, they are not inclined to spend more on R&D in Europe until the framework conditions for
such spending have dramatically improved.

It is clear that the future development of EU research, across a range of industry sectors and technologies
(including biotechnology and nanotechnology) hangs in the balance and will be determined by the policy
decisions taken in the coming few years. In particular, Europe faces a challenge in how to commercialise
investments in R&D and turn them into business models. Improvement of the regulatory framework will play
a critical role in this respect.
43 “Science and Technology, the key to Europe’s future—Guidelines for future EU policy to support research” COM (2004) 353.
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Automotive

The automotive sector currently provides a “good news” story relating to industrial R&D in Europe,
having enjoyed a strong EU competence base over many years. The European economy has benefited as
a result: in Germany alone, some ƒ110 billion has been invested in auto R&D over the past ten years with
80,000 people employed in related activities. The key issue is whether suYcient eVort will be made to
sustain this success into the future. Setting aside the constant issue of high labour costs, over-regulation
and rigid labour laws that characterise some Member States, the EU automotive industry faces a number
of specific challenges. One such challenge relates to the application of ICT. Another is the development
of synthetic fuels / biomass to liquid, hydrogen and fuel cell R&D, where EU investment lags far behind
the levels found in the US and Japan.

ICT

That R&D can flourish in Europe is also illustrated by the ICT industry. There are several strong
European companies in the global ICT league. Yet current spending in Europe on ICT related R&D is
less than one third of the US investment. Despite clear evidence of the fact that when funds are invested
in Europe, for example in centres of excellence, the international competitiveness of European companies
benefits, the future of the EU industry remains uncertain. Renewed eVort is needed to mobilise resources
to ensure that European companies will be able to compete successfully in future.

Moreover, ICT oVers a potential means of closing the gap in productivity growth between Europe and
the US and acting as a real motor for growth across all industry sectors. Yet without policy action, the
EU will not be able to achieve these benefits and reach the Lisbon targets. EU policy-makers need to act
now to create the right investment climate for ICT.

Healthcare

Sharp increases in US investment in healthcare R&D are exerting huge pressure on the EU industry’s
position in this ƒ1,200 billion global market. The outlook for EU-based Pharmaceuticals R&D is
troubled. Currently ƒ21 billion, or the equivalent of 15 per cent of all R&D investment in Europe, comes
from the pharmaceuticals sector and more than 100,000 scientists are employed in this area. In view of
this, recent steps to improve conditions for Pharmaceutical R&D in Europe have been particularly
positive—for example, the establishment of the London regulatory agency (EMEA) and the adoption of
new EU legislation. However, these steps are not suYcient to bridge the growing gap between conditions
in Europe and the US. The impact is clear. In 1990, the global research-based pharmaceutical industry
still invested roughly 50 per cent more in Europe than in the US. Since then, R&D investment in the US
has risen fourfold while in Europe it only grew 2.6 times. Today, the global industry is investing 40 per
cent more money in R&D in the US than in Europe. Europe is progressively losing its research-based
industry, while the US grows ever stronger and more able to dictate prices and the development of the
industry as a whole.

In addition to facing problems in Europe arising from public under-investment in research, education and
training, pharmaceutical companies also experience a turbulent and hostile market environment,
characterised by a patchwork of diVerent national pricing and reimbursement regulations, significant
market access delays for new medicines, poor reward for innovation and excessive regulatory burdens.
National cost containment measures with estimated costs for the industry of ƒ4–6 billion per year have
a direct impact on the pharmaceutical industry’s investment in biomedical R&D in Europe.

Europe must act urgently to help find more resources for fundamental, pre-competitive biomedical
research, exploring the creation of a “virtual European Institute for Health”, similar to the National
Institute of Health in the US, which is the steward of medical and behavioural research for the country,
having at its disposal more than US $30 billion per year in Congressional appropriations. Even Singapore
has invested US $500 millon of public money in a biomedical R&D programme.

Europe still has an excellent opportunity to play a leading role in the overall development of the
Healthcare industry, including in the emerging e-health market, molecular diagnostics and imaging, if it
creates the right framework conditions. These opportunities must not be lost.

Food

The vision of the Food industry, a major employer in Europe, is that changes in dietary regimes, based
on developments in nutritional sciences and new innovative product formats with concomitant changes
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in lifestyle, can have a major impact in improving public health and adding life to years. This vision is
shared by the World Health Organisation. Over the last six years, health has thus been consistently one
of the key innovation drivers in the food market, next to taste and convenience. Proportionally health and
well-being account for nearly 30 per cent of innovative products coming on the market. R&D eVorts will
further help to fuel growth in the European food industry. Currently, the EU is developing new legislation
on nutrition and health claims, food fortification and nutritional labelling, which will greatly influence the
ability to innovate and will act as key determinants of whether future R&D will continue to be driven from
within Europe.

Nanotechnology

A further challenge for Europe is arising as nanotechnology comes of age. Currently overall (EU and
national) public investment in nanotechnology R&D in Europe is running at comparable levels to the US
and Japan. However, as the Commission makes clear,44 “one of the crucial diVerences between the EU and
our main competitors is that the landscape of European R&D in nanotechnology risks becoming relatively
fragmented with a disparate range of rapidly evolving programmes and funding sources”. In contrast, the
US “21st Century Nanotechnology Development Act focuses US $3.7 billion of federal government
money on five agencies over the period 2005–08. Scale and focus are of the utmost importance to make
R&D work and thus the continued fragmentation of EU eVort remains a significant weak point.
Furthermore, as the Commission indicates, there is a need to engage a wide range of stakeholders on the
social impact of this technology, to develop better understanding and an appropriate way forward.

Against this background, ERT wishes to oVer its view on the Commission’s plans for future European
Research Policy.

First, ERT applauds the political attention now being given in Europe to research-driven growth:

— The combination of strong science and strong industry, well interconnected, is a pre-requisite for the
innovation that will boost EU growth and jobs.

— The attention reinforces the importance, at EU and Member State levels, of continuing to reform
public research, with a view to building scientific and technological leadership and competitiveness.

Second, mindful of constraints on the overall budget and competing priorities, ERT nevertheless supports the
Commission’s proposal for an increased EU R&D budget:

— Europe, as a whole, must invest more on R&D and innovation if it wants to be able to compete
globally and so achieve the growth rates required in the years to come.

— EU funding, while comparatively small (currently below 5 per cent of overall EU public spending
on research, rising to 10 per cent under the Commission’s proposal) can—and should—have a strong
“catalytic” impact, so long as this funding is based on clear objectives, adequate resources and simple
and transparent processes.

— The Commission proposal is linked to a much-needed push for better, more eVective R&D in
Europe.

— The impact of the higher EU investment can be considerably increased through simultaneous
improvement of the framework conditions for R&D, including better regulation.

Third, ERT supports the Commission proposal to establish a European Research Council (ERC) for frontier
research, provided that:

— The ERC genuinely supports EU leadership in frontier research and technology.

— Governance mechanisms are established capable of recognising the broad range of future
requirements and accepting challenging performance targets.

Fourth, ERT considers the Commission’s proposed Technology Platforms as a good approach towards EU
technological leadership and competitiveness in the longer-term:

— The best examples representing the highest growth prospects and strong stakeholder commitment
are very encouraging.

— The challenge will be implementation and ensuring that participating companies gain strategic
advantage, not only through pure research but also through opening a truly unified European
market, with unified standards and legislation.

44 “Towards a European Strategy for Nanotechnology” 2004.
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— While a lot can be learned from the US and the emerging economies (in areas such as commitment,
competition, public/private partnerships and SME participation), Europe needs to develop its own
solutions.

Europe needs to focus on more knowledge-based industries as a means to create more growth and jobs. The
Commission and the Member States have much to contribute towards finding the right way to attract more
R&D into Europe and rewarding innovation, by setting up active research and innovation policies and
maintaining a high level of intellectual property protection.

ANNEX D: “THE EUROPEAN CHALLEGE”—
MESSAGE TO THE SPRING EUROPEAN COUNCIL, MARCH 2003

The European Round Table of Industrialists (ERT), a forum of around 45 leaders of large, internationally
operating companies of European parentage, works to promote the competitiveness of European industry.

ERT is concerned at the slowness of Europe’s economic and social progress. The Lisbon objective to make
Europe “the most competitive and dynamic knowledge-based economy in the world” by 2010, agreed by the
European Council in March 2000, was admirable, but from the start ERT stressed the need for
implementation, not just declaration.

Three years on, many of the Lisbon targets have not been met on time, putting in peril the overall goal for 2010.

Last year, in Barcelona, the European Council added a further target: that European investment in R&D
should be increased from the current level of 1.9 per cent of GDP to approaching 3 per cent in 2010.

The ERT, whose Members possess a wealth of experience in R&D, has examined the Barcelona target
thoroughly. Our conclusion is simple: while it is a good target, coherent with the Lisbon process, it is
unrealistic in the timeframe unless there is a dramatic reappraisal of Europe’s approach to innovation and its
framework conditions for business.

Our proposals for such a reappraisal, detailed in this report, call on Europe to:

A. Invest in centres of excellence, and raise the status and supply of scientists.

B. Increase public spending, to encourage more private R&D spending.

C. Legislate for improved protection of Intellectual Property and cut the red tape holding back new
products and technologies.

We urge the Spring 2003 European Council to support these proposals and to call for rapid implementation
at all levels of decision-making in the European institutions (with special responsibility for the Commission,
for the newly established Competitiveness Council and Ecofin) and in the Member States.

In the enlarged European Union, we can create more and better jobs, through more and better growth. But, for
the last 10 years, Europe has been falling behind the US: the competitiveness gap is growing. While European
companies continue to invest and innovate, increasingly they do so outside Europe.

Can Europe reverse this trend? That is the European Challenge.

The new “European Challenge”: can Europe deliver more growth and jobs?

“Innovation is the key to global competitiveness. That is why—particularly in Europe—we need
faster, less bureaucratic decision-making processes and a climate which allows ideas to emerge and
the pioneer spirit to flourish.”

Heinrich v. Pierer,
President & CEO, Siemens

The future prosperity of Europe is coming under enormous strain. Unless urgent action is taken on long
awaited and long overdue structural reforms, Europe risks paying a heavy price in terms of future economic
growth, job creation and its ability to compete successfully in global markets.

It has steadily been losing ground in recent years to the US. European Governments risk losing credibility as
their repeated commitments to restart the engine of growth and to tackle rising levels of unemployment
contrast starkly with reality.

The European Round Table of Industrialists (ERT) believes Europe can and must transform itself swiftly into
a more entrepreneurial and innovative society. It also believes creating new and better jobs is essential to
improving in a lasting fashion not only Europe’s competitiveness but its overall standards of living.
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How can companies grow and compete without the necessary skills? How can new enterprises emerge in a risk-
averse culture where structural, administrative and financial barriers continue to frustrate the development of
new technologies and innovation? How can Europe benefit from a skilled labour force if its universities are
under-funded, its educational systems under-motivated, and its centres of excellence few and far between?

“In a knowledge-based economy, R&D is the main source of innovation. Experience shows that
innovative firms grow faster, have higher productivity gains and create more jobs than companies on
average. Innovation accounts for half of economic growth and is the engine of structural economic
renewal.”

Jorma Ollila,
Chairman & CEO, Nokia

Europe can no longer aVord to delay any further implementation of the objective it set itself at the European
Council in Lisbon three years ago “to become the most competitive and dynamic knowledge-based economy
in the world” by 2010. This would favour more employment in Europe—both in terms of quantity and quality.
The European workforce needs to become more skilled and move into more knowledge-based activities,
generating at the same time more jobs in the services sector.

The Lisbon objective was reaYrmed at the Barcelona Summit in March 2002, where it was agreed to set a
target of raising R&D investment in Europe from 1.9 per cent towards 3 per cent of GDP by 2010. Innovation
and R&D are crucially linked to competitiveness and in turn to creating jobs—in terms of both quantity and,
more significantly, quality.

Yet evidence from ERT Members indicates that while companies continue to plan to increase investments in
R&D, they will mainly do so not in Europe, but outside.

The ERT therefore believes the Barcelona target is unrealistic, unless accompanied by a dramatic reappraisal
of Europe’s approach to innovation and its framework conditions for business. Achieving this is the new
“European Challenge”.

“Innovation is the life blood of our business which must constantly adapt to reflect peoples needs
and changing lifestyles. Unilever has a long tradition of investing in R&D within Europe. However,
I believe that the current policy and regulatory climate means that Europe is poorly positioned to
develop the next wave of leading edge technologies needed to be truly competitive in the global
market place.”

Antony Burgmans,
Chairman, Unilever

Despite the European Council’s admirable ambition in Lisbon, results so far have been disappointing and the
ERT has become increasingly alarmed that Europe, rather than moving forward, is drifting backwards. These
sentiments are echoed in the European Commission’s own Report to the Spring European Council, on the
Lisbon Strategy.45 Even in the current depressed economic cycle, the US has continued to outperform Europe.
The US remains best placed to return to a sustained growth path once the global economy eventually recovers,
largely because of its remarkable performance in technology-related areas and a business environment
conducive to entrepreneurship and risk taking. Europe will be further challenged by economies in Asia such
as China, India, Malaysia and Japan, which promise to be fiercely competitive in knowledge-intensive areas.

In the past, Europe showed it could rise to the “American Challenge” identified by the French author Jean-
Jacques Servan-Schreiber in his 1967 book “le défi américain” that “real profit for both companies and society
consists of the fruits of innovations.” During the 1970s and 1980s, Europe steadily caught up with American
living standards and productivity growth. But this period of convergence between the two economies was
interrupted in the early 1990s, when the US innovation-driven growth-engine again left the EU behind.
Throughout the 1990s the US raced ahead with its domination of new areas of technology, greater acceptance
of market forces, closer links between higher education and business, its ability to retain the highest calibre
researchers, its relatively youthful population and its active policy of immigration for the best and brightest.

The question today is whether Europe will once again rise to its new challenge. The ERT has identified a series
of significant handicaps that need immediate attention:

— The lack of any sense of urgency to complete the Single Market and the ineVective policies to achieve
the Lisbon objective.

— The cumbersome political decision-making process for business-related issues in Europe.46

45 Communication from the Commission “Choosing to grow: Knowledge, innovation and jobs in a cohesive society—Report to the Spring
European Council, 21 March 2003, on the Lisbon Strategy of economic, social and environmental renewal”. COM (2003) 5.

46 ERT leaflet “European Governance for greater competitiveness”—November 2002.
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These handicaps call for a dramatic reappraisal of Europe’s approach to innovation and its framework
conditions for business. The need for this reappraisal and some solutions are the specific subject of this report
and are reflected in an ERT paper discussed with the European Commissioner for Research, Philippe Busquin,
in October 2002.47 The issues range from the lack of centres of excellence, skills, entrepreneurial culture and
strong well-funded educational institutions to too much red tape, inadequate infrastructures, complex and
confusing regulatory and legislative environments and insuYcient public spending on R&D.

The ERT believes Europe’s current predicament can be reversed, but only through strong long term
commitments by both the European Union and Member States across a range of policies, where the need for
a dramatic reappraisal includes R&D, education, the internal market, competition and enterprise policy.
Should Europe fail to respond to this new “European Challenge”, it risks not only being left behind but
condemned to playing an increasingly declining economic and political role.

Europe’s Lisbon Strategy—an unfulfilled promise?

“The Lisbon Summit set goals which were highly welcomed by industry. But too little has been
achieved until now and there is a risk that the Lisbon process will be judged by history as one of the
many unfulfilled promises and good intentions.”

Morris Tabaksblat,
ERT Chairman (1999–2001), Chairman Reed Elsevier

The ERT strongly supports the objective set at the Lisbon Summit to transform Europe into the most
competitive knowledge-based economy in the world by 2010. From the beginning, the ERT also made clear
that the key to success would rest in one word: IMPLEMENTATION.

Three years have passed and EU governments have so far failed to deliver many of the commitments made at
Lisbon. Time is fast running out and the dramatic change in the economic situation is making the task all the
more challenging. The Lisbon process was launched during a remarkable period of economic activity. The
outlook today is very diVerent with the bubble bursting, a new deep cycle of restructurings and job cuts, and
investors small and large shaken by a stock market collapse so sharp that pension funds, life insurance
companies, even some banks, are in the red. National budgets are in deficit, leading to growing calls to revise
and even reject the EU stability and growth pact introduced to provide Europe with the necessary framework
for its Single Market and currency.
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Moreover, at the Copenhagen Summit in December 2002, the EU took the huge step of taking in ten new
countries. And it is not the end. Romania, Bulgaria and Turkey are to follow at a later stage. The other Balkan
states are potential candidates. At a time when Europe is still struggling to bridge the competitive gap with
the US, the engine of economic convergence within Europe itself will be further tested by enlargement.
Expanding the boundaries of Europe oVers both significant benefits and daunting challenges.48

47 ERT paper “Is the ‘3 per cent R&D for 2010’ objective unrealistic? Can the dramatic reappraisal it implies be achieved? An ERT
View”— 22 October 2002.

48 The ERT Enlargement Working Group is currently focussing on these issues.
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Is Europe’s Barcelona target to invest up to 3 per cent of GDP on R&D by 2010 unrealistic?

“R&D has a crucial role to play in attaining the Lisbon objective of making Europe the most
competitive and dynamic knowledge based economy in the world by 2010.”

Daniel Janssen,
Chairman of the Board, Solvay

The Barcelona Summit of March 2002 set targets for raising R&D investment in Europe from the current level
of 1.9 per cent of GDP towards 3 per cent of GDP by 2010, with the private sector providing two-thirds of
the additional investment. The ERT welcomed this increased focus on investment in R&D and innovation as
a significant opportunity for improved EU competitiveness and achievement of the Lisbon objective.

To this end, R&D budgets in Europe, public and private, must be increased to reach US levels. Measures such
as those announced by the Swiss Federal Government in November 2002 are sorely needed (see Box 1).

Box 1: Boosting R&D Investment for Growth

“Our society needs new discoveries, inventions and knowledge for continued prosperity and
coexistence. In order to develop a common vision of the future, governments, public and private
R&D partners in Europe must recognise that closely working together is the only viable
approach to proceed.”

Franz Hurner,
Chairman & CEO, F HoVmann-La Roche

The Swiss Federal Government announced on 29 November 2002 that it intends to increase significantly
the attention and resources given to funding Higher Education, Research and Technologies in the period
from 2004–07.

Subject to approval by the Federal Parliament, funding will rise from CHF 14.2 billion (approximately
ƒ9.7 billion) in 2000–03 to CHF 17.billion (approximately ƒ11.8 billion) in 2004–07, implying an annual
growth rate of ! 6 per cent, or CHF 3.1 billion (approximately ƒ2.1 billion) in total.

Increased investment will be made in basic and long-term Research, applied Research and International
Cooperation. As a result, private and public investment in R&D, which was 2.8 per cent of GDP in 1999,
is likely to rise to around 3 per cent of GDP by 2004–05.

Europe continues to suVer from a shortage of scientists and engineers. The US (at 8.08) has significantly more
researchers per 1,000 in the labour force than the EU (at 5.4).49

The EU approach to research remains highly fragmented and is rather poor at coordinating R&D assets
compared to the US. As a result, it has developed far fewer centres of excellence capable of attracting the best
and brightest as well as companies as potential R&D partners. Although Helsinki (Finland), Munich
(Germany), Cambridge (UK) and Sophia Antipolis (France) represent some of Europe’s growth centres, they
do not yet rival the triangle North Carolina, New Jersey, Virginia, or Boston or the Los Angeles area, let alone
Silicon Valley, for attracting the best global brains.

If Europe seriously means to address the US challenge in R&D, then Member States will need to agree to
leverage their science budgets through a more coordinated and focussed approach, to create truly European
centres of excellence.

Significant concerns about Europe’s entrepreneurial culture are raised in the Commission Green Paper on
Entrepreneurship:50 “Compared to the US, there is less entrepreneurial dynamism in the European Union.
Europeans are less involved than Americans in new entrepreneurial initiatives and European businesses do
not grow as much as in the US”.

There is a need to promote entrepreneurial culture inside research communities and to expand links between
academic research and the wider economy. A diminishing skills base risks seriously undermining Europe’s
ability to catch up and succeed in new technology sectors. Inadequate public investment has resulted in poorly-
equipped university laboratories and inadequate basic research in public institutions. There are still too many
barriers in the way of researchers crossing borders and moving between public and private R&D because of
incompatibilities between education and training systems across EU countries.
49 “Towards a European Research Area—Science, Technology and Innovation—Key Figures 2002” (European Commission DG Research)

Fig 2.1.1. indicates a level of 8.08 per 1,000 in the US versus 5.4 in the EU (Latest year available 1997 for US, 1998–2000 for EU).
50 Green Paper “Entrepreneurship in Europe” (European Commission, Brussels 21 January 2003—COM (2003) 27 Final).
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ERT Members believe European R&D continues to suVer from stiVer rules on subsidy schemes compared
with the US. National structures on funding, regulation and administration operate in parallel with one
another and with pan-European frameworks causing unnecessary and excessive rigidities and duplication.

Europe’s fledgling venture capital market is another major handicap to innovation and business growth. There
is also far too much red tape holding back innovation, new products and technology.

EU companies need an appropriate legislative and regulatory framework oVering them greater clarity and
certainty to encourage them to make investments.

Of all expenditure on ICT R&D in the OECD area in the year 2000, only 15 per cent was spent in Europe,
whereas some 22 per cent was in Japan and 52 per cent was in the US. Trends in the development of the global
biopharmaceutical industry illustrate the missed opportunity in terms of jobs (see Box 2).
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Box 2: Trends in the development of the global biopharmaceutical industry
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It is not all doom and gloom. In the 1990s, Europe managed to catch up and overtake the US in terms of the
number of new science graduates. In 2001, Finland emerged as the world’s most competitive economy
according to the World Economic Forum’s Global Competitiveness report, coming ahead of the US (although
the US regained the number one slot in 2002).51 Concerted eVorts, such as those made in Finland (Box 3) and
Sicily (Box 4), demonstrate how success can be achieved.
51 World Economic Forum—Global Competitiveness Reports—2001–02 and 2002–03.
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Box 3: Creating a Favourable Environment for ICT Industry Growth

“The challenge for Europe is enormous. The EU and its Member States should jointly launch
action plans to develop key ICT technologies, relevant skills and platforms for partnerships
between enterprises and public institutions. Concerted action is required to create an economic
and regulatory environment, which encourages innovation and smooth and easy access for new
products to the European Single Market.”

Jorma Ollila,
Chairman & CEO, Nokia

In the 1990s, Finland needed to diversify its industrial structure and to create new opportunities for job
creation. Despite significant cuts in public expenditure due to the need to comply with the Maastricht
criteria, in 1996 the Finnish government decided to increase public R&D expenditure by 25 per cent within
three years. The additional funds were allocated entirely to R&D, which encouraged industrial growth
and job creation. This decision was followed by a strong increase in the R&D eVort funded by industry.
Simultaneously, the Government increased higher education in ICT relevant fields, which tripled the
supply of ICT experts in the 1990s.

These policy measures have significantly boosted the growth of the ICT industry in Finland. Today about
3,500 ICT companies employ more than 80,000 people. At the same time, other industries have been able
to increase rapidly their knowledge intensity and productivity.

Box 4: A High Tech Area on the Slopes of Mount Etna in Sicily

In just a few years, a remarkable public-private partnership has led to the creation of a new knowledge-
based industrial area around Catania (Sicily), popularly known as “Etna Valley”. Its success is mainly due
to the interaction between knowledge centres, such as universities, laboratories and hi-tech companies,
and the local entrepreneurial spirit.

The initial investor was ST Microelectronics, a market leader in the semi-conductor industry. Benefiting
from local financial incentives, ST attracted highly-skilled people to develop its R&D and hi-tech
manufacturing activities. Sicily, known in the past to be an economically and socially depressed region,
took full advantage of ST’s expansion into a fully-fledged high-tech company to create many new and
better jobs in Catania.

As a result, a favourable climate for attracting further investment to the region was created. More than 200
local firms provide hi-tech services to ST; currently 1,270 people indirectly work for ST and the number is
growing. No less than 22 international companies were attracted by ST and have created subsidiaries in
the region. Indirectly, other sectors of the region’s economy, such as tourism, benefit from the growing
number of business visitors, especially during the low season.

The Barcelona R&D target, the recent launch of the EU’s 6th Framework Programme for Research and
Development, the e-Europe Action Plan and the Commission’s new strategy for Life Sciences and
Biotechnology are all encouraging developments. But progress on the whole remains depressingly slow and
patchy.

While strongly endorsing the Barcelona R&D resolution, the ERT fears its target could be unrealistic, given
the head start of the US and other competing regions.

Not that Europe’s major industrial companies will stop growing. In the absence of attractive framework
conditions and given slow market growth, more and more companies will increasingly prefer to grow outside
the EU by investing and developing R&D laboratories and new facilities in the US and in Asia. This is already
happening, as the example of the pharmaceutical industry illustrates (Box 5).

Box 5: Europe’s Declining Competitiveness in Pharmaceuticals

“European pharmaceutical companies have enjoyed great success in the past and the industry
represents one of the few areas of high technology in which Europe is globally competitive. This
position is, however, threatened. Benchmarking studies clearly demonstrate that current levels
of R&D investment in pharmaceuticals and biotechnology in the US are twice those achieved in
the EU.”

Tom McKillop,
Chief Executive, AstraZeneca
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Evidence of such a trend emerged in an internal survey conducted amongst ERT Members, whose companies
account for a significant share of private sector R&D investment in Europe. In 2001, ERT companies invested
almost ƒ37 billion in R&D in all parts of the world including ƒ22.3 billion in Europe, or the equivalent of
about 13 per cent of the gross expenditure on R&D in the EU as a whole.

But according to estimates put forward by the companies themselves, the amount they invest in Europe is not
expected to increase much over the coming three years. The survey showed that a majority of companies plan
either to maintain or to raise only slightly their current level of R&D spending in Europe.

Should this trend prove common to all companies in Europe and EU GDP continue to rise, then private EU
R&D expenditure as a percentage of EU GDP will fall. The implications are dire given that the EU’s R&D
eVort must almost double52 to attain the target set by the European Council in Barcelona (to increase R&D
spending from the current level of 1.9 per cent to 3 per cent of a rising GDP), with the private sector providing
two-thirds of the additional R&D investment. In short, a large part of the increase in company R&D spending
will occur OUTSIDE Europe at the expense of jobs, enhanced competitiveness and future prosperity.

“Already a signYcant part of new hires at Philips Eindhoven comes from outside the EU. To get the
best researchers we are recruiting worldwide for our research laboratories, and partly for the same
reason, an increasing part of our R&D eVort is based outside the EU.”

Gerard Kleisterlee,
President & CEO, Royal Philips Electronics

Taking up the new “European Challenge”

“The European challenge is technological, social, economic, political. These are linked. One will not
succeed without the other.”

Daniel Janssen,
Chairman of the Board, Solvay

Europe faces a common challenge: one of growth, job creation, developing centres of excellence, and
improving skills and education. The challenge is the same for SMEs as for big industry. Both need urgent
implementation of the Lisbon targets that were revisited at Barcelona last year but have yet to make significant
52 Meeting the EU’s proposed 3 per cent target will have a dramatic eVect on industry financed R&D. At 2 per cent GDP growth pa (an

historical average), Industrial R&D will have to increase by US$128 billion between 2000–10, or more than 9 per cent annually. This
equates to a virtual doubling of Industrial R&D in the course of a decade.
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headway. For Europe to rise to its new “European Challenge”, ERT urges EU governments to address as a
matter of priority the following specific issues to boost European research and innovation and halt, or
preferably reverse, the increasing European brain, skills and investment drain.

A. Invest in centres of excellence, raise the status and supply of scientists

1. Develop strong R&D centres of excellence in key industrial fields such as ICT, advanced new materials and
healthcare. In addition to higher public funding, a more focused common EU strategy requires a real-location
of resources towards industrial sectors that have the highest impact on productivity and economic growth.

2. Improve the supply of skilled labour for R&D by reforming educational priorities and policies.
Immigration restrictions should also be removed for people with relevant skills.

3. Strengthen the positive perception of technology by tackling the cultural bias against it. Improve rewards
and recognition of its economic and social importance in all relevant sectors, including engineering.

4. Improve the salaries and career prospects of top research staV and the equipping of university laboratories.

5. Encourage and reward public/private partnerships and collaboration between public research institutions
and improve mobility of researchers between public and private R&D.

“Competence centres with ‘excellence’ potential in Europe are too scattered over the various
countries to achieve the required economies of scale and develop into true centres of excellence.”

Gerard Kleisterlee,
President & CEO, Royal Philips Electronics

“Innovation is the real new value generator in companies. Maintaining a strong public scientific
infrastructure is of great importance to stimulate innovation”

Peter Kwant,
Group Research Adviser, Royal Dutch Shell

“The safest way to grow a business is organically. That means that companies must invest in
Research & Development. But that becomes close to impossible if our education system cannot
cultivate—or at least retain—the excitement and interest young children have in science. If we do not
take corrective action we will be faced with serious shortages.”

Cees van Lede,
Chairman Board of Management, Akzo Nobel

B. Increase public spending to-encourage more private R&D spending

6. Encourage higher government financing of business R&D53 and a range of tax incentives to stimulate more
private investment in R&D. A predictable and stable system should apply equally to large and small
companies irrespective of whether they are profitable.

7. Stimulate the creation of cross-border collaborative R&D networks with large and small companies and
academic participation. The emergence and development of networks will be strongly helped if public funding
is available in the pre-competitive research stage.

8. Create better markets for venture capital through appropriate incentives and harmonised market
conditions in the EU.

“Make R&D financially attractive: subsidies and tax incentives can be very eVective towards
encouraging increased longer term R&D eVort.”

Bertrand Collomb,
Président-Directeur Général, Lafarge

“It is essential that the financial conditions of European research remain attractive.”

Jean-Louis BeVa,
Chairman & CEO, Compagnie de Saint-Gobain

53 Following its study on the stimulating eVect of public funding on R&D, the OECD recommends that public financing should equal
12 per cent of business R&D, whereas the current level of spending in the EU is approximately 8.5 per cent. (OECD Science, Technology
and Industry Outlook 2000.)
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C. Legislate for improved protection of Intellectual Property and cut the red tape holding back new products
and technologies

9. Improve protection of Intellectual Property in Europe to encourage R&D in new areas including
genetically modified organisms (GMOs) and software.

10. Urgently agree a quality, cost-eYcient Community Patent so as to strengthen protection and reduce
bureaucracy, costs and litigation. Costs will only be kept down if the language requirement is kept simple
(preferably filing in English only).

11. Radically reduce unjustified regulatory constraints (environmental, administrative, etc.) which hold back
the development, production and introduction to market of new products and technologies.

“Doubts about European support for IP protection are not conducive to making Europe an
attractive place for investments in R&D.”

Franz Humer,
Chairman & CEO, F. HoVmann-La Roche

“The speedy adoption of the Community Patent is an absolute priority for European companies.”

Marco Tronchetti Provera,
Chairman & CEO, Pirelli

“Over-regulation strangles the transformation of innovative ideas into marketable products.”

Dietmar Theis,
Department Head Strategic Marketing, Siemens

The way forward

“Too many key reforms for Lisbon are still waiting to be approved and implemented. Firms cannot
be successful in business if the system is against them.”

Gerhard Cromme,
Chairman ERT, Chairman of the Supervisory-Board, ThyssenKrupp

To be competitive, European companies large and small need substantial funds to finance their own
innovation and growth. These funds are available on the international capital markets. But to secure this
financing, companies must show they have a good return on invested capital. And companies cannot operate
eYciently if the broader political, social and economic environment is not conducive to profitable long term
risk taking and investment.

Too many structural impediments continue to block initiative and entrepreneurship, undermine growth, and
limit job creation.

The commitment made in Lisbon has yet to be implemented. Many fine words have been spoken, but Europe
has hardly begun to resolve its pension time bomb, implement a radical improvement in its infrastructures,
complete the liberalisation of energy, financial and other markets, adopt enhanced corporate governance and
takeover codes to restore investor confidence, and enact all those long touted structural reforms necessary to
create the overall framework to achieve the Lisbon objective. All this as the Union prepares to expand its
boundaries by absorbing ten new Member States that risks making it even more diYcult to focus energies on
the urgent tasks ahead: the Convention on the Future of Europe should remedy the far too slow political
decision-making process for business in Europe and not add additional layers which risk further paralysis to
the system.

Time is running out. Europe still has an opportunity to respond to its new challenge by establishing the
necessary conditions to encourage innovation and research and so compete successfully with the current US
leadership in new technologies. The 3 per cent R&D target set last year in Barcelona is one of the keys to
achieving ultimately the Lisbon objective. But the promotion of innovation and new technologies also depends
on a sweeping reappraisal of a range of policies covering financing, human resources and infrastructure, not
to mention R&D, legislation and regulation, education, the internal market, competition and enterprise policy
to make Europe competitive. The future prosperity of an enlarged Union is at stake: this is the “European
Challenge”.
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The European Round Table of Industrialists

— ERT is a forum of around 45 European industrial leaders aiming at promoting the competitiveness
and growth of Europe’s economy.

— ERT Members are Chairmen and Chief Executives of major European companies.

— ERT derives its strength from the commitment and personal involvement of its members.

— Membership is personal, not corporate, and by invitation only.

— Companies of ERT Members cover a wide range of industry sectors, with headquarters located in
18 European countries. Their combined turnover is over ƒ1,350 billion and they employ 4.2 million
people worldwide.

ANNEX E: “ACTIONS FOR COMPETITIVENESS THROUGH THE KNOWLEDGE ECONOMY”—
MESSAGE TO THE STOCKHOLM EUROPEAN COUNCIL, MARCH 2001

Speed up the Transition to Improved Competitiveness Through the Knowledge Economy

Europeans are in the process of constructing a “new Europe” on the foundations of improved competitiveness
and a dynamic, knowledge-based economy54 that will ultimately extend over a significantly larger group of
countries than the present 15 members of the European Union. Competitive advantage in the knowledge
economy no longer relates purely to a product or service. It is much more dependent on the continuous
acquisition of new skills by people and companies and being ahead of the competition in exploiting critical
knowledge.

The competitive pressures of globalisation make the task of building the Knowledge Economy an urgent one,
to which the European Council meeting in Stockholm needs to give fresh impetus. In particular, targets set at
Lisbon must be respected and implemented. The European Round Table of Industrialists therefore welcomes
the Commission communication “Realising the European Union’s Potential: Consolidating and Extending
the Lisbon Strategy”. It contains recommendations for actions, to be agreed by the European Council in
Stockholm, which are of paramount importance for European competitiveness.

Our aim in this paper is to build on the Commission’s recommendations and to urge the Council to focus, in
particular, on two aspects:

— the economic and social requirement for a “new European in the new Europe”. Success in the
Knowledge Economy will not be guaranteed just by teaching people technological skills. There is a
broader cultural requirement for entrepreneurship and risk-taking, and without it the EU’s
competitiveness could be seriously damaged within a matter of ten years;

— the looming crisis for EU business posed by the growing shortage of professionals in information,
communication and other technologies.55 This shortage is handicapping growth, innovation and
productivity.

As an organisation whose key priority is to strengthen European competitiveness, the ERT is warmly
supporting the European Council’s Lisbon strategy. However, bearing in mind the skills crisis and the urgent
needs of the “new Europe”, the ERT feels that a tighter focus and swifter progress is needed on four
fundamentally important tasks that featured, with varying degrees of emphasis, in the Lisbon conclusions.
These are:

— recasting national educational systems so that they enable everyone to acquire the new skills they
need during a process of lifelong learning;

— encouraging employers to upgrade the skills of existing workforces;

— creating a friendly environment for innovation and entrepreneurship;

— reinventing government for the online era.
54 In the conclusions to its Lisbon meeting in March 2000, the European Council set the clear strategic goal for the European Union of

achieving “the most competitive and dynamic knowledge-based economy in the world capable of sustainable economic growth with
more and better jobs and greater social cohesion.” The Council set out clear signposts for achieving this goal that have subsequently
developed by the Commission in the eEurope Action Plan endorsed a the Feira European Council in June 2000. Actions are clustered
around the objectives of a cheaper, faster secure Internet, boosting investment in people and skills and stimulating use of the Internet.

55 According to the European Commission, Europe had around 800,000 vacancies in early 2000 for information technology professionals
and these could rise to 1.7 million by 2003 unless action is taken.
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Faster progress will contribute to the evolution of the “new European”. With this in mind, we have set out
10 specific recommendations designed to carry the Union forward. We have our own ideas as to how these
recommendations could be implemented, but recognise success depends crucially on the collaboration of
governments, business, educationalists and academia.

The New European: A Question of Attitude as well as of Skills

The concept of the new European for the new Europe is important because it focuses attention on a broader
set of factors than purely technical skills. These are extremely important and some of our recommendations
are aimed at making sure that they find a quick and flexible entry into the curricula of all schools in all
Member States.

The new European needs more than skills to make a success of the Knowledge Economy. He or she needs to
be able to bring a spirit of enterprise to life as an employee and a citizen. Not necessarily in the sense of
developing and pursuing business ideas, although Europe certainly needs more business entrepreneurs, but
definitely in terms of developing a capacity for creativity, innovation, flexibility, team work and intellectual
curiosity.

Such an individual must be capable of taking charge of his or her employment destiny. Lifetime employment
will not soon disappear, but it will be less relevant for many people. In pursuing other preferences and
opportunities, they will need, among other things, to be able to identify emerging employment opportunities
and to acquire the necessary training for them.

The Competitiveness Challenge: Avoiding a Transatlantic Divide

Economic competitiveness vis-à-vis the US and Asian countries is the driver demanding a more urgent
approach and faster progress towards the Knowledge Economy. In particular, the EU must catch up with and
overtake the United States in its application and exploitation of the new technologies. US successes have
led to:

— a higher annual growth rate since 1996: 3.4 per cent compared with the EU’s 2.0 per cent;

— higher growth of labour productivity: 2.2 per cent vs 1.3 per cent;

— the much higher share of its GDP claimed by IT production: 7 per cent vs 4 per cent;

— the global dominance of US technology producers—36 out of the world’s top 50 producers are from
the US and only four are European.

The keys to European success in applying the new technologies lie in the rich diversity of talent, culture,
knowledge and skills to be found in the Member States.

Ten Recommendations for Fast Track Progress to Improved Competitiveness Through the

Knowledge Economy

Recommendation 1

Set precise targets for Knowledge Economy skills and attitudes to be acquired by the minimum school
leaving age

To be employable, people will soon need to be able to apply the tools of the Knowledge Economy, including
competence in the use of a personal computer, ability to search the Internet and to handle and exchange
information. Member States should promote debate to define the skills needed by the “new European”, as well
as the cultural requirements that encourage innovative use of these skills; agree on the minimum standards of
attainment (for example, in ICT) to be met by all students at the minimum school leaving age; and report
annually on their achievement.
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Recommendation 2

Harness the experience of business for the benefit of education

Many companies are ready and anxious to pass on their extensive experience of equipping employees to fulfil
their potential through new skills and approaches to learning. Governments should give priority to building
partnerships at the level of individual schools and companies for transferring learning systems, materials and
expertise into the educational system.

Recommendation 3

Begin the process of conferring a new status and value on the teaching profession

The “new European” will need a “new teacher” with higher skills and broader competences and experiences
to encourage intellectual curiosity, team work, creativeness and a capacity to innovate. It is therefore vital that
the necessary investment is made in the teaching profession throughout the European Union, in terms of
competitive salaries, appropriate staYng levels, and adequate training, in order to attract and retain highly
qualified and motivated personnel.

Recommendation 4

Create a European on-line lifelong learning service

The Internet oVers a tremendous opportunity for all citizens to be able to access new skills and learning. Much
of the content and training materials for an on-line service could be drawn from the business world where
many companies now have a great deal of experience and expertise56 that they would be very ready to pass
onto the general community.

Recommendation 5

Develop local and regional fora of representatives of government, education and business to define the short,
medium and long-term skills requirements of leading economic sectors

The EU’s ability to be a global winner in the Knowledge Economy will be severely weakened without the
human resources needed. There is already acute concern in some sectors (eg aeronautics) about the future
availability of necessary skills. Understanding the skills requirements across the future economy is very limited
and urgently needs to be improved.

Recommendation 6

Introduce tax benefits to encourage people to acquire the equipment and skills needed for the knowledge
economy

Personal training and reskilling costs ought to be compensated via the tax system.

Recommendation 7

Secure early adoption of the commission proposal to create a Community Patent. Additionally, give easily
attained, short-term temporary intellectual property protection to ideas that may generate economic and social
value after a process of public discussion and interaction with other ideas

The ERT welcomes the Commission proposal for the creation of a Community Patent, granted for and valid
throughout the European Union. We urge agreement on this issue without further delay. Furthermore, action
is needed to address the fear of loss of “ownership” which inhibits the floating of ideas by entrepreneurs and
other actual or potential innovators. A system is needed for granting temporary ownership rights to allow
ideas to circulate and combine with others to generate economically and socially useful innovation.
56 In the United States, 180 universities and 70 high tech companies have joined forces to create an “eUniversity” with digital libraries

and virtual laboratories.
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Recommendation 8

Encourage business and academia to define on-line European processes for exchange of information leading to
collaboration in the development and commercial exploitation of projects

Harvest the learning and experience gained from fora such as the European Knowledge Management Forum
and test their applicability and usefulness in other areas, in order to leverage the knowledge and talent in
Europe.57

Recommendation 9

Stimulate risk-taking and bring down the cost of capital in Europe at all levels

Move forward the process of financial integration in Europe as it is road-mapped in the final Lamfalussy
report, especially where this relates to venture capital. Eliminate situations where tax treatment discourages
investment in the form of venture capital. Encourage the EIB to continue to review its financial instruments
in order to redirect funding towards support for business start-ups, as well as other risk capital initiatives.

Recommendation 10

Agree that each Government will produce a master plan, with targets and timings, to ensure that the knowledge
society becomes part of every citizen’s daily experience through electronic access to the full range of public
services and information

ICT technologies not only oVer extraordinary possibilities for transforming governments and public
administrations into more democratic and responsive mechanisms providing higher quality services. They are
also a tool that governments can exploit to lead the way in implementing the Knowledge Economy and the
Knowledge Society. They must access their requirements for equipment, content and services across the broad
range of functions and stimulate commercial responses to meet those requirements. Much can be done to
speed up and encourage the transition of entire populations via the electronic delivery of public information
and services.

These 10 recommendations were chosen from extensive preparatory work undertaken by an ERT Task Force
of company experts. This work will be available on the ERT website: http://www.ert.be after the Stockholm
European Council.

European Round Table of Industrialists

— ERT is a grouping of 46 leaders of major European companies.

— They represent a wide range of sectors of industry and come from 17 European countries.

— Together they have a combined turnover of some 950 billion Euro and employ over 4 million people
worldwide.

— The ERT’s objective is to strengthen Europe’s economy and improve its global competitiveness.

Memorandum by the Federation of Small Businesses (FSB)

The Federation of Small Businesses

The Federation of Small Businesses (FSB) is the UK’s leading non-party political lobby organisation existing
to promote and protect the interests of all who own and/or manage their own businesses in the UK. With
190,000 members, the FSB is also the largest group representing the interests of UK small businesses and the
self-employed.

The FSB thanks their Lordships for the opportunity to submit evidence to the inquiry into a European
Strategy for Growth and Jobs—The Lisbon Agenda. The FSB believes that the Lisbon process as a whole has
lacked focus. Accordingly, in responding to this call for evidence the FSB has answered only those questions
57 Information on the European Knowledge Management Forum project can be wound at www.knowledgeboard.com
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where it has specific knowledge, supported by evidence based research drawn primarily from its biennial
survey of FSB members.58

In submitting this evidence, the FSB contends that the Lisbon process has so far failed to engage and empower
the EU’s key driver for job creation and innovation, the SME community.

The relevance of the Lisbon objectives

The FSB welcomes the European Commission’s recent attempts to refocus the Lisbon Agenda and believes
that it is right to direct eVorts to the promotion of growth and jobs. This has made the Lisbon Agenda more
relevant to the challenges faced by the European Union. However, this should be qualified.

In its Report on the Implementation of the European Charter for Small Enterprises the European Commission
noted that small enterprises represent a “key source of jobs, a breeding ground for business ideas and a main
driver for innovation, employment, social and local integration.” Furthermore, there are “20 million such
businesses in the EU providing employment to 65 million people. They account for 99 per cent of all businesses
and provide 53 per cent of jobs.”59

Referring specifically to the United Kingdom, a survey by Trends Business Research, “Small Firms and Job
Creation”, commissioned by the FSB and published in 2003,60 found that over the period 1995 to 1999, SMEs
were the major job creators in the UK. Furthermore, it was the very smallest firms (1 to 4 people) that
contributed most to job creation. The study of job creation also found that between 1995 and 1999 there was
a net overall increase in the large firm group of 740,000 jobs; SMEs growing into large firms were the largest
contributor to this figure. In the EU as a whole, SMEs account for two-thirds of total employment and account
for approximately 65 per cent of GDP. They are the principal generators of new jobs, especially new and young
firms. Estimates suggest that almost half of all new jobs in Europe are created by less than 5 per cent of high-
tech SMEs, a key sector with respect to the Lisbon goals.61

It is clear from their ever-increasing contribution to GDP and employment that new and existing SMEs are
central to achieving the Lisbon targets and that a thriving SME sector is fundamental to EU competitiveness.
However, when compared to the United States, it is clear that the EU is not maximising the growth potential
of SMEs. It is striking that 75 per cent of US large firms founded since 1980 grew from scratch. By contrast,
more than 80 per cent of the large European firms created since 1980 were the result of mergers of pre-existing
firms (EURAB Report and Recommendations). This suggests to the FSB that a key stumbling block to
achieving the Lisbon objectives is that new firms, with new products and services, fail to grow significantly.

Accordingly, the FSB believes that to be truly relevant to the changing face of the EU economy, the Lisbon
objectives should be more closely tied to the needs of the small business community.

The 2010 target date

With five years already gone, it seems increasingly unlikely that, even with the recent refocusing of eVorts, the
EU will be able to meet its 2010 targets. However, the FSB believes that the 2010 date is significant, if for no
other reason than it serves to frame a vast range of activities. It would be even more diYcult to promote or
measure progress without a target date.

In terms of what can be done to close the gap between Europe’s economy today and the Lisbon goals for 2010,
the FSB would like to see more concerted eVorts in three specific areas: better regulation; training and skills
aimed at job creation; and support for high technology SMEs. In each of these areas, the FSB believes that,
in light of the evidence noted above, a greater appreciation and emphasis on the role played by SMEs would
increase the likelihood of realising the Lisbon goals.
58 Lifting the Barriers to Growth in UK Small Businesses is the FSB’s biennial membership survey. Responses were received from 18,635

FSB members drawn from all regions of the UK. The report examines issues relating to small business growth, employment, finance,
business advisory services and legislation. This survey also examined a range of current business issues and their eVects on the small
business sector. These include issues relating to bank switching, the National Minimum Wage uprate, new employment directives,
environmental compliance and business related crime.

59 Report from the Commission to the Council and the European Parliament, Report on the Implementation of the European Charter
for Small Enterprises, Brussels, 6.2.2002 COM (2002) 68 final.

60 Small Firms and Job Creation: Report Commissioned by the Federation of Small Businesses, Trends Business Research, 14 March,
2003.

61 European Union Research Advisory Board (EURAB) Report and Recommendations on SMEs and ERA (May 2004).
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Better Regulation

On the specific issue of what can be done to achieve the Lisbon objectives of jobs and growth, the FSB contends
that creating a better legislative environment should be the primary task of Member States and EU institutions
alike. Sustainable growth will only be realised if constructed around a legislative framework that allows
responsible businesses to prosper.

To put this into context, the costs of complying with administrative burdens can be 30 times greater for small
firms than larger businesses. Administrative burdens and compliance costs are commonly cited by SMEs as
the largest barrier to growth. The FSBs Biennial Membership Survey of 2004, Barriers to Growth, revealed
that the general dissatisfaction of small business owners with the various aspects of legislation showed a
reduction compared to previous years. However, it should be noted that dissatisfaction with legislation
remained high. Levels of dissatisfaction were greatest for the complexity (60 per cent), volume (59 per cent),
rate of change (56 per cent), compliance costs (55 per cent) and interpretation of legislation (54 per cent).

Approximately 70 per cent of legislation aVecting business now emanates from Brussels therefore better
regulation must be a key priority for the EU institutions. The FSB is particularly concerned by the cumulative
burden of legislation, which has a particularly damaging impact on smaller businesses, and could be minimised
through a more joined-up approach to policy-making by the European Commission and by systematically
incorporating review clauses into new proposals. The FSB strongly supports the eVorts of Commission
President Barroso and Commissioner Verheugen to review and withdraw unnecessary regulation. However,
we believe that the European Parliament could play an increasingly central role in the ex-ante evaluation of
existing legislation.

The FSB believes that the Better Lawmaking Package (June 2002) has the potential to contribute significantly
to a more favourable legislative environment for SMEs and could facilitate a more interactive role for SMEs
in policy-making. The Inter-institutional Agreement on Better Regulation extends the principles of the Better
Lawmaking Package to all three EU institutions. We believe that the priority now is to ensure that the all three
institutions make-good on these commitments, particularly the Commission DGs most readily associated with
over regulation.

In particular, the FSB welcomes the formalisation of Extended Impact Assessments (EIAs). However, a more
concerted eVort is needed to ensure that EIAs are conducted thoroughly, in a timely manner and through close
co-operation between the relevant Commission services. OYcials and politicians should consider these
assessments as a valuable tool, integral to the policy-making process, as opposed to an additional burden. Only
then will their full benefits to all interested parties become apparent and their additional value in determining
the most appropriate policy-making tool—legislative or non-legislative—be realised.

The FSB believes the Commission should make its EIAs more promptly and that the Council and Parliament
should refer systematically to Commission EIAs, as well as carrying out their own assessments of substantial
amendments. Progress from the three main EU institutions on the development of a common methodology,
as referred to in the inter-institutional agreement on better regulation is paramount. This should be achieved
through the creation of an external EIA auditing body.

The FSB has been particularly concerned by the classification of small businesses as businesses with 10–49
employees. The result of this could be that the impact of measures on those with less than 10 employees is not
considered and the concerns of these businesses overlooked. The FSB would like to see “micro” businesses
gain formal recognition. The potential benefits of life-style business start-ups for the wider economy also
deserves closer examination and the interests of this growing sector should be taken into consideration.

Training and Skills Aimed at Job Creation

The November 2003 Employment Taskforce’s report (“Jobs, Jobs, Jobs”) rightly emphasises the central role
of SMEs in creating the 15 million jobs required to achieve the Lisbon target of a 70 per cent employment
rate.62 However, SMEs can only perform this role if they have access to adaptable and appropriately skilled
staV. If it is to facilitate this, education policy must be orientated towards job creation and take into account
the conditions required by SMEs.

To put this into perspective, respondents to the FSBs 2004 Barriers to Growth survey collectively employed
some 96,000 full-time workers plus some 35,000 part-time workers and 18,500 casual/seasonal workers,
making a total of 150,000 employees or 118,500 full-time equivalents (FTEs). Assuming that the businesses
which responded to the survey (12 per cent) are representative of the FSB’s overall membership, this suggests
that the entire FSB membership employs 1.25 million workers (987,000 FTEs), of which 800,000 are full-time.
62 Jobs, Jobs, Jobs, Creating more employment in Europe, Report of the Employment Taskforce chaired by Wim Kok, November 2003.
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As a whole, respondents to the 2004 survey are growing in size. Some 43 per cent of businesses reported an
increase in employment compared with two years ago, compared with just 16 per cent which experienced a
drop in numbers. In aggregate, the sample employs some 26,000 more workers than two years ago (!20.9 per
cent). Full-time workers have increased by 14,000 (!17.6 per cent), with even faster rates of growth for part-
time (!25.4 per cent) and casual/seasonal labour (30.4 per cent). In terms of full-time equivalents,
employment has increased by 19,000 (!19.2 per cent).

However, SMEs in a wide range of sectors are increasingly held back by a skills deficit. The key skills where
FSB member businesses report the greatest dissatisfaction are with advanced IT skills (12 per cent), sales and
marketing skills (11 per cent) and foreign languages (11 per cent). Conversely, and conflicting with
conventional wisdom, relatively few businesses were dissatisfied, or very dissatisfied, with the numeracy (4 per
cent) skills of their workers, customer service skills (3 per cent) and communication skills (3 per cent). In
relation to the Lisbon goals, the FSB is particularly concerned by dissatisfaction with advanced IT skills.

The FSB would welcome work placements for teaching staV, both college and school based. These should be
orientated towards ensuring the educators have a realistic view of businesses and their needs. A period of work
experience at the “coal face” equivalent of the business is regarded as essential. Such placements would assist
teachers to appreciate the problems of “creating wealth” in a modern highly competitive world and to help
them understand money and the need to make a profit.

Lifelong learning is central to the Lisbon strategic objectives and the FSB recognises that SMEs have a key
role in furthering this particular objective. Currently, according to the FSBs 2004 survey, only 39.8 per cent
of business owners report that they undertake formal staV training on a regular basis, with a further 20.9 per
cent undertaking formal training occasionally, and 30 per cent not undertaking any formal training at all.

Most businesses attribute their limited formal training to the existence of barriers. Indeed, just 12.3 per cent
of firms said there were no barriers to training. The FSB’s survey found the single biggest barrier to training
to be cost, with the cost of courses cited by 51.7 per cent of businesses as a barrier and the loss of staV time
cited by 37 per cent of businesses. Other barriers are related to the lack of relevance of the courses that are
available (36.3 per cent), the timing of the course (34.9 per cent), the lack of funding (27 per cent) and the
distance of the business from the place of funding (26.1 per cent).

This evidence underlines the importance of the availability of sound training needs analysis (TNA) for small
businesses. To be truly eVective, the FSB argues that TNA needs to be tied in with business planning and
business development and considers that the responsibility for this should lie with Business Links where such
activity is already focused. The FSB does not believe that this service should be provided by the Learning Skills
Council.

FSB members tend to use private providers more than FE colleges, despite an assumed extra cost.63 The FSB
believes this reflects the ability of the private provider to be flexible and meet the employers’ needs. The FSB
considers that all courses must be demand driven, flexible, modular and portable. If “Learning for Life” is to
mean anything, people must be able to transfer from one college to another and continue with their training
programme, building up their own skills portfolio.

The fewer staV a business has, the greater the impact on its day-to-day activities when releasing a member of
staV for training. For example, if a business has three staV including the owner, releasing one person for
training loses a third of the workforce. To this end, the FSB would have liked to see the “Employer Training
Pilots” (ETPs), where employers are compensated for releasing staV for training extended nationally. As this
strategy is not due to start until April 2006 and the Pilots ended in September 2004, we are concerned that the
knowledge and experience gained will be lost as staV disperse.

The FSB would support a sustained investment in better education and skills to boost productivity and would
like to see more investment directed at meeting skill needs of SMEs. Education, training and skills are of
paramount importance to small businesses as a workforce equipped with the necessary skills is essential for a
small business if it is to compete in the global marketplace. The FSB would particularly welcome more money
for private learning providers from the Learning and Skills Council (LSC), as we believe these providers oVer
the kind of training packages that small businesses want.

SMEs would greatly benefit if more courses were short, aVordable and targeted directly at solving business
problems. As well as a review of the vocational qualifications system, the role of work-related learning must
also be strengthened in UK schools and colleges so that young people leaving full-time education have a better
understanding of the world of work.
63 Federation of Small Businesses, South West, 2003 Education and Training Survey—results based on a postal survey of 22,000 members

across the South West of England.
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On the specific issue of IT skills, the FSB has particular concerns that, although the UK is closing in on its
Lisbon objectives, the target tick-list hides a wider problem in IT uptake among SMEs. The FSB agrees that
electronic commerce is transforming the way in which businesses operate. The eVects may be particularly
significant for small businesses as it provides them with the potential to achieve much greater market reach.
However, the small firm sector has been slow to adopt e-commerce.

According to the FSBs 2004 survey of members, more than four out of five small businesses are connected to
the Internet. Half of respondents (49.2 per cent) had their own web sites. However, these are used primarily
as an electronic catalogue. Only a minority of businesses have the facility for on-line ordering by customers
(12.4 per cent), after sales service and support (9.6 per cent), payment by customers (5.5 per cent) or delivery
of digital goods and services (3.2 per cent). Given this rather limited involvement in e-commerce it is
unsurprising to find that, for many businesses with a web site, few benefits had accrued and that most
businesses report only very low levels of sales derived on-line.

Respondents reported a number of barriers to developing their e-commerce capabilities. The single biggest
barriers, each cited by just under one-quarter of businesses, are the reluctance of customers to switch to e-
commerce (24.3 per cent) and the perception that e-commerce will not benefit their business (23.5 per cent).
Cost is also a major barrier, with 22.3 per cent inhibited by the high costs involved in developing a web site
and 18.9 per cent concerned about the high cost of maintaining a web site. Other significant barriers include
the amount of development time (16.3 per cent), technology failures (16.0 per cent) and the lack of technical/
web skills amongst their employees (15.8 per cent). Furthermore, few businesses had experienced
countervailing pressures to trade electronically. For example, just 12 per cent of firms reported that their
suppliers have insisted that they trade electronically.

Most businesses are connected to the internet and around half have web sites. However, the involvement in
e-commerce for most of these businesses is fairly superficial. To combat this and increase involvement in
e-commerce the FSB believes that, in addition to additional training and awareness exercises, more should be
done to promote trust in on-line transactions, continue to improve technology for online transactions and
security and increase broadband access.

Support for High Technology SMEs

The FSB believes that SMEs provide fertile ground for innovation, and that they create higher levels of
competition in areas that might otherwise be dominated by large and often complacent companies. This view
is reinforced by the recent EURAB study, which revealed that the R&D spending gap between Europe and
the United States can be attributed in large part to diVerences in R&D spending by SMEs in the two regions.
Thus higher R&D spending by European SMEs could play a key role in helping to achieve the Barcelona
3 per cent target.

Whilst the vast majority of SMEs do not engage in research in a formal sense, most SMEs do innovate. They
improve their existing products and services, usually in small step-by-step ways. The new knowledge required
for innovation comes sometimes from research. More frequently it comes from listening to customers and
suppliers, observing competitors, talking to potential customers, experimenting with present products and
services.

The FSBs Barriers to Growth survey found that 33 per cent invest in new equipment/machinery, 5 per cent
increase R&D spending, 24 per cent invest in IT, 12 per cent mention greater collaboration with suppliers; all
of which can be interpreted as innovation and in some cases is an oV-shoot of R&D. According to EURAB,
the vast majority of the EU’s SMEs, about 70 per cent, undertake no or little R&D. At the other extreme, a
very small number, less than 3 per cent of SMEs regularly develop, apply or acquire technology. In between
these extremes, some 30 per cent of SMEs regularly develop, apply or acquire technology. This figure
represents approximately three million enterprises in the EU-15.

Instead of focusing R&D funding on big one-oV sector specific projects, the EU should look at the approach
taken by the United States’ Small Business Innovation Research Programme, which seeks to pull SMEs up
the “Research Stairway” from little or no R&D activity towards the zone of technology pioneers. Funding
should support the needs and programme types corresponding to the diVerent levels of SME engagement in
innovation and R&D.
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Innovation in ICT must concentrate on improving the infrastructure in the UK in order to compete with South
Korea and Japan, where Internet speed is 8–10Mb as standard. The FSB notes that the government are trying
to increase online usage with e-government initiatives, but whilst welcome and certainly key to future
productivity, this must not alienate the small business community.

The FSB has also encouraged public procurement of innovative products and services, which often come from
SMEs and has urged the Government to include a commitment to this in the NRP.

National or European level policy

Clearly, many of the Lisbon goals fall within the domain of domestic aVairs and the FSB believes that it is
important that national governments take responsibility and accept ownership of these goals. One of the
greatest weaknesses of the Lisbon process has been the readiness of national governments to make
commitments at EU level, which they then fail to implement at national level. This can lead to unfair
distortions with negative aVects for a functioning single market. Accordingly, it is important that the
European Commission plays its role in keeping Member States focused on the task. The FSB regrets that the
Commission has in recent months stepped back from “naming and shaming” those Member States that fail
to meet their commitments.

At the national level, the FSB is concerned by the Government’s failure to identify a clear lead individual or
ministry responsible for the Lisbon goals. It is not always clear who holds responsibility for this and who
should be held accountable for driving forward Lisbon reforms, particularly in the area of Better Regulation.
The FSB endorses the Commission’s request for each Member State to appoint a Mr/Mrs Lisbon to provide
leadership and a sense of ownership over the Lisbon goals.

European Union mechanisms

The FSB welcomes the Integrated Guidelines for Growth and Jobs as a potentially eVective way of increasing
ownership over the Lisbon goals in Member States. However, we are concerned that the Integrated Guidelines
and accompanying National Reform Programme could become little more than an administrative exercise if
not accompanied by political support.

In terms of other mechanisms and drivers to further the Lisbon goals, the FSB has been greatly encouraged
by the “Joint Initiative on Regulatory Reform” taken by the Irish, Dutch, Luxembourg and British Finance
Ministers. This outlined a number of important areas for action in relation to simplification, alternatives to
regulation, competitiveness-proofing and impact assessments. Whilst the initiative has produced mixed
results, as a mechanism for focusing attention it is useful. The FSB would like to see further initiatives of
this nature.

The other mechanism or driver for generating a more entrepreneurial Europe has been the European Charter
for Small Enterprises and Entreprenuership Action Plan. The FSB welcomed this initiative but it shares the
views of other business organisations that it has proved to be ineVectual in its objective of improving the
environment for small businesses. As the answers in this submission indicate, the FSB believes that the role
of SMEs sits at the very heart of the Lisbon Agenda, but acknowledgement of this has not resulted in tangible
actions. There is a danger that SME related actions are placed to one side instead of taking a central role and
that the European Charter is in danger of serving as a depository for good, but unrealised, intentions with
respect to SMEs.

However, the FSB does welcome the greater prominence given to the European Commission’s SME Envoy
and believes that this provides an excellent mechanism for furthering the role of SMEs in achieving the Lisbon
goals. We believe that the Envoy should be positioned more centrally in the Commission.

Social and economic models

This submission has sought to highlight that the role played by SMEs in generating jobs and economic growth
in the EU, whilst acknowledged, has not been put to the centre of the Lisbon strategy. The FSB believes that
this is, in part, a consequence of the Social Dialogue’s failure to recognise the contribution of the EU’s SME
community.

As well as being a major driver for economic growth SMEs provide social cohesion. In some regions, SMEs
are practically the only private-sector employer. SMEs tend to be owner managed and often have diVerent
priorities from larger corporations. Accordingly, they are likely to be better embedded in local and regional
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economies.64 The FSB believes that these factors are too often overlooked in the EU debate about social
models. Social models are not static and, as the evidence given here suggests, the role of SMEs has increased
in recent years. Accordingly, the FSB supports a re-evaluation of the EU’s various social models, together
with a recasting of the Social Dialogue to more closely represent the conditions and challenges faced in
the 21st Century.

12 October 2005

Memorandum by Walter Herriot, St John’s Innovation Centre

The Lisbon objectives of sustainable economic growth, prosperity, social inclusion and increased employment
are laudable. However, the top level objective of total public private investment in R&D of 3 per cent of GDP
may not necessarily, and of its own account, achieve the desired outcome. R&D spending is just one (very
important) input to the innovation system but to look at in isolation ignores implementation (innovation).
Simplistically R&D turns money into ideas, innovation turns. ideas back into money there may be no
continuous link between R&D and Innovation. Looked at in a slightly more sophisticated way, “3 per cent
of GDP on R&D” —is a balance of inputs (spending on R&D); availability of the VC and related funding,
(students studying SET); outputs (scientific papers published % measure of research quality; patents %

measure of commercial intent; registered designs % measure of near market commercialisation) and outcomes
(GDP growth; new products-introduced, new companies created). This approach is taken forward in a paper
currently being produced for the Design Council—“Bridging the Innovation Gap” and due to be published
shortly,

In summary more spending on R&D will not automatically lead to increased innovation and achievement of
Lisbon objectives.

The imbalance between support for R&D verses support for Innovation is illustrated clearly by the proposed
budget for the 7th framework programme (FP7, which almost exclusively supports R&D) and the
Competitiveness and Innovation programme (CIP, parts of which support innovation); the proposed budget
for FP7 is around ƒ72 billion (excluding Euratam) whereas the “Entrepreneurship and Innovation” part of
the CIP has a budget of only ƒ2.6 billion or about 3.5 per cent of FP7.

Job Creation: Focussing on job creation might not achieve the outcomes hoped for as the outcome seems, too
often,. be to create short term low value jobs. Wealth creation, in our experience, is a better goal as it often
leads to high value added and more sustainable employment. It is important to separate these two issues (job
creation and wealth creation) and not attempt to come up with measures that will lead to both at the same
time since they may well fail; the latter will be enabled by the former, and the former should therefore be
tackled first.

Universities often struggle to develop their new technologies to the point where commercial parties become
seriously interested in them since their recurring research funding does not normally allow for the development
of working prototypes and demonstrators. Providing relatively small amounts of “proof of concept” funding
for Universities and Research Institutes can help to bridge this gap. We understand that the East of England
Development Agency (EEDA) is currently looking at this issue.

One problem area faced by SMEs is the proliferation, complexity and ever changing nature of the available
public support measures. It is often very diYcult for a small business to keep up with what support is available,
and often helpful support initiatives are withdrawn, changed or run out of budget after a short period,
regardless of their popularity or success. This, in our experience, contributes towards a climate of suspicion
towards support measures from Government and the fact that many small businesses do not use the available
support to help them optimum. A key issue in this context is the availability of Government Research &
Development Grants (successors to SMART). We have perceived over the last few years increasing suspicion
and a dampening down of interest in such grants following their re-structuring by the DTI. It is essential that
such grants are available, easily accessible and the rules properly understood by the business community. The
SMART Awards were very helpful in sustaining the growth of the Cambridge Phenomenon.

There is a tendency for the European Commission and UK Government to provide funding for businesses or
innovation support managers only if those measures themselves are innovative. We ourselves have been
criticised by members of the East of England Development Agency because a number of the measures that we
were seeking funding for were not thought to be suYciently innovative ı this despite the fact that there is a
continuing and growing demand for them! Similarly with the latest round of funding for University-Business
interactions under the Higher Education Innovation Fund (HEW 3). The competitor element of the HEM 3
funding is only to “Pilot new ideas and approaches to knowledge transfer”. Perhaps more attention should be
64 Small Firms and Job Creation: Report Commissioned by the Federation of Small Businesses, Trends Business Research, 14 March

2003.



3212537035 Page Type [E] 09-03-06 13:14:13 Pag Table: LOENEW PPSysB Unit: PG10

252 a european strategy for jobs and growth: evidence

paid to what has been shown to work and less eVort to devise ever diVering ways of skinning a cat. For what
it is worth, I personally was involved in developing the Cambridge Phenomenon in its early days 1978–1985
and the number of high tech businesses increased from 20 to 365. In my experience what is need is not “rocket
science” but simply good quality advisory services (and awareness of them) plus the availability of equity
funding (or grants) at start up and early stage. Despite Cambridge’s pre eminence in the VC field (23 per cent
of UK VC funding and 8 per cent of EU funding in 2004 was taken up by Cambridge businesses) there are
still really serious problems at start up and seed level. The European Commission should, focus on this key
area. They should, not, however, create investment funds that are essentially replicating and competing with
private sector funds as seems to have happened with the Regional Venture Capital funds in the UK. There is
a similar danger with the recently announced funds based on the SBIR model. The real problem, in my
experience as an ex-financier, lies with pre-trading finance (Seed) both at proof of concept level and also for
companies seeking a relatively small amount of equity funding (up to £250,000) for companies which are near
to market. Mezzanine finance, ie providing loans with high coupons of up to £250,000 would appear to
overcome the latter problem. Equity funding for early stage businesses is a key diYculty. It is diYcult for VC
to make money in this area of the market. Four years ago there were four Cambridge based operational Seed
Funds. Now there are none and it is proving impossible to raise such funds.

We need a much more comprehensive approach to “Innovation” in Europe. The proposed US National
Innovation Act illustrates a great example of the US reacting to a clear challenge. In Europe the vision seems
to be rather vague (we must try hard ı and if we miss the targets we set it doesn’t really matter) in the US there
seems to be a clear sense of threat and consequent need for action. The National Innovation Act highlights
the magnitude of the threat posed to ongoing US economic growth and pushes forward clear, bold and large
scale initiatives to address this threat. Some have said that this is very reminiscent of the impact Sputnik had
on galvanising US technological development in the last century. The main features of the act are as follows:
(1)Research investment (ie doubling the science budget ı compared to UK) with plans to attempt to increase
spending by I think, 5 per cent (2) increasing Science and technology talent and (3) developing an innovation
infrastructure. More details of what is proposed is available at http://lieberman.senate.gov/document/bills/
051215niasummary.doc

I am sorry that in the time available I have not been able to make a proper response but in summary:

— Europe still appears too complacent in this area compared to the US.

— It would appear that the process for following through R&D into Innovation is not fully understood
at a European level.

— There are problems in the UK with the accessibility and awareness of appropriate business advice
and availability of appropriate equity funding for businesses at an early stage.

15 February 2006

Memorandum by the Industry, Research and Energy Committee, European Parliament

1. “Lisbon is not an option, but a necessity” describes well the general feeling about the framework for
European policy-making that was set up in Lisbon and subsequent European Council meetings. Nobody
questions the need for Europe to urgently come up with ideas and policies that will help it confront successfully
the challenges posed by the current pace of globalisation, coupled with an ageing population and high
dependence on increasingly scarce external energy sources. If the necessity of a far-reaching reform is accepted
by a large majority of European citizens and policy-makers, the same cannot be said about its content and
timeframe.

2. The Spring 2005 European Council spoke of “mixed” results, while stressing the need for “urgent action”,
if Europe is to overcome “the gulf between [its] growth potential and that of its economic partners”.65 “To that
end”, concluded the Heads of State or Government, “it is essential to re-launch the Lisbon Strategy without
delay and re-focus priorities on growth and employment”. Dispersing the focus among various directions,
targets and actions has plagued the Lisbon Strategy from the outset and is partly responsible for its
ineVectiveness so far. The Kok report66 spoke of “an overloaded agenda, poor coordination and conflicting
priorities”. In the light of this situation, the European Council endorsed the Commission Communication67

proposing “a new start for the Lisbon Strategy focusing the European Union’s eVorts on two principal tasks—
delivering stronger, lasting growth and more and better jobs”. Hopefully European leaders spoke a common
language when defining the new focus.
65 Council of the European Union, 23.3.2005 (English, OR. fr), Nr. 7619/1/05 REV 1.
66 “Facing the challenge ? the Lisbon strategy for growth and employment”, Report from the High Level Group chaired by Wim Kok,

November 2004—http://europa.eu.int/growthandjobs/pdf/2004–1866–EN–complet.pdf
67 “Working together for growth and jobs”, COM(2005) 330 of 2.2.2005.
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3. On 9 March 2005 the European Parliament (EP) adopted a resolution68 in view of the Spring European
Council stressing that “to revitalise the Lisbon Strategy it is essential to address the failure of living up to the
goals set in March 2000”, calling for “a more eVective prioritisation with identifiable priority actions in all
three strands of the Lisbon Agenda, in order to obtain a clearer focus to correct the diVuse orientation of the
Lisbon process” and pointing to “the national and European budget resources necessary to give tangible
expression to the objectives set”.

4. For better implementation and monitoring, the Spring European Council introduced a simplified
approach, based on a three-year cycle comprising an initial “strategic report” by the Commission, followed
by the adoption of a set of “integrated guidelines for Growth and Jobs” by the Council, and the drawing up
of “National Reform Programmes” (NRPs) by the Member States (MS) and a “Community Lisbon
Programme” by the Commission. In 2005, most NRPs are expected to be submitted by 15 October. The
priorities of the Community Lisbon Programme are set out in a recent Commission communication.69

According to its March resolution, the EP “supports the Commission in defining, together with Parliament,
a reliable road-map with clear legislative and budgetary priorities for the three pillars within the Lisbon
Strategy”. The Commission will assess progress in its first Annual Progress Report in January 2006 and the
EP is expected to express its views on this. Attention will be focused in future on the three-year cycles rather
than on the original target year 2010.

5. The EP’s Committee on Industry, Research and Energy (ITRE) has competence in policy areas that are
closely linked with the Lisbon process. ITRE’s views on the means for realising the Lisbon Agenda can best
be illustrated in relation to policy issues on which ITRE and the Parliament have expressed or will soon be
expressing their views via legislative or non-legislative reports:

(a) Industrial policy—Small and Medium-sized Enterprises (SMEs)

6. In a recent communication,70 the Commission identified three fields of action for industrial policy: better
regulation, more coordination and integration of industrial policy into other policy areas, and further
development of a sectoral industrial policy. The EP71 largely supported the Commission’s approach, calling
inter alia for a clearer definition of the role of SMEs in industrial policy. It did regret, however, that conditions
specific to SMEs and micro-enterprises are rarely taken into account and urged the Commission to rectify this.
The Commission has just adopted a new industrial policy communication72 concerning the EU manufacturing
industry. The ITRE Committee is likely to request authorisation for an own-initiative report.

7. The main Community financial support instruments to address the lack of risk capital on the European
capital markets operate under the Multi-Annual Programme for enterprise and entrepreneurship, and in
particular SMEs (MAP; 2001–2005) and are managed by the European Investment Fund (EIF). Parliament
has consistently increased the funds for these instruments through the budgetary procedure, most recently by
reaching a first-reading agreement with Council and Commission adding ƒ7 million to the proposed
prolongation of MAP. From 2007, MAP activities will be continued by the Competitiveness and Innovation
framework Programme (see item c).

8. The European Charter for Small Enterprises commits MS to improving the regulatory framework for
businesses and simplifying administrative procedures. Despite modest improvements, administrative burdens
for SMEs remain high. The EP has repeatedly urged the MS to fulfil their commitments by implementing the
Charter at all levels of administration, but has also reminded the Commission that many of the administrative
and fiscal burdens placed on businesses stem from Community legislation and that these burdens bear hardest
on small businesses.

9. On 13 September 2005 ITRE adopted its opinion on the Commission proposal for a Regulation on
chemicals (REACH). The main amendments concern additional exemptions for substances used in R&D;
more targeted information requirements for low-volume substances; giving full responsibility for the system
to the European Chemicals Agency, but relying on national authorities for the practical work; more stringent
requirements for requesting an authorisation procedure; and the legal right of downstream users to require
further information on environmental and health risks from their providers (and vice versa). The Environment
Committee (lead committee) voted its report on 4 October. Parliament’s first reading is scheduled for
November.
68 T6-0069/2005.
69 COM(2005) 330 of 20.7.2005.
70 “An industrial Policy for an enlarged Europe”, COM(2004) 274 of 20.4.2004.
71 T6-0230/2005, A6-0148/2005.
72 COM(2005) 474 of 5.10.2005.
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(b) Information Society

10. ITRE has requested authorisation for an own-initiative report on the i2010 initiative,73 the central element
on the Lisbon Strategy in the field of information and communication technologies (ICTs). The initiative is
in line with the Spring European Council, which called for building “a fully inclusive information society,
based on widespread use of [ICTs] in public services, SMEs and households”. The Commission proposal states
the objectives (aVordable and secure high bandwidth communications, rich and diverse content and digital
services; world class performance in research and innovation in ICT; an inclusive information society that
provides high quality public services and promotes quality of life) and defines measures for achieving them.

11. ITRE will probably request authorisation to draw up another own-initiative report on “eAccessibility”,74

a concept linked with overcoming the technical barriers and diYculties that people with disabilities and others
experience when trying to participate on equal terms in the information society. This is part of the broader
“eInclusion” concept, which also addresses other types of barriers, such as financial, geographical or
educational and was announced in the i2010 initiative.

12. Parliament and Council approved earlier this year “eContentplus”,75 a multi-annual Community
programme (2005–08) to make digital content in the EU more accessible, usable and exploitable. The
programme, with a budget of ƒ149 million, aims at tackling organisational barriers and promoting take-up
of leading-edge technical solutions to create better conditions for accessing and managing digital content and
services in a multilingual environment. It addresses specific market areas where development has been slow:
geographic content (as a key constituent of public sector content), educational, cultural, scientific and
scholarly content.

(c) Research and innovation

13. The multi-annual research and technological development (RTD) Framework Programme (FP) is the
main instrument of Community funding for research and the Community’s main contribution to establishing
ERA. Since 1984 the FP has seen the scope of its activities and its funding increase substantially, leading up
to the 6th RTD FP (2002–06; FP6),76 which is currently in force. The original FP6 budget of ƒ17.5 billion was
later increased to ƒ19.2 billion to take account of enlargement.

14. On 10 March 2005, the EP adopted a resolution77 on the Commission Communication “Guidelines for
future European Union policy to support research”.78 The EP endorsed the Commission’s proposals for
doubling the EU research budget, creating a mechanism (“European Research Council”) in support of basic
research and launching European technology platforms around key technologies.

15. The Commission proposes79 a budget of ƒ72.7 billion over the period 2007–13 for the European
Community part (FP7 EC) and ƒ3.1 billion over the period 2007–11 for the Euratom part of FP7. The
proposals respond to a large extent to the demands of the EP’s March resolution. FP7 EC is structured into
five Specific Programmes: Cooperation (collaborative research in nine thematic priorities), Ideas (European
Research Council), People (training and career development of researchers), Capacities (supporting European
research and innovation capacities) and non-nuclear action of the JRC. ITRE Members essentially appreciate
the Commission’s proposals and share its concern about a possible substantial cut in the budget for research
by the Council, when the latter reaches an agreement on the financial perspectives for the period 2007–13. The
EP timetable has been delayed due to this uncertainty and the first reading is expected for early 2006.

16. The proposed Competitiveness and Innovation framework Programme (CIP)80 brings together several
existing EU programmes, namely SME support via MAP (see item a), the ICT policy support programme (e-
TEN, Modinis, e-Content) and the Intelligent Energy-Europe programme, with a proposed overall budget of
ƒ4.2 billion over the period 2007–13. The aim of bringing together existing programmes and new actions
under a joint legal basis is to create a more coherent framework to increase European productivity, innovation
capacity and sustainable growth. The Parliament’s first reading is expected for early 2006.
73 “i2010—A European Information Society for growth and employment”, COM(2005) 229 of 1.6.2005.
74 COM(2005) 425 of 13.9.2005.
75 EP and Council Decision No 456/2005/EC of 9 March 2005, OJ L 079, 24.3.2005, p 1.
76 EP and Council Decision No 1513/2002/EC of 27 June 2002, OJ L 232, 29.8.2002, p 1.
77 T6-0077/2005, A6-0046/2005.
78 COM(2004) 353 of 16.6.2004.
79 COM(2005) 119 of 6.4.2005.
80 COM(2005) 121 of 6.4.2005.
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(d) Energy policy

17. On 29 September 2005 the EP adopted an own-initiative report on the share of renewable energy in the
EU81 following a Commission report82 prepared according to Article 3 of Directive 2001/77/EC.83 The
Commission assesses the prospects for achieving the target of a 12 per cent share of renewable energy in overall
energy consumption in the EU15 by 2010 and proposes concrete actions at national and Community level. In
its resolution, the EP stresses the importance of setting mandatory targets for 2020, repeats its call for a 20 per
cent target for renewable energies in the EU’s energy consumption by 2020, points out that, with better
conditions for renewable energy and energy eYciency, a more ambitious target is feasible and calls for a target
of 60 per cent of EU electricity demand to be met by ultra-low, non CO2 and CO2 neutral energy technologies
by 2020.

18. EP and Council are currently seeking an agreement in second reading on the directive on energy end-use
eYciency and energy services84 (EP vote: December 2005). According to the proposal, MS will have to adopt
a mandatory target for cumulative annual energy savings. At the same time, they will have to remove barriers
to the demand for energy services and ensure that energy distributors and/or retail energy sales companies oVer
and actively promote energy services as an integral part of the distribution and/or sales of energy to customers.
The main diVerences between the EP and Council concern the nature of the savings target (indicative vs
binding) and the removal of the target for the public sector.

19. Parliament and Council reached an agreement in first reading on the proposal for a directive concerning
measures to safeguard security of electricity supply and infrastructure investment85 with the vote in plenary
on 5 July 2005. According to the agreement, the primary aim of the directive is to safeguard security of
electricity supply in order to ensure the proper functioning of the EU internal market for electricity. MS will
have to ensure a high level of security of electricity supply by taking necessary measures to facilitate a stable
investment climate and by defining the roles and responsibilities of competent authorities and all relevant
market actors.

20. Parliament is currently awaiting Council’s common position on the proposal for a decision laying down
guidelines for Trans-European energy Networks.86 This proposal aims at addressing in particular the position
of new MS. However, the proposal also includes the possibility for the Commission to attribute the highest
level of priority to cross-border projects having a significant impact on the integration of the networks
concerned and to appoint a European coordinator for the supervision of the projects. It seems that these new
elements are not acceptable to the Council.

10 October 2005

Memorandum by Josef Janning, Head International Relations Program, BertelsmannStiftung

The Lisbon Strategy Revisited

1. The originally ambitious and somewhat unrealistic, goals of the Lisbon Strategy were based on the short-
term upturn in the European economies at the beginning of this century. In the last few years the pace of
economic growth, particularly in the Eurozone, has slowed down sharply. Reforms in the aVected economies
have shown little lasting eVect. The economic weakness in the core of Europe has negative consequences for
the whole continent.
81 T6-0365/2005, A6-0227/2005.
82 COM(2004) 366 of 26.5.2004.
83 OJ L 283, 27.10.2001, p 33.
84 COM(2003) 739 of 10.12.2003.
85 COM(2003) 740 of 10.12.2003.
86 COM(2003) 742 of 10.12.2003.
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2. The eight main and 120 complementary goals of the Lisbon Strategy do not place a clear focus on economic
growth and the boost to employment connected with it. Arising from the competing economic, social and
ecological goals, there is also the danger that the complex agenda will not be able to create the strong, EU-
wide impulses which would be necessary to create a more competitive economic space.

Even after reworking the Lisbon Strategy, achieving the strategic goals cannot be guaranteed. Deficits in
implementation remain. Competition also arises from national reform programmes, which are sometimes
given preference by the member states and do not necessarily coincide precisely with the Lisbon goals.

3. All the same, there are member states which have been able to achieve the principal goals of the Lisbon
Strategy. Compared with the large member states, it is the smaller Northern European countries that have
been most successful. The Scandinavian states started out with structural advantages that lent themselves to
achieving the goals.

4. Thanks to the resolutions for reform made at the spring summit in 2005, which were admittedly rather
modest compared to those recommended by the Kok report, the competition in reform and systems between
the member states will be intensified: the Lisbon Strategy was once again underpinned by a basic consensus
amongst the 25 EU partners and thus gained a new lease of life as a reform process.

5. One positive result of the predictably poor half-term evaluation of the Lisbon Strategy was that the
Commission bound its political destiny to the two core aims of the Lisbon Strategy: growth and employment.
At least within the EU’s limited scope of action, the President of the European Commission, José Manuel
Barroso, has personally taken full political responsibility for successfully implementing the Lisbon Strategy.
Thus he will, at least politically, become fully accountable to the European Parliament.

6. Reinforcing the instruments and processes (eg in the Open Method of Coordination) boosts the chances,
which had steadily sunk since 2000, of achieving the aims of the Lisbon Strategy, though not necessarily in
2010 as ambitiously foreseen. The incorporation of the Lisbon goals at the inter-state level grows in
significance: if the goals can be made politically binding not just at the intergovernmental level, but also at the
national and sub-national levels, the Lisbon Strategy can most certainly be maintained even beyond 2010.

7. One negative point remains the failure of the Heads of State and Government to adopt an oYcial ranking
of the member states in terms of their achievement of goals. This is something which might have drawn the
public into the process. That kind of public pressure can create an extra political duty on top of the sanctions
tied into the coordination and harmonisation processes.

Political Results and Future Consequences

8. As a direct eVect of the results of the half-term evaluation of the Lisbon Strategy, the Commission devoted
extensive resources to the programme in the framework of the EU’s financial plans 2007–13. The financial
negotiations have been focused since June of this year, at the latest, upon equipping the core goals of the
Lisbon Strategy with the necessary resources from the EU budget. Nevertheless, due to political realities, a
thorough realisation of this plan can be ruled out for the period 2007–13.

9. The UK Presidency has tried to use the Lisbon dilemma as a focal point in the debate over the European
social and economic model. However, this has been interpreted by the European institutions and some of the
EU partners as an obstructive tactic in the wranglings over the EU’s finances.

10. With the half-term evaluation one of the central tasks of the EU has once again shifted to the core of
European policy making—namely how to generate (extra) economic growth.

11. The development of the Lisbon Strategy has proved the benefit of a new, innovative and alternative
method of integration: the Open Method of Coordination appears, despite initial disappointment, to possess
the potential to make a virtue of accepting diVerences among the member states in the enlarged EU in creating
a competitive advantage over other economic world regions and regional associations.

7 October 2005
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Annex A

Paper by BertelsmannStiftung

LABORATORY FOR INTEGRATION

OPPORTUNITIES AND RISKS OF THE “OPEN METHOD OF CO-ORDINATION”

CLAUS GIERING AND ALMUT METZ

Executive Summary

The policy areas in which the open method of co-ordination (OMC) is applied have multiplied rapidly,
and OMC could become the fundamental model of future integration. To bring the method out of the
twilight of EU integration, some guidelines should be set:

— Given the importance of OMC, and given that the Convention’s draft has already been opened
to amendments, the intergovernmental conference (IGC) should append a “Declaration on the
Open Method of Coordination” to the Constitution.

— This declaration should define the method’s key characteristics concerning the right to initiate
action, decision-making, planning, co-ordination, evaluation and control.

— In addition, the current and planned guideline processes should be listed systematically, and
their respective success evaluated.

The definition of such a framework would counter potential negative trends toward intransparency and a
lack of legitimacy and at the same time make use of OMC’s potential to increase eYciency and dynamism.

European integration is a process that requires innovation and dynamism. If a particular path of development
appears blocked or exhausted, the application of flexible instruments often provides new momentum. The
newest innovative twist is the development of the open method of co-ordination. This method arose in the
run-up to the Treaty of Amsterdam as a way to organise the member states’ varying ambitions concerning
employment policy. OMC enables the definition of common guidelines, without resorting to the classic
community method of legislation.

As so often in the history of the European Union (EU), once an instrument for integration has been
successfully initiated in one field, it finds its way into other policy areas. This is particularly true for the areas
addressed by the Lisbon process which will also play a key role in the meeting of the European Council on
25–26 March 2004.

Current and Potential Policy Fields for OMC

— Civil protection

— Education and culture

— E-Europe

— Employment policy

— Fight against poverty and social exclusion

— Health care

— Industrial policy

— Migration

— Pension schemes

— Research and development

— Tourism

— Security at the workplace

— Youth policy
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Accelerating Implementation

The EU has set itself an ambitious goal. By 2010, the EU intends to be the most competitive and dynamic
knowledge-based area in the world. To reach this goal, at the summit in Lisbon on 23–24 March 2000, the
EU Heads of State and Government selected a new instrument that was described in the European Council’s
conclusions as a “new open method of co-ordination at all levels, coupled with a stronger guiding and co-
ordinating role for the European Council.” The conclusions explained the OMC as a method “designed to help
Member States to progressively develop their own policies”, and that should take eVect within a framework of
guidelines. The main elements of the process are:

— first, fixing guidelines combined with specific timetables for achieving the goals which they set in the
short, medium and long terms;

— second, establishing quantitative and qualitative indicators and benchmarks;

— third, translating these guidelines into national and regional policies; and

— fourth, monitoring and evaluating the process, which aims towards mutual learning.

Following the specifications set up at Lisbon, OMC was first applied to the fight against poverty and social
exclusion, as well as the question of the future of pension schemes. Moreover, agreements were quickly
reached that called for applying the method, or at least studying how it could be applied, to policy areas that
included migration, public health policy, security at the workplace, youth policy, training, tourism and e-
Europe. Among the areas of supporting, co-ordinating and complementary action listed in the Convention’s
constitutional draft, industry, culture and civil protection are explicitly listed as possible areas for co-
ordination. With those additions, OMC could penetrate areas that are neither the exclusive competence of the
Union nor of the national governments, such as cultural policy, which in Germany is a matter for the Länder
governments.

Its rapid extension makes clear that OMC has the potential to become a formative pattern of European
integration.

Cyclical Guideline Process as a Main Feature of OMC

— Guidelines: Defining targets and setting schedules.

— Indicators: Agreeing on quantitative and qualitative indicators (scoreboard).

— Implementation: Creating and implementing national action plans.

— Benchmarking: Reporting by the member states; summarising, analysing best practices and
suggesting policy recommendations by the Commission.

— Political Pressure: Naming, blaming, shaming; peer review; monitoring.

— Guidelines: Renewed setting of goals, targets and schedules.

Not Anchored in the Treaties

The open method of co-ordination is not yet explicitly anchored in the Treaties. Given its increasing
importance, however, OMC played a significant role in the debates within the European Convention. There,
OMC was primarily discussed in working groups V (Complementary Competencies), VI (Economic
Governance), IX (Simplification) and XI (Social Europe). A majority of the members of the working groups
on social Europe and economic governance spoke in favor of explicitly including the open method of co-
ordination in the Constitution, provided that the method would be clearly defined.

In the end, the group in favour of integrating OMC into the Constitution did not achieve its goal, although
the Convention’s Praesidium had signaled several times that it would consider the possibility. Concrete
proposals for the text of a constitutional article were also submitted. The Praesidium reasoned that the
method’s flexibility should not be endangered by fixing it in a treaty’s text. Furthermore, OMC could be
subsumed under the clauses for co-ordinating economic, employment and social policy, which are found in
Article I-14 of the constitutional draft. Article I-16, which covers the areas of supporting, co-ordinating or
complementary action, also forms a legal point of reference for additional policy areas.

Another reason for foregoing an explicit article on OMC was that a formalised definition would have become
an additional bone of contention within the Convention. For open co-ordination touches not only the
question of how to involve EU institutions, and thus the problem of legitimacy, but also the regions’ worry
that OMC could undermine their legislative prerogatives.
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Assault on the Community Method?

Whether or not it is anchored in the Constitution in an explicit article, OMC does already play an important
role in EU policy making and will be applied in a growing number of policy areas. For this reason, it is
necessary to weigh the method’s opportunities and risks.

From a critical point of view, the process of open co-ordination could, under certain circumstances, work
against the eYciency, transparency and legitimacy of European policies.

— The administrative structures on various levels will be involved with planning, implementing and
evaluating a complex system of simultaneous guideline processes. OMC could thus lead to
intransparency, by blurring responsibilities and abetting centralisation.

— An agreement on a set of qualitative and quantitative goals might merely be non-binding, if there
are no mechanisms to sanction those who do not meet these goals. Furthermore, orientation toward
“best practices” is not necessarily innovative. It may simply consolidate existing knowledge, in
particular, if distinctive national characteristics are not suYciently taken into account.

— There is also the basic question of whether the governments of the member states are authorised to
begin a process of open co-ordination in certain policy areas. This would clearly reach a limit if the
national governments ignored the prerogatives of sub-national units.

— The question of legitimacy is particularly relevant because the participation of the European
Parliament is limited, and national parliaments have hardly any means of overseeing all OMC
processes. The role of national parliaments will tend to be reduced to implementation, and their
opportunities for setting policy will be closed oV in favour of the governments.

— Finally, OMC as a form of substitute legislation could also undermine the community method, if it
replaces existing modes of policy-making and legislation.

Thus, there are a number of risks associated with the open method of co-ordination. However, under certain
conditions, OMC could also develop in a diVerent direction, one that respects the principle of subsidiarity and
the sovereignty of the member states while simultaneously improving the EU’s ability to solve problems.

— The OMC can encourage subsidiarity, because the process is intended to include all levels of
government, thus working against centralisation. In this respect, OMC is a “milder” approach than
the community method. In principle, it would be possible to transfer competencies that had gone to
the community method to the OMC.

— Furthermore, the OMC is compatible with sovereignty, because it leaves the member states suYcient
room for manoeuvre. It can thus be applied in delicate policy areas in which national sensitivities do
not (yet) allow communitarisation. OMC can contribute to solving current socio-political problems
without necessarily having to pass community law.

— Due to its construction, OMC enables relatively rapid agreement on quantitative and qualitative
goals. As there are no immediate sanctions, member states may be more likely to participate in this
form of benchmarking. Where the countries succeed in living up to the goals, the results can also be
presented positively to the electorate.

— Simultaneously, governments will also be put under pressure, because OMC creates comparability
among the member states, and public interest will be aroused by the mechanism of “naming, blaming
and shaming.”

— Finally, open co-ordination can oVer an alternative to initiatives that have been unsuccessful within
the community framework. In the end, not every member state would even have to participate.

There are thus as many good reasons to apply OMC as there are potential pitfalls. The use and extension of
these guideline processes should only be applied on a case-by-case basis on the grounds of an analysis of the
potential costs and benefits.

Creating Framework Conditions

To prevent the negative tendencies inherent in OMC, certain principles and conditions should accompany the
decision to begin a process of open co-ordination. These principles and conditions should aim at solving
problems eYciently, reinforce democratic legitimacy, and increase transparency.

In order not to endanger the instrument’s flexibility, the process should not be overly formalised. Instead,
various forms of open co-ordination should be available, each adapted to the appropriate policy area.
Nevertheless, given the risks described above, it is necessary to create a common framework for the process.
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1. A formal decision of the European Council should continue to be the starting point for launching an OMC
initiative. This decision should define, in co-operation with the Commission, the guideline process, including
schedule, qualitative and quantitative goals, and the modes of participation of various governmental levels.

2. The European Council should charge the European Commission with co-ordinating and evaluating the
guideline process. This will give the Commission a comprehensive role in planning, co-ordinating and
overseeing the process, because it enjoys the necessary independence.

3. The European Parliament and the national parliaments should receive regular progress reports. These
bodies should, in addition, be able to pose questions to the Commission at any time. In this context, the early
warning system described in the constitutional draft’s “Protocol on the application of the principles of
subsidiarity and proportionality” should be extended to the open method of co-ordination.

4. In order that the EP, national parliaments and the public at large can exercise some form of control, the
Commission should systematically summarise the current and planned guideline processes and evaluate their
success. This will make the strengths and weaknesses of existing OMC initiatives visible, and highlight the key
points that future OMC applications should take into account. The next summit of the European Council
should take a respective decision.

Conclusion

The OMC oVers opportunities in those areas that urgently require a common approach, but where the member
states have either been unwilling to give up sovereignty, or where the existing community practices have not
led to success. In addition, the OMC could be applied as a new form of diVerentiated integration or as an
alternative to the instrument of enhanced co-operation, if only a limited number of member states are willing
to participate.

OMC is not one of the hot topics in the Intergovernmental Conference. Given its growing importance and its
potential, the constitutional provisions concerning co-ordination should be revisited. In view of the tight
schedule and the expected concentration on institutional questions, an explicit anchoring of OMC in the
Constitution does not seem realistic at this stage.

Nevertheless, the current Intergovernmental Conference should make an eVort to bring OMC out of its
existence in the “twilight” of integration. Therefore, a declaration mentioning at least the conditions for
starting and developing OMC should be attached to the Constitution. The specific arrangements could then
be regulated in an interinstitutional agreement. At the same time, the early warning system for national
parliaments that is included in the constitutional draft should be extended to cover the applications of open
co-ordination.

If the member states fail to set up appropriate conditions for OMC, integration through co-ordination could
increasingly take place without parliamentary or public control. In that case, the EU would have done itself
a disservice, because one of the most important demands for the constitutional process was to improve
transparency and legitimacy of EU decisions.

Memorandum by the Joint Nature Conservation Committee (JNCC)

Introduction

This submission has been developed jointly by the Joint Nature Conservation Committee (JNCC), English
Nature, the Countryside Council for Wales (CCW) and Scottish Natural Heritage (SNH).

The JNCC is the forum through which the three country nature conservation agencies deliver their statutory
responsibilities for Great Britain as a whole and internationally. English Nature is the statutory body
responsible for advising the government and others on nature conservation in England. CCW is the statutory
adviser to the Welsh Assembly Government on sustaining natural beauty and wildlife throughout Wales and
its inshore waters. SNH is the statutory advisor to the Scottish government on nature and landscape
conservation
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Key Messages

1. The Lisbon Strategy is an essential component of the overarching EU objective of sustainable development.
It is an important driver for economic, social and environmental policy. However, the full range of the EU’s
sustainable development commitments must be better reflected in the overall objectives and implementation
of the Lisbon Strategy. The EU Sustainable Development Strategy does, after all, focus on those areas that
“pose a severe or irreversible threat to the future well-being of society”.

2. A healthy environment underpins economic growth and social well-being. It is not a constraint on these,
only on unsustainable “business as usual”. The benefits of sustainable environmental management need to be
better communicated in the Lisbon Strategy.

3. Unless the Lisbon targets are placed within the broader sustainable development context the EU
environmental targets relating to climate change, biodiversity and natural resource management will not be
met.

4. The EU has an important role to play in delivering the Lisbon goals. It can provide added value through:

— enabling benchmarking and exchange of best practice in Member States;

— providing a level playing field for the development of market-based instruments such as
environmental taxes and tax relief for environment-friendly technologies;

— removing environmentally-harmful subsidies to encourage better environmental practices;

— ensuring that the reform of the State Aid rules takes into account the EU Sustainable Development
Strategy; and

— supervising the implementation, monitoring and reporting of the Lisbon Strategy.

5. Member States also have an important role to play. The “Integrated Guidelines” are an important
mechanism for reporting, monitoring and implementation of economic and social policy. An equivalent
process is required to integrate environment policy into the EU strategic policy processes.

6. Integrated Guideline 11 aims to improve Member State delivery of the Lisbon environment targets. It
should play a more prominent role within the Lisbon Strategy, and Member States must be encouraged to
support the sustainable use of resources and strengthen the synergies between environmental protection and
economic growth.

7. The EU should act as a responsible global citizen and should not exacerbate the natural resources,
environmental quality and biodiversity issues faced by other countries, particular in the developing world. The
global nature of these issues must be taken into account and reflected in the Lisbon Strategy initiatives.

The Relevance of the lisbon Objectives:

Do the Lisbon objectives reflect the goals which Europe should aspire to achieve?

1. In March 2005, the Spring European Council recommended that the Lisbon objectives be defined and
delivered within a sustainable development context. At the subsequent Council meeting in June 2005 the
Heads of States reaYrmed that sustainable development is a key principle governing all the EU’s policies and
activities and adopted a declaration of guiding principles for sustainable development. This states that
sustainable development “is about safeguarding the earth’s capacity to support life in all its diversity. It seeks
to promote a dynamic economy with full employment and a high level of education, health protection, social
and territorial cohesion and environmental protection in a peaceful and secure world, respecting cultural
diversity”.

2. The Lisbon objectives in part reflect this vision, as economic growth and more and better jobs are
fundamental to achieving the objectives of sustainable development. This was acknowledged in the 2005
Lisbon mid-term review, which stated that Lisbon is an essential component of the overarching objective of
sustainable development. However, the mid-term review also stated that a dynamic economy is needed to fuel
social and environmental ambitions, and suggested that the growth and jobs challenges faced by the EU are
more urgent than the environmental challenges and consequently warrant a higher political priority. JNCC
and the agencies believe this emphasis is misplaced. In fact, a healthy environment underpins economic growth
and social well-being. The EU faces a large number of urgent environmental challenges, which if left
unchecked, will have profound consequences for EU citizens and will compromise the achievement of these
economic and social goals.
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3. We are concerned that the adoption and implementation of the Lisbon Strategy has resulted in an
unbalanced approach to sustainable development by prioritising jobs and growth at the expense of the
environment. This has been demonstrated recently by the attempts of senior Commission oYcials to postpone
the release of the 6th Environmental Action Programme thematic strategies, and to delay the review of the
EU Sustainable Development Strategy. In particular, we are concerned that the drive for “better regulation”
could be at the expense of, and in some cases, counter-productive to, environmental or broader sustainable
development objectives.

4. While acknowledging the importance of improved economic growth and more and better jobs, we believe
that the EU’s sustainable development commitments must be better reflected in the overall objectives and
implementation of Lisbon. In particular, the principles of demand management, the sustainable use of natural
resources, environmental protection, and management to halt biodiversity loss must be given a higher profile
in the political process. One way of doing this would be to focus on sectors, such as agriculture and sea
fisheries, which are not very significant in terms of the overall macro-economy and Lisbon goals, yet which
have a profound eVect on our environmental goals.

The 2010 Target Date:

Does the 2010 date have any significance?

5. The 2010 date is not significant in any political sense. However, it helps to convey a sense of urgency which
is useful for prioritisation ahead of other EU objectives. Other EU policy targets also have the same timeframe,
for example the Gothenburg 2010 target to halt the loss of biodiversity, which is an important commitment
under the Convention on Biological Diversity. This target should not be compromised by the drive to achieve
the Lisbon goals.

6. The JNCC and the agencies believe that the Lisbon 2010 target should be regarded as a milestone within the
broader context of the EU Sustainable Development Strategy, with a clear perspective for the time after 2010.

Are the objectives likely to be achieved by 2010?

7. Although the European Council has repeatedly committed itself to the 2010 goal, evidence suggests that
Member States are far from achieving the Lisbon objectives by 2010. This is especially true for sustainable
development and environmental objectives.

The Lisbon Action Plan87 reinforces the following priorities:

— the Kyoto targets (to reduce greenhouse gas emissions by 8 per cent between 2008 and 2012
compared to 1990 levels);88

— to produce 12 per cent of primary energy sources from renewable energy;

— to produce 21 per cent of electricity from renewable energy sources and 5.75 per cent of transport
fuels from biofuels; and

— to increase energy saving by 1 per cent per year and 1.5 per cent per year in the public sector.

8. Although not mentioned in the Lisbon Action Plan, the 2005 Spring Council “reaYrmed the importance
of halting the loss of biological diversity by 2010 by incorporating this requirement into other policies”. This
is picked up in the “Integrated Guidelines”88 which recommend that Member States “pursue the objective of
halting the loss of biological diversity between now and 2010, in particular by incorporating this requirement
into other policies, given the importance of biodiversity for certain economic sectors” in their eVorts to meet
Guideline No 11.89

9. None of the targets mentioned above are likely to be achieved either at the EU or Member State level:90

— 2002 data show that the EU-15 has achieved only a 2.9 per cent reduction in greenhouse gas
emissions from 1990 levels. The latest projections for 2010 show that neither existing nor planned
domestic policies and measures by Member States to reduce emissions will be suYcient for the
EU-15 to reach its Kyoto target. Existing domestic policies will only reduce total EU-15 greenhouse

87 SEC (2005) 192 Lisbon Action Plan.
88 The UK’s Kyoto target is to reduce greenhouse emissions by 12.5 per cent below 1990 levels over the period 2008–-12 and to reduce

carbon dioxide emissions by 20 per cent by 2010.
89 The Broad Guidelines for the Economic Policies of the Member States and the Community (2005-2008) and The Employment

Guidelines (2005-2008), 9912/05 Annex II.
90 Guideline No 11: To encourage the sustainable use of resources and strengthen the synergies between environmental protection and

growth.
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gas emissions by 1.0 per cent from 1990 levels.92 Emissions in the UK increased by about 1.5 per cent
between 2003 and 2004, mainly owing to increases in industrial and transport sector emissions;

— in 2003, renewable sources represented only 2.7 per cent of all electricity generated in the UK;
domestic UK energy consumption increased by 18 per cent between 1990 and 2003; and

— in 2002, 28.9 per cent of the 391 species which have been identified as being most threatened in the
UK, were still declining or had already been lost, 6.4 per cent were found to be increasing, 29.6 per
cent were stable, fluctuating or showed no clear pattern, and for the remaining 35.1 per cent the
trends were either unknown or no data was available. 37.8 per cent of priority habitats in the UK
were declining, 13.3 per cent were found to be improving, 17.7 per cent were stable, fluctuating or
showed no clear pattern, and for the remaining 31.2 per cent the trends were either unknown or no
data was available.93

10. JNCC and the agencies regret that so little progress towards environment targets has been made, despite
the fact that many of the same targets are also enshrined in the 2001 EU Sustainable Development Strategy.
We believe that it is important for the EU and its Member States to achieve these targets if the EU is to achieve
the Lisbon goal of becoming “the most competitive and dynamic knowledge-based economy in the world,
capable of sustainable economic growth with more and better jobs and greater social cohesion”.

What can be done to achieve the Lisbon objectives?

11. Sustainable development and environmental policy are fundamental to achieving the Lisbon objectives.
It is therefore essential that more eVort is made both at the EU and the UK level to reduce long-term
environmental pressures, protect biodiversity and enhance environmental quality. Both government and the
private sector have important roles to play here. To facilitate this, the Lisbon Strategy needs to be placed more
firmly within a sustainable development framework with stronger political support at the highest levels.

12. JNCC and the agencies believe that the ultimate success of Lisbon over the medium to long term will
depend on a strong EU approach to sustainable development. Implementation at the Member State level is
also critical and the 2005 “Integrated Guidelines” aim to improve this. Specifically in terms of improving
Member State performance in respect of environment and sustainability, Guideline No 11 (see also paragraph
8) encourages Member States to give priority to:

— energy eYciency and co-generation, the development of sustainable energies and the spread of
environmentally friendly and eco-eYcient technologies;

— promoting the development of means of internalisation of external environmental cost and
decoupling of economic growth from environmental degradation;

— pursuit of the objective of halting the loss of biological diversity by 2010; and
— fighting against climate change.

13. Guideline No 11 will, if properly implemented by Member States, play a key role in achieving the Lisbon
objectives. The development of sustainable energies and environmentally-friendly technologies is one way of
contributing directly to economic growth and the creation of jobs, while at the same time contributing to the
improvement of environmental quality and therefore social well-being. Environmentally-friendly technology
contributes significantly to the UK economy:

— research by Cambridge Econometrics and AEA Technology94 shows that waste minimisation could
achieve annual savings of £2.0–2.9 billion for UK businesses (ca 5–7 per cent of profits). In addition,
cost-eVective measures to promote energy eYciency could save £1.8 billion annually. Innovation and
entrepreneurship in resource productivity are vital to enhancing overall UK productivity and to help
progress to a more sustainable growth path;

— waste minimisation is also a source of employment. The Welsh Assembly Government’s Waste
Strategy estimates that 10,000 jobs could be created in Wales by 2010 through a sustainable
approach to waste;95

— sustainable land management creates jobs. Research by AgraCEAS96 shows that the first three years
of Tir Gofal, the Welsh Assembly Government’s agri-environment scheme, created 385 jobs for
contractors and their suppliers.

92 EEA Report, Greenhouse gas emissions and projections in Europe 2004, No 5/2004.
93 UK Biodiversity Action Plan—tracking progress. Results of 2002 reporting available at http://www.ukbap.org.uk/2002OnlineReport/

mainframe.htm.
94 Cambridge Econometrics and AEA Technology, The Benefits of Greener Business, Report for the Environment Agency, 2003.
95 Assumes 3 per cent growth in waste arising. Based on separate collection of recyclables and compostables with sorting of recyclables

on vehicle plus bulking up and baling plus residual collection; maximum reprocessing jobs; composting; maximum energy from waste.
96 AgraCEAS, Socio Economic Evaluation of Tir Gofal, Report for Countryside Council for Wales and National Assembly for Wales,

2005.
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14. The UK Government has identified sustainable consumption and production (SCP) as a priority policy
area for addressing the global impacts of UK economic activity.97 SCP requires the decoupling of economic
growth and environmental degradation and will also boost competitiveness through promoting innovation in
technology and business practice. We support this work as we believe SCP will be an important mechanism
for delivering the Lisbon (and sustainable development) objectives.

National or European Level Policy:

Should the Lisbon goals be a matter only for individual national governments?

15. JNCC and the agencies believe that intervention at the EU level can provide added value to Member
States by enabling benchmarking and exchange of best practice, and by providing direction in the form of
carefully considered strategic frameworks. This is particularly important where the problems impacting on the
achievement of the goals are cross-boundary as is the case for many environmental issues.

16. The EU should encourage a level playing field for the development of market-based instruments to
encourage better environmental practices. EU-led action in, for example, energy and transport taxes will
encourage Member States to develop inventories of environmental costs and damaging subsidies and will
harmonise environmental standards across Europe.

What role should the Commission have in encouraging the goals of jobs and growth?

17. JNCC and the agencies believe that the European Commission should continue to supervise the
implementation, monitoring and reporting of the Lisbon Strategy. In particular, the Commission should
promote and encourage the development of green technologies, sustainable infrastructure and transport,
initiatives to mitigate and adapt to climate change, biodiversity protection and sustainable international trade
and development.

18. Furthermore the Commission should continue to improve and implement its Impact Assessment process98

to ensure that all major policy and legislative proposals are assessed for their potential negative and positive
impacts to jobs, growth and the environment and sustainable development.

European Union Mechanisms:

Are the Broad Economic Policy Guidelines (BEPG) and the Employment Guidelines (EG), which have now been
renamed the Integrated Guidelines for Growth and Jobs, appropriate and effective?

19. The BEPG and EG appear to have been successful in helping to set a strategic direction for economic and
social policy, and in receiving political support at the highest levels. This is partly because of the important
role the guidelines play at the European Spring Council meetings. We note that there is no equivalent to the
BEPG and EG for environment policy. This means that there is no equivalent process whereby the Member
States are required to coordinate environmental policies, set strategic direction or develop national action
plans.

20. It also means there is no coordinated Member State annual environmental monitoring and reporting
process into the Spring Council. Instead, environmental reporting is dependent on the Commission’s
environment policy report which does not require coordinated Member State input. We believe that an
equivalent mechanism with the same level of political buy in and support is needed for environmental policy.
This would ensure that consideration is given to economic, social and environmental matters during strategic
EU decision making.

21. The new “Integrated Guidelines” have attempted to try to redress this balance in part. Guideline No 11
(referred to in paragraphs 8 and 12) provides some direction for Member State activity in the environmental
field and this should be captured in national reporting processes. However, in order to achieve sustainable
development, which includes sustainable economic growth and jobs, the “Integrated Guidelines” should refer
to the need for Member States to address objectives set out in the EU Sustainable Development Strategy, the
EU Biodiversity Strategy and the 6th Environmental Action Programme. This is essential if EU policy is to
be developed in a consistent manner. It is particularly important in relation to the development of climate
change policy, and those policies (eg transport and energy) that will aVect climate change.
97 UK Government, Securing the future—delivering UK sustainable development strategy, 2005. Available at: http://www.sustainable-

development.gov.uk/publications/uk-strategy/uk-strategy-2005.htm.
98 SEC (2004) 1377 and SEC (2005) 791.
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Are there other possible mechanisms which could drive forward Member State initiatives for achieving the goals of
growth and jobs?

22. The EU Sustainable Development Strategy focuses on areas which pose “severe or irreversible threats to
the future well-being of European society” including climate change, human health, transport and
unsustainable natural resource use.

23. JNCC and the agencies believe that a comprehensive and well-balanced EU Sustainable Development
Strategy, if complemented by Member State strategies for sustainable development, should be an adequate
tool to drive forward Member State initiatives for achieving the Lisbon goals. Since the European Council has
placed the Lisbon Strategy in the context of sustainable development, the EU Sustainable Development
Strategy should be pivotal in ensuring that the Lisbon goals are met in a way that ensures achievement of the
EU’s broader sustainable development objectives. This approach would help to reinforce the position that
action on jobs and growth is needed to meet sustainable development goals, but that these priorities do not
exist in isolation from other policy goals.

How can Member States’ best practice in achieving growth and jobs be identified?

24. The Open Method of Coordination (OMC) has proved to be a valuable tool for promoting deliberative
problem-solving and cross-national learning across the EU for the growth and jobs part of the Lisbon
Strategy. It is especially successful in identifying and advancing the common concerns and interests of Member
States while simultaneously respecting their autonomy and diversity. Recognising that OMC provides
additional institutional supports and inputs into Lisbon that the environment does not yet have, we support
the exploration of the appropriateness of OMC as a method for environmental policies.

How can reform of EU state aid rules encourage progress towards the Lisbon objectives?

25. According to the Lisbon Action Plan, Member States are to “redirect public resources to socially more
valuable activities [and to] reduce state aid that distorts competitions and thereby impedes necessary structural
change”.

26. JNCC and the agencies believe that state aid rules are important for enabling the achievement of the
environmental and overall sustainable development targets of the Lisbon Strategy. Environment and
sustainable development policy are areas of common EU concern. Market failures are important reasons for
the failure of the EU to meet its environmental (in particular biodiversity) and sustainable development
objectives, and state aid is an important mechanism for helping to deal with these failures. The reform of the
EU state aid rules provides an opportunity to ensure that state aid is provided within a sustainable
development context. In June 2005 the EU Heads of States adopted a series of principles for sustainable
development, and these should be used to guide the state aid rule reform process across all sectors.99 In
particular, we believe that the “EU compatibility test” for state aid and the “economic approach to state aid
analysis” should take into account these principles. We believe that if these are ignored, state aid may be
applied in ways that while supportive of some of the Lisbon objectives, may be counter-productive to the
broader goals of sustainable development.

Member States’ Commitment:

What can be done to encourage Member States to pursue the Lisbon objectives?

27. JNCC and the agencies believe that strengthening environmental protection and enhancing biodiversity
will contribute to the Lisbon objectives of creating more jobs and increasing economic growth over the
medium to long term. For example, research to date has found that:

— the environmental goods and services sector in the UK employs 391,000 people in 16,000 companies
with an annual turnover of £24.4 billion, putting this sector on a par with other sectors such as the
aerospace and defence industries;100

— the use of wild, living resources for consumptive and non-consumptive purposes generated
£4.87 billion and supported 58,000 jobs in the UK in 2002. This figure is equivalent to 0.5 per cent
of the UK GDP;101

99 Presidency Conclusions, Brussels European Council, 16 and 17 June 2005, 10255/05.
100Mansfield, T and Thomas D, Mapping the UK Environmental Goods and Services Sector, DTI/DEFRA, February 2005.
101IUCN and ESUSG, Wealth from the wild, A review of the use of wild living resources in the United Kingdom, 2002.
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— in Wales,102 work resulting from activities related to the environment created 169,000 jobs (equalling
one in six jobs in Wales). The management and use of the environment, and the knock-on economic
eVects of this, generated output of goods and services worth £8.8 billion per year; GDP measured
the ‘value added’ component of this total—this is £2.4 billion each year, around 9 per cent of Welsh
GDP; this work contributed around £1.8 billion in wages;

— the social and economic benefits of woodland in Britain (excluding marketable timber outputs) were
valued in 2003 at £29.2 billion, largely attributable to biodiversity and recreation, but also to carbon
sequestration by woodlands;103

— the global value of nature’s service has been estimated at about $38 trillion per year, roughly the
amount of the global economy itself,104 and more than half of this total value is lost when nature is
converted for unsustainable human use.105

28. The economic and social benefits of sustainable environmental management need to be better
communicated at both the EU and the Member State level. We believe that highlighting the economic benefits
of biodiversity to Member States will encourage them to invest more for sustainable development purposes,
which will ultimately create more jobs and economic growth and thus help them to achieve the Lisbon
objectives.

29. We further believe that the use of market-based instruments so that prices better reflect environmental
damage and costs, as recommended by Guideline No 11 of the “Integrated Guidelines”, should play a key role
in encouraging Member States to achieve the Lisbon goals. Encouraging the development and use of
environment-friendly technologies through tax incentives and the removal of environmentally harmful
subsidies will improve innovative performance, enhance the contribution to sustainable development and
create more jobs and economic growth. We believe significant further progress is needed on this agenda to
achieve the sustainable use of resources. We remain concerned about environmentally-harmfully subsidies in
the agriculture, fisheries, transport and housing sectors.

7 October 2005

Memorandum submitted by the Local Government Association (LGA) and the Local Government
International Bureau (LGIB)

Background

1. The Local Government Association (LGA) represents the interests of local authorities in England and
Wales. The Local Government International Bureau (LGIB) acts as its European and international arm.

2. The LGA/LGIB is responding to this call for evidence because local authorities are pivotal to the success
of the Lisbon Partnership for Growth and Jobs, which puts stakeholder involvement central to the
achievement of the strategy’s objectives. Indeed, part of local authorities’ remit on a local level mirrors what
Lisbon is trying to achieve on an EU level: that is, to promote local enterprise, jobs and prosperity.

3. The LGA/LGIB has chosen to respond to those parts of your inquiry which are most relevant to local
government.

The 2010 Target Date: What can be Done to Achieve the Lisbon Objectives?

4. The Lisbon strategy was relaunched in 2005 because not enough progress had been made, due to a lack of
ownership at EU and Member State level, and an overloaded agenda. The Commission launched the Lisbon
Partnership for Growth and Jobs, which stressed that the goals could only be achieved if the EU institutions,
Member States and stakeholders became engaged in the process. It suggested ways in which the Partnership
could be developed within Member States. The Lisbon Partnership encourages all EU citizens to be informed
of the strategy, and for this reason was concentrating communication eVorts at national, regional and local
levels. 2010 now has less relevance for Lisbon since the EU is now working on three year rolling programmes.

5. The LGA/LGIB welcomed the new Partnership mechanism, since it is only through actively encouraging
EU institutions, Member State governments and key stakeholders to work together that the Lisbon objectives
will be achieved. This will help alleviate the problem of poor delivery and lack of ownership.
102CCW Bangor, Valuing Our Environment: the Economic Impact of the Environment of Wales; 2002.
103University of Newcastle, Environment Appraisal and Management, The social and environmental benefits of forests in Great Britain,

Report to the Forestry Commission (Edinburgh), July 2003.
104Constanza, R et al, The value of the World’s Ecosystem Services and Natural Capital, Nature, May 1997, 253–260, 387.
105Balmford, A et al, Economic Reasons for conserving wild nature, Science Vol. 9, August 2002, p 950–953.
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Should the Lisbon Agenda Goals be a Matter Only for Individual National Governments?

6. No, Lisbon is not just a matter for national governments—local government is crucial to delivering
“Lisbon” and raising awareness about it. It is widely recognised that the strategy cannot be achieved by the
EU institutions and Member State governments alone. Local government is a key stakeholder and has
outlined how it delivers Lisbon at UK local level through our submission to the UK Lisbon National Reform
Programme. (attached)

7. Although the focus is on growth and jobs, “Lisbon” covers many cross cutting issues which are central to
local government’s powers of community wellbeing, such as economic development; sustainable development;
lifelong learning; active ageing; and social inclusion. The Local Government Act 2000 gives local councils the
power to promote the economic, social and environmental well-being of their communities and a duty to
develop community strategies in consultation with local partners. For instance, Kent County Council is
currently revising its Community Plan “Vision for Kent” and it’s Economic Strategy “Kent Prospects”. Both
are informed by the Lisbon strategy and are benefiting from a wide partnership consultation. Councils have
a good record on local regeneration partnerships.

8. The Lisbon strategy urges Member State governments to ensure inclusive labour markets. Local authorities
are often the largest local employer and are providers and enablers of services so have an important role to
play in developing workforce policy. With their knowledge of local circumstances, local authorities can
interpret and implement measures framed at EU and national level to meet the needs of local communities.
Central and local government have agreed to work together on growth and jobs through the economic vitality
shared priority.

9. In the annexed LGA/LGIB submission to the 2005–08 UK Lisbon National Reform Programme (LNRP),
we have highlighted how local government is helping to achieve the “Lisbon” objectives, in terms of policy
development and practical examples. For instance:

— Lisbon encourages the spread and eVective use of Information Communication Technologies in
public services. This cannot be implemented without local authorities, which manage and deliver
public services. 97 per cent of UK local authorities are on target to achieve the National Strategy for
local e-government by the end of 2005;

— Local authorities play a key role as coordinators of economic clusters, enterprise facilities and
science parks which help increase and improve investment in R&D;

— 65 per cent of local authorities have policies and plans in place to tackle the causes of climate change
in their area;

— Local authorities are using the Local Authority Business Growth Initiative (LABGI) to maximise
local business creation;

— The LGA has developed a local employment toolkit with the UK Government and its agencies, to
help the hardest to reach, into work; and

— Local authorities work with other sectors including the voluntary and community sector on projects
aimed at tackling poverty and social exclusion; 75 per cent identified social inclusion as a
corporate priority.

10. In light of low electoral turn out in national and local elections in the UK, there is a need to re-connect
the citizen with governance processes. Lisbon provides an overarching focus for the whole of the EU and helps
reduce the perceived distance between EU policy and the local level. As the form of governance closest to the
citizen, local government is vital to communicating the Lisbon strategy’s objectives.

11. For our part, the LGA/LGIB is raising awareness about the Lisbon strategy locally in the UK. Since
Lisbon covers so many diVerent policy areas, the LGA/LGIB felt it was important to coordinate the views of
all local authorities in England and Wales, so we established an LGA/LGIB liaison group on Lisbon, to pool
expertise on each significant policy area relating to Lisbon. The group is made up of elected members who are
steering the LGA’s policy on lifelong learning, regeneration, community wellbeing, urban and rural policy,
and European aVairs. We also have a Welsh representative.

12. The LGA/LGIB fulfils an information provider role to local authorities. Through the LGIB’s European
Information Service, we have been able to communicate to local authorities the values of the EU’s Lisbon
strategy.

http://www.lgib.gov.uk/eis/issues/261/articles/articles2.html

http://www.lgib.gov.uk/eis/issues/253/articles/articles2.html
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Do the Lisbon Objectives Reflect the Goals Which Europe Should Aspire to Achieve?

13. “Lisbon” should mean more than growth and jobs: When the strategy was established in 2000, Lisbon
represented the strongest commitment by the EU to link economic development to social progress. The three
pillars (social, economic and environmental) were equally balanced. Social inclusion was rising up the EU
agenda, particularly in light of the EU’s goal of eradicating poverty and social exclusion from 2001. Until
Lisbon’s refocus on growth and jobs, there had been no real coordinated approach to pull all the diverse
strands of the strategy together.

14. While the LGA/LGIB recognises that “Lisbon” needed a clearer focus to achieve outcomes, we advocate
more synergy between the refocused Lisbon strategy and the reviews of the EU Sustainable Development
Strategy and the Social Policy Agenda.

15. There has been a lot of debate as to whether the focus of growth and jobs is the right one. What needs to
be kept in perspective is that whatever the short and long term goals are, crucial work is being carried out in
all of these areas at local, regional, national and EU levels. In local government, the economic, environmental
and social implications of policies are at the heart of local authorities’ decision making processes and service
delivery. Local government is uniquely placed to find the right balance. For instance, Leicester City Council
is involved in initiatives to help businesses reduce their environmental impacts and develop a sense of social
responsibility. Within Bristol City Council’s procurement procedures, there is guidance, and in most instances,
a requirement, for contracting companies to include equalities and sustainability issues within their contracts.

16. The EU social inclusion roundtable, (October 2005, Glasgow), shows precisely how local and central
government are working to alleviate social exclusion. Local government has also contributed to the two
National Action Plans on Social Inclusion (NAPIncls). A 2001 LGA survey revealed that 63 per cent of local
authorities had developed a social inclusion strategy. Kent County Council has developed a Supporting
Independence Programme (SIP) which evolved from Kent’s first Public Service Agreements. It aims to
support, coordinate and refocus the Council’s work and that of their partners in the public, private and
community sectors to help people achieve greater independence, lift themselves out of dependency, reach their
full potential and enjoy a higher quality of life, whilst also focusing on reducing the welfare spend across Kent.

17. Local authorities deliver local sustainable development strategies and more detailed strategies on issues
such as climate change, often in partnership with the business and community sector. An LGA survey revealed
that by 2004, 65 per cent of local authorities had policies and plans in place to tackle the causes of climate
change in their area. Local and central government are working together under the shared priority to
transform the local environment.

EU Mechanisms

General comment on mechanisms

18. The LGA/LGIB has been engaged with UK Lisbon-related initiatives since 2000, through the social
inclusion and employment National Action Plans, which are part of the Open Method of Coordination
process. The employment NAP (now subsumed into the wider LNRP) has showcased how local actions
funded through EU structural funds, make a diVerence to the local labour market. This impacts on the
regional and national situation, and helps the UK government meet its EU employment objectives.

19. EU structural funds are a key resource for UK local authorities to create jobs, ensure economic growth,
and make progress towards the Lisbon agenda at the local and regional level. Due to the importance of these
funds to UK local government, the LGA/LGIB is actively engaged in the debate which will determine how
the funds are distributed during the next programming period for 2007–13.

20. The Commission’s drive for a Partnership for Growth and Jobs on the one hand indicates more
stakeholder involvement, and on the other, that reporting should be streamlined. Hence under the new Lisbon
process, all NRPs will be concise, political documents, which aim to make the concept of Lisbon more
digestible. We regret that the slimming down of the national reports is at the cost of detail, and consequently
there is a risk that the role of stakeholders might not be fully acknowledged or documented in the Lisbon
programme.

21. The LGA/LGIB calls for strengthened dialogue between central and local government to ensure
stakeholders are fully involved in the Lisbon Partnership mechanism. A possible model is the EU social
inclusion process. The Department for Work and Pensions has developed strong links with stakeholders to
keep them informed of key developments.



3212537042 Page Type [O] 09-03-06 13:14:13 Pag Table: LOENEW PPSysB Unit: PG10

269a european strategy for jobs and growth: evidence

22. Identifying good practice: Local government brings the concept of Lisbon to life and illustrates the
connection between the local and European levels. The attached submission highlights the practical activity
taking place at UK local level to achieve the Lisbon objectives. The exchange of best practice gives Member
States an opportunity to see what does and doesn’t work. The EU’s Joint Reports, which summarise and
evaluate individual Member State documents such as the NAPs, provide a mechanism for making
comparisons across member states and learning from other countries.

23. Other possible mechanisms: In areas such as social exclusion and anti discrimination, partnership working
in the European context is facilitated through trans-national projects funded through the EU Community
Action Programmes. Indeed through this process, a number of UK local authorities have worked with
partners across the EU to find common solutions to social exclusion. This activity promotes a greater
understanding of situations and cultural diversity within Member States. The possibility of transnational
project-based working on Lisbon-related issues could be explored as it would provide more opportunities for
EU partnership working.

Members States’ commitments

24. The EU’s local and regional government advisory body, the Committee of the Regions, is analysing the
findings of a survey on the involvement of local and regional government in the formulation of the Lisbon
National Reform Programmes which are currently being prepared by each Member State. The LGA/LGIB
could forward these findings on to the sub committee, which might also inform your own inquiry.

Closing Remarks

25. Lisbon cannot be achieved without stakeholder involvement. Local government’s strength is that it works
in partnership at all levels. At a local level, they mobilise the community and voluntary sector, and engage with
the local business community. At a regional level, they work with other local authorities towards sub national
strategies such as the regional economic strategies, and the Regional European Action Plans, which share
many of the priorities set within the framework of the Lisbon strategy. Local government is committed to
continuing its role to help the UK government achieve the “Lisbon” objectives. For a true partnership for
growth and jobs to be realised, the EU institutions and the UK government need to integrate stakeholders
into the Lisbon process.

6 October 2005

LGA/LGIB local government contribution to the UK National Lisbon Reform Programme

The Local Government Association (LGA) represents the interests of local authorities in England and Wales.
The Local Government International Bureau (LGIB) acts as its European and international arm.

The LGA/LGIB has chosen to feed in the local government dimension to the Lisbon reform programme by
responding to some of the microeconomic (7–16) and all of the employment guidelines (17–24). Our
contribution highlights the ways in which local government is actively involved in achieving the Lisbon
objectives.

The Lisbon strategy for growth and jobs covers many issues which local government is key to developing and
implementing such as economic development (employment and innovation); sustainable development; using
Information and Communications Technology in public services; active ageing; lifelong learning and social
inclusion.

The Local Government Act of 2000, which empowered every local authority to prepare a community strategy,
has formalised what local government had been doing for years: identifying needs to address the social,
economic and environmental wellbeing of the local community. The economic, environmental and social
implications of policy and service delivery are at the heart of local authority decision making. Through the
economic vitality shared priority between central and local government, local government is showing the full
and varied role that it can play in promoting local enterprise, jobs and prosperity, which is central to local
government’s contribution to the Lisbon strategy.

The local government workforce stands at over 2.28 million in England and Wales, (LGES, June 2004), which
makes it the largest employer in England and Wales. It therefore has an important role to play in developing
workforce policy, and the Employers Organisation for local government (EO) has highlighted key activity
within the employment guidelines section of the submission.
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Microeconomic Guidelines (7-16)

Guideline 7: To increase and improve investment in R&D

Local authorities play a key role as coordinators of economic clusters, enterprise facilities and science parks
and often act as the principle intermediaries between the science/research/business communities and local
communities as a whole. For local government to be more eVective in developing R&D and innovation, more
resources and eVort needs to be directed at developing and supporting local networks which encourage risk
and innovation. Local procurement policies also need to be strengthened and supply chains developed. While
current research programmes (at both UK and EU level) focus almost exclusively on the academic and
research communities, overlooking the contribution local authorities can make to technology transfer,
Warwickshire County Council demonstrates local government’s potential. Additional case studies from Kent
and Pembrokeshire have been supplied.

Case Study

The Eliot Park Innovation Centre, (EPIC), a Warwickshire County Council initiative, completed in March
2005, aims to achieve 80 per cent occupancy within three years. It is an award winning multi-occupancy
business development to accommodate and support SMEs in the innovation and knowledge-based industries.
Located in the Coventry and Nuneaton Regeneration Zone in an area of high unemployment, it aims to revive
the economic fortunes of a former coal mining area which is also suVering from the decline in its traditional
manufacturing industries. Built on brownfield land with recycled materials, EPIC is one of the most
environmentally-friendly oYce buildings in the UK, and received the “excellent” rating under BREEAM
(Business Research Establishment Environmental Assessment Method). Now managed by Coventry
University Enterprises, EPIC links directly with the objectives of the local, sub-regional and regional
strategies, such as supporting technology based employment, strengthening the economy through the cluster
action plans while regenerating communities by spreading market confidence north in the county and the most
deprived areas. Costing £7.5 million, EPIC is funded by Advantage West Midlands, Warwickshire County
Council, ERDF, and the DTI, with Coventry University Enterprises providing building management services
and business incubation services to tenants. http://www.epic-online.co.uk/epic.html/

Guideline 8: To facilitate all forms of innovation

75 per cent of councils are planning a knowledge economy strategy (LGA research, 2003). Councils are
engaged in partnerships on the local knowledge economy regionally with RDAs, and sub-regionally with Sub
Regional Strategic Partnerships, Learning and Skills Councils, Small Business Service and Business Links.
Within their communities, local authorities are encouraging public procurement on innovative products and
services: eg Kirklees MBC uses an e-tendering system and has an electronic purchasing system in place.
Leicester City Council is leading an EU funded project to improve the environmental performance of goods
and services local authorities purchase: http://www.iclei-europe.org/index.php?id%LEAP. Rotherham
Council demonstrates local government’s key role in supporting SME local development. Additional case
studies have been provided by Kirklees and Wakefield.

Case Study

Rotherham Council in South Yorkshire represents a population of just under 250,000. It has succeeded in
reversing the impact of its declining traditional large enterprise industry by forging partnerships to transform
it into a diverse and growing economy, ranging from multi-national companies to a thriving base of SMEs.
Rotherham is now home to 4,690 VAT registered businesses (2003) and the council has a history of innovative
regeneration programmes and practices including pre-start “oYce pods” oVering entrepreneurs to develop
their business in a professional and supportive environment; Working with Business, which identifies how
local authorities can interact better with businesses to improve the services provided; and Youth Enterprise,
working specifically with young people to help them start a business. Results show that 88 per cent of
businesses survived after 36 months and 92 new businesses have been created at Century Business Centre since
opening in 2001, creating 399 new jobs.
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Guideline 9: To facilitate the spread and the effective use of ICTs

Within the framework of the 2002 LGA-ODPM National Strategy for local e-government, all UK local
authorities are tasked with delivering all public services electronically by the end of 2005, for which each
English authority has received flat-rate funding of £0.75 million (97 per cent of UK local authorities are
expected to achieve this). The strategy is supported by a detailed e-government programme which includes
national projects on a wide range of technical and service issues, including smartcards, customer relationship
management, e-procurement, knowledge management, websites, environmental planning, information
sharing and e-democracy. ewSY CONNECTS delivers public services electronically across South Yorkshire
local authorities, and Neath Port Talbot County Borough Council has successfully promoted broadband
access across households (see below). Additional case studies from Wakefield, Black Country Consortium
(Black Country Knowledge Society), CardiV (CardiV Broadband Centre) and Bristol local authorities have
been supplied.

Case Studies

ewSY CONNECTS delivers public services electronically across South Yorkshire local authorities in
partnership with health authorities, emergency services, voluntary sector, Job Centre Plus, Yorkshire
Forward and the South Yorkshire Passenger Transport Executive. Launched in 2004, the prime aim was to
oVer easy access to public information and services to those people not familiar with the internet. Initially
piloted across the South Yorkshire Coalfield area towns of Barnsley, Doncaster and Rotherham, it now
operates across the whole of South Yorkshire. Any facility or service module developed by ewSY can be
replicated by a public sector organisation anywhere, which has proved vital in ensuring that ewSY stays at
the centre of innovative projects and programmes. It ensures that citizen sectors such as the growing “silver
economy” is supported and promoted in such innovation. One of the first interactive services oVered to the
public via ewSY was the ability for benefits payment progression to be monitored by the citizen to ensure that
the process could be ‘managed’ easily by the customer and the authority, which allows rapid response to any
issues, thereby preventing a protracted benefit claim with all the real-life problems which late or non-payments
can result in. http://www.easyconnects.org.uk/

Neath Port Talbot County Borough Council has successfully promoted broadband to households through the
“Get Connected” Broadband Initiative, developed with BT and the Swansea Bay IT Support Centre. The
council was the main driving force behind the increase of broadband availability and achieved 100 per cent
broadband exchange enablement in the area.

Guideline 10: To encourage sustainable development and strengthen the synergies between environmental protection
and growth

Local authorities deliver local sustainable development strategies and more detailed ones on specific issues
such as climate change. An LGA survey revealed that by 2004, 65 per cent of local authorities had policies and
plans in place to tackle the causes of climate change in their area. The LGA has secured £200,000 worth of
funding for a post dedicated to linking the private sector (through the National Industrial Symbiosis
Programme—NISP) and local government on waste and sustainable consumption and production leading to
better resource management. This will help local government and the local business community work together
better to ensure that resources are not wasted leading to unsustainable consumption patterns.
www.nisp.org.uk Carrick Regeneration Partnership is carrying out regeneration work which is also tackling
fuel poverty (below). Additional case studies have been provided from Newark and Sherwood and Woking
District Councils.

Case Study

Carrick District Council, together with tenant associations and other members of the Beacon Community
Regeneration Partnership, implemented energy eYciency improvements in the Beacon Housing Estate in
Falmouth, once one of the most deprived areas in Cornwall. In terms of results: energy eYciency
improvements have been made to 900 homes; central heating and insulation measures have been installed in
300 properties in the first year, and a total of £186,000 was saved on fuel bills. The Regeneration Partnership
believes a range of other changes can also be attributed to the housing improvements: there have been health
improvements among residents, including a 50 per cent drop in the numbers suVering from asthma, the local
school reports a 100 per cent improvement in the Standard Assessment Task (SAT) results of boys, the crime
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rate has dropped dramatically, increased employment, more people wanting to move to the estate and a
remarkable upswing in community spirit. For more information see http://www.est.org.uk/uploads/
documents/Case study 9.pdf

Guideline 12: To extend and deepen the Internal Market

The LGA reaYrms its position that the draft EU Services Directive, as it stands, is not an appropriate
mechanism to govern local publicly-funded health and social services, and is pleased that the UK government
supports this view. The UK government should highlight its approach to developing “single points of contact”
for businesses from abroad wishing to deliver services in the UK. Full position local government view on the
Directive: http://www.lgib.gov.uk/media/Services Directive response.pdf

This UK programme should include reference to the government’s commitment to promoting innovative and
eYcient procurement techniques amongst local public sector bodies, especially new eProcurement
technologies and joint purchasing consortia.

Guideline 14: To create a more attractive business environment

The economic, environmental and social implications of policies and service delivery are at the heart of local
authorities’ decision-making processes. Leicester City Council is involved in several initiatives to help
businesses reduce their environmental impacts and develop a sense of social responsibility: Environ
Businessline (supports local businesses with environmental management and to help them reduce their
environmental impact); and EcoChecks (trains volunteers to carry out environmental audits of very small
local SMEs, which is now expanding to include social and environmental aspects). Leicester is a Fairtrade city.
Within Bristol City Council’s procurement procedures, there is guidance, and in most instances, a requirement
for contracting companies to include equalities and sustainability issues within their contracts.

The LACORS Home Authority Principle is a scheme developed by local authorities to help businesses by
providing contact points for advice and guidance to maintain high standards of public protection, encourage
fair trade and develop a consistent approach to enforcement. It provides a way for local authorities to work
eVectively in partnership with local businesses to deliver robust and consistent enforcement and advice services
across the UK.

Case Study

Bedford Borough Council has been working with its local and regional partners to make Bedford a more
attractive business environment. Their work has been consolidated by a new £7 million Innovation Centre,
Bedford i-LAB, (opened in April 2005), and funded through Bedford Borough Council, EEDA, and the
ODPM. It aims to cater for 140 new businesses and an environment which encourages innovation and growth.
Additionally, the Council is oVering free courses in marketing, accounting, business planning and other
subjects for local business people and their staV; free innovation audit workshops to improve business services,
products and systems; free “Investor Readiness” event where entrepreneurs can improve their ability to obtain
finance for their ideas and start new businesses; and free or heavily subsidised business networking events and
seminars.

Guideline 15: To promote a more entrepreneurial culture and create a supportive environment for SMEs

Local authorities are key to strengthening the innovative potential of SMEs. In recent discussions with the
government, the LGA welcomed the announcement of the Local Authority Business Growth Initiative,
(LABGI), which will reward local authorities for investing in economic development by allowing them to
retain a percentage of revenue above a certain level LABGI oVers. However the LGA reiterates that LABGI
should not be seen as a substitute for the return of business rates to local control.

The London boroughs will use the Local Enterprise Growth Initiatives to promote a more attractive business
environment for businesses. The scheme is worth £50 million in 2006–07, rising to £150 million by 2008–09.
It gives local authorities the opportunity to bid for funding to finance local “enterprise-promotion” activities,
and is one of the only examples of major UK enterprise promotion initiatives to be managed locally, rather
than by the RDAs. Additional case studies have been provided by Kirklees and Kent.
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Case Study

Kirklees Council is consulting its local business community on a draft business strategy to create a more
attractive business environment. Kirklees is working with local SMEs to raise awareness of the council’s
procurement procedures and has improved its business web pages on various aspects of procurement to make
it easier for SMEs. It is also working to further improve council procedures for public procurement for SMEs
both via the council’s procurement policy and via a concordat for SMEs. A widespread consultation is about
to start in Kirklees with local businesses, especially black, minority and ethnic businesses, on the council’s
approach to communication, correspondence and customer care. In partnership with other West Yorkshire
local authorities, a booklet is currently being produced on procurement for SMEs in the region.

Guideline 16: To expand and improve European infrastructure

StaVordshire County Council has worked with Advantage West Midlands (AWM) to promote access to
broadband in remote rural areas of North East StaVordshire. Due to the geography and sparse population
density, there were a number of parishes where broadband provision using traditional technologies would
never been made available as the exchanges were non viable. The work identified key issues for access to
broadband services and raised awareness of its benefits to domestic and business communities. AWM has now
provided funding to enable broadband infrastructure in these hard to reach locations. Additional material has
been provided by local authorities in Kirklees and Neath Port Talbot.

The LGA has undertaken a major investigation into the prospects for road pricing http://www.lga.gov.uk/
Publication.asp?lSection%0&id%SX94DF-A782B6B2 and concluded that the biggest obstacle to innovative
road pricing schemes at national and international level is political will. Legislation in the UK allows road
pricing schemes to be introduced at local level and the first examples are in London and Durham to address
traYc congestion (congestion charging). The Government’s announcement to invite local transport
authorities to bid for a Transport Innovation Fund (TIF), and include innovative pricing schemes as a major
element of their bids, puts local government at the forefront once again. TIF is seen by the Government as
a test for the practicability of a possible national pricing scheme. The LGA has commented in the past that
technological compatibility between existing local schemes and any later national or international scheme will
be important, and achieving this could have significant financial implications for authorities with large-scale
existing schemes. The LGA understands that a number of authorities will make TIF bids. Several aspects of
TIF remain unclear, such as whether the dedicated funding to develop projects will be “additional” to existing
local transport infrastructure funding via Local Transport Plans (LTPs) or top sliced.

Employment Guidelines (17–24)

Guideline 17: Implement employment policies to achieve full employment, improve quality and productivity at work,
and strengthen social and territorial cohesion

While the UK has reached the headline Lisbon employment targets, they mask many regional, intra regional,
sub regional and local unemployment disparities. London has significant local unemployment levels, where
outer boroughs present lower rates than inner London boroughs. Among the latter, the London boroughs of
Newham (12.3 per cent), Hackney and Tower Hamlets (both 11.8 per cent) have the highest unemployment
rates in England and Wales. Ward level disparities are even more pronounced.

Many local authorities have developed local employment plans. Manchester City Council’s has been
developed with other local and regional partners and aims to encourage employers to take on local people;
boost the skills of Manchester residents; engage with people who have previously been excluded from the job
market; and promote the development of social and community enterprises.

Case Study

For nine years, Gateshead’s Economic Development Service has focused on assisting disadvantaged areas
through the innovative projects and methods of re-engaging residents, to link them to employment
opportunities within the regeneration projects in Gateshead. It has assisted over 3,500 people into work in this
period and provided a range of training, both first step and vocational which has allowed 2,444 residents to
gain valid qualifications, thus increasing the skills base in the Borough. Tyne & Wear Together (TWT) is a
sub regional partnership between the Tyne & Wear Local Authorities aimed at targeting worklessness and
assisting local residents to overcome barriers to employment, particularly among those most disadvantaged.
The partnership comprises: Employing Tyne & Wear which is made up of the job linkage services within the
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Councils, Job Linkage in Gateshead; Into Work in North Tyneside; TEN in South Tyneside; Job Linkage in
Sunderland and Workfinder in Newcastle. It has assisted over 3,000 local residents to access employment in
the last two years. Skilling Tyne & Wear aims to establish Intermediate Labour Market initiatives across the
sub region. This has assisted 213 residents to gain accredited qualifications across a range of vocational areas
in the last two years and 85 have gained employment to date. Building Tyne & Wear assists disadvantaged
residents to access opportunities within the construction sector. This project has assisted 820 residents, over
the last two years, to gain industry accredited qualifications and 150 residents to access employment.

Guideline 18: Promote a lifecycle approach to work

Recruiting young people into local government: With only 6 per cent of the local government workforce under
the age of 25, many local authorities are developing new schemes and initiatives to recruit young people, some
of which include:

— Kent local authorities pooling their resources to attend careers fairs to promote local government as
an employer to young people;

— Young Apprenticeships and New Deal used to recruit young people (Bracknell Forest, Gateshead,
and Bristol);

— Social care traineeships/cadetships for young people developed to tackle its skills shortages
(Stockton on Tees); and

— Training programmes and work experience placements for young socially excluded people leaving
care developed (London Borough of Newham).

Many have dedicated websites for young people, and others work with schools, colleges and Connexions to
engage young people in citizenship/give careers advice.

The Employers’ Organisation for Local Government (EO) is attracting young people into local government
through many activities including: promotional materials for use at careers fairs, schools and colleges;
engaging with young people through publications, websites, and Futureville, a CD ROM to promote local
government careers to 12–16 year olds. The EO’s national graduate development programme recruits
graduates into a host authority on a 2 year programme. Bursaries are available for first year students on BSc
and MSc CIEH approved environmental health courses. Other national schemes to address key skill shortages
are supported.

Reconciling worklife balance: The EO has supported action on flexible work and worklife balance, focusing
on redesigning work and working patterns to meet both customer and employee needs and to oVer more career
development opportunities for staV. http://www.lg-employers.gov.uk/od/flexible/index.html. SOCPO
(Society of Personnel OYcers) has oVered an annual Worklife Balance Award to highlight innovative
examples which are often linked with reduced absenteeism, turnover, temporary staV costs etc. The 2005
award went to Maidstone Borough Council. Many local authorities such as Portsmouth and Warwickshire
are working to reconcile work life balance.

Case Study

Three years ago, Portsmouth City Council appointed its first Work-Life Balance Adviser, to promote the
implementation of work-life balance policies by employers in the city. The initiative aimed to assist employers
address recruitment and retention issues, whilst also opening up employment opportunities to disadvantaged
groups, especially lone parents. The initiative was linked to a Local Public Service Agreement target, and
featured a toolkit for employers outlining the business case and benefits of work-life balance. The adviser has
worked with around 150 employers in the city, and has led directly to over 100 lone parents entering
employment.

Supporting active ageing: CEEP UK is involved in a transnational EU research project on active ageing within
authorities and other public sector organisations focusing on the lifecycle approach to maintaining work
ability, and implementing flexible retirement schemes. After the project ends in March 2006, guidance will be
produced for employers on managing an ageing workforce positively plus case studies of good practice. The
EO is developing a website portal for local authorities to provide guidance on and links to websites on
managing an ageing workforce, which will be online shortly.

The Government, the Trade Unions and EO/LGA are discussing changes to the Local Government Pensions
scheme. This includes debating the proposal to increase the age at which employees can access retirement
benefits from the scheme. The scheme is under growing pressure because of increasing life expectancy.
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The government’s Opportunity Age consultation paper, which both the LGA and the National Institute of
Adult Continuing Education, (NIACE) responded to, talks of the enhanced role of local authorities in creating
good quality services for older people and to help them remain active in society, including learning in later life.
The LGA welcomes the government’s steps to produce a national ageing strategy, which it believes reflects
many of the principles set out in the LGA/ADSS reports All Our Tomorrows and Our Future in Our Hands,
but it is concerned that there is no reference in the report to the resource implications of this strategy. The
strategy should be taken forward with other policy initiatives such as adult social care, disabilities, mental
health and public health. The LGA believes that the Local Area Agreements, now being piloted, should
provide greater freedom and flexibility to find local solutions to local problems. NIACE believes that active
ageing programmes require resourcing, and has similar resource concerns to those of the LGA since it believes
that the current “squeeze” on adult and community education is removing irreplaceable provision, which goes
against the government’s aspirations. The local authority role also requires negotiation.

Kent’s Local Public Service Agreement has clear targets to reduce the number of people not in employment,
education or training (NEETS) and increasing the number of vocational qualifications. Its new Local Area
Agreement aims to increase the number of young people who have the skills and vocational qualifications and
promote independence through employment. More funds are required for vocational training and more
dialogue is required with employers to ensure that their needs are met through education and training.

Guideline 19: Ensure Inclusive Labour Markets

Local authorities have a crucial role to play in influencing skill levels and the provision of training, given their
role in welfare, training and education policies and as major local employers. They work in partnership with
other local actors to deliver positive economic outcomes and have extensive influence on the conditions of
access to the labour market for young people, women, immigrants and older workers. In terms of job creation,
they also provide advice, premises and support for new job creation (eg business sites/business grants/advice
etc). The LGA seeks to jointly consider with central government the direction of policies aimed at tackling
social exclusion; and to review the impact of policy on the ground and its eVect on local decision-making and
delivery since they work in partnership with other sectors including the voluntary and community sector on
projects aimed at tackling poverty and social exclusion.

Local government is an active player in a number of partnerships and collaborative relationships which
develop and implement employment and regeneration policies: local strategic partnerships (LSPs), sub-
regional economic partnerships and with Regional Development Agencies (RDAs). It also works in
partnership with other agencies to interpret and implement Government policies such as the New Deal.

Many councils have set employment targets within their Local Public Service Agreement (LPSA) process and
now through Local Area Agreements (LAA). Several LAA pilots proposed mechanisms for re-flowing DWP
benefit payment or varying DWP ground rules to better address worklessness and administration of benefits.
Further discussion is being undertaken with the DWP in relation to these innovative ideas.

A local employment toolkit has been developed by the LGA, DWP, JCP, IDeA, EO and the eight beacon
councils under the removing the barriers to work theme. This is a guide for local authorities and their jobcentre
plus counterparts in developing a partnership at the local level in helping people, especially hard to reach
groups find work. The toolkit has also proved a useful basis for developing local employment strategies where
councils and key partners bring their expertise together to tackle local unemployment. Additional examples
have been supplied by Gateshead (Gateway to Gateshead) and the Greater London Enterprise (Fast
Forward Grants).

Case Study

Knowsley Metropolitan Borough Council is recognised for its innovative work in removing barriers to
employment for excluded groups, for which it was awarded Beacon status for Removing Barriers to Work in
2003–04. Knowsley MBC has joined forces with partners such as the local Connexions, Jobcentre Plus,
Chamber of Commerce, LSC and the Northwest Development Agency to develop a single employment and
skills strategy to target groups and areas of greatest disadvantage. The Strategy, which will be launched in
September 2005, flows from the local Community Plan and aims to ensure sustainable employment, especially
amongst the most excluded in the labour market; reduce local poverty (workless households); and build closer
local level partnership working. It means that all partners working to improve employment and achieve social
inclusion can refer to a collectively agreed single strategy which uses a common set of labour market statistics
and sets long-term targets for improvement. Targets include a borough-wide employment rate target of 70 per
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cent by 2010, and ward-level targets for groups (ie lone parents, low skills, etc). It responds to several national
policy developments such as the government’s 80 per cent national employment rate target, and the increased
focus on economically inactive benefit claimants and improving the skill levels of the lowest qualified in and
out of employment.

The Equality Standard for local government requires councils to embed equalities in all areas of their work.
It is a Best Value Performance Indicator and was adopted by 75 per cent of local authorities by the end of
2004, (and by 85 per cent by the end of 2005). It is being revised to include guidance on the EU Regulations
on sexual orientation, religion and belief, and to prepare for new UK legislation that imposes a duty on public
services to promote equality for women, minority ethnic and disabled people. A pilot project to develop
capacity in authorities with no equality specialists has been completed and will be rolled out nationally in the
autumn 2005. The LGA welcomes the amended Disability Discrimination Act (2005) which will introduce a
positive new duty on public authorities to address the barriers faced by disabled people.

Guideline 20: Improve matching of labour market needs

London’s local authorities are developing a range of projects to help target the needs of their local labour
markets. The London Borough of Southwark has developed with its partners in the Cross River Partnership,
a programme of workplace co-ordinators, which provides an employer-led response to emerging sub-regional
skills needs in 5 sectors. One of these is Building London Creating Futures.

Case Study

Building London Creating Futures, funded through EQUAL, the London Development Agency and the
London Borough of Southwark, is a partnership of construction employers, local authorities, regeneration
partnerships, training providers and community organisations aiming to support disadvantaged local people
(particularly the long-term unemployed), to find work in the construction sector, alleviating the industry’s
skills shortage and overcoming the barriers to work experienced by local people. The construction sector is a
buoyant economic sector in London, in which 98 per cent of employers face diYculties in recruiting skilled
staV. The project has highlighted a need to have a coordinated skills need analysis from regional agencies
identifying a schedule of works on forthcoming construction sites across London. Since the scheme became
fully operational (July 2003), over 250 people have found jobs, while around 850 people have completed
valuable construction qualifications. Over 10 per cent of beneficiaries from the project are women and 40 per
cent are young people. London boroughs involved: Southwark, Camden, Islington, Kensington and Chelsea,
Lambeth, Wandsworth, and the Corporation of London.

Guideline 21: Promote flexibility combined with employment security and reduce labour market segmentation

The Local Government Pay and Workforce Strategy is a commitment between central and local government
to address priority workforce issues, aiming to improve local authorities as employers. Priorities include
workforce planning, to address current and future skills gaps. As local authorities work with the Strategy, they
will seek to provide varied points of entry for young people coming into the workforce, and a better approach
to work-life balance and flexible opportunities for older workers. Crucially, they will be heavily involved in
redesigning tasks and jobs to make them more flexible and attractive.

To help authorities become better at organisational development and change management, the EO is running
a programme of activities to develop more people with Strategic Human Resources skills in local government.

The EO is working with ODPM to promote and support achieving greater productivity as part of the
government’s EYciency Review. Authorities are projecting that they will make eYciency gains of £66 million
in 2005–06 in relation to “productive time” (50 per cent of which would be through improving sickness absence
management). The EO works closely with the Health and Safety Executive to support authorities reduce
sickness, stress and accidents.

Other key areas of work on gender and breaking down occupational segregation include guidance to
authorities on the development of skills pathways, which aim to open up routes for those working in lower
paid areas of local government, where women make up the majority of the workforce. Occupational
segregation will be a focus of joint work with the unions this year as part of the EO’s response to the Local
Government Pay Commission’s findings.
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Guideline 22: Ensure employment-friendly labour cost developments and wage-setting mechanisms to reflect
productivity and labour market challenges at all relevant levels and to avoid gender pay gaps

The national pay framework for local government continues to develop. There is an emphasis on long-term
pay deals that provide enhanced budget control through staged pay increases. There is a group of core terms
and conditions that guarantee a reasonable employment experience across the sector. It sets standards for
workforce development that authorities should aspire to.

The current national pay agreement requires the completion of pay reviews in individual local authorities by
April 2007 (to date 34 per cent have completed these). These reviews will bring in equal pay for equal value
via Job Evaluation and will encourage authorities to begin dealing with wider issues of occupational
segregation. The gender pay gap in local government is narrowing, and is lower than in the private sector (2003
figures: 13 per cent for local government services and 18 per cent for the wider economy).

Guideline 23: Expand and improve investment in human capital

The Employers Organisation as part of the Local Government Pay and Workforce Strategy, is encouraging
authorities to invest in developing the skills of their workforce, and to promote a “lifelong learning” approach
amongst their employees and is currently running a “skills for life’ campaign. It is also supporting the
dissemination of findings of an EU project which has examined how to promote learning among staV most
eVectively, and is developing a skills audit tool for authorities to use to assess their skills needs and to assess
their progress in addressing these.

Local government (as well as the wider public sector) is identified as one of six priority areas by the Learning
and Skills Council. The LSC and the EO have developed “Working Together to Realise our Potential”
guidance to promote local LSC/authorities partnerships to increase the skills of local government employees;
one of its objectives is to develop ‘skills for life’ for front line staV.

Case Study

Kent County Council’s Education Service is playing a key role with its eVective promotion of Education
Maintenance Allowance, which has a high take-up rate in Kent. It also promotes the “Care to learn” project
which supports teenage mothers. Kent has strong partnerships with the FE and HE sectors. The 14–16 pre-
vocational centres are partnered by FE colleges and KCC has an agreement to widen participation in higher
education in key areas which will be piloted in 2005–06. The “Supporting Independence Programme” is also
key to encouraging people to improve their skills. Vocational centres are also being increasingly opened up
for community use. Kent Adult Education Service, the largest such service in England, has a community based
learning provision to raise basis skills and promote a return to learning. These schemes are supported by a
Family learning and Family Literacy Scheme. The Local Area Agreement (to be during 2005) has four
outcomes dedicated to improving education and skills. There needs to be an increased dialogue between
strategies at all levels (EU, national, regional, local) between the strategy and implementation services.

Guideline 24: Adapt education and training systems

The LGA believes that closer collaboration between all the educational institutions in an area (schools,
colleges, early years facilities and workplace training providers) could be the solution to delivering a genuinely
student focused approach, blurring the artificial divide between academic and vocational qualifications,
particularly helping to increase the number of young people staying in education and training and tackling
educational underachievement. With the aim of collaborating to improve the 14–19 learning oVered locally,
many local authorities have responded by developing partnerships which bring together schools, post 16
colleges and work based learning providers. Additionally, the LGA has been working with councils to develop
its vision of councils as strategic leaders of learning, bringing together schools and colleges with other local
services to ensure all are able to benefit from opportunities to learn. Visit http://www.lga.gov.uk/
Publication.asp?lSection%0&id%SXD4A7-A78319D1

The Young Adults Learning Partnership (YALP), jointly managed by NIACE and the National Youth
Agency, and funded principally by the LGA aims to develop eVective approaches to learning and personal
development among young adults (16!) on the margins of education, training and employment, with the
purpose of fostering their capability and integration as young workers, parents and citizens. Visit http://
www.nya.org.uk/templates/internal.asp?nodeid%90695&parentnodeid%89142
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Case Study

Neath Port Talbot CBC’s lifelong learning strategy is delivered through its Lifelong Learning Service, which
runs over 700 adult education courses in 80 education centres across the county borough. The Service, which
provides the largest adult education programme in Wales outside of the capital, ensures continuity of
education from early years to adult education, providing support and opportuntity to all ages and abilities.
It is well served by the Objective 1 funded New Learning Network which delivers Lifelong Learning within
communities through a series of Local Action Centres and satellite centres. Neath Port Talbot is one of five
Welsh local authorites to pilot the development of community learning plans. The local plan pulls together all
providers of community learning, HE, FE, Voluntary Learning Sector and the Local Authority. This will help
sustain the New Learning Network. The authority is also submitting an ERDF project “Local Community
Learning Plan” which will feed in to the overarching plan, which will from the Lifelong Learning Strategy.

Examples from NIACE and Wakefield have also been supplied.

Memorandum by the Local Government Rural Network

Introduction and Background

— EU programmes have become increasingly important sources of rural development funding since the
late 1980s. However, the accession of new Member States in 2004 will mean that the arrangements
for financing measures to support rural economic development in the future will change
considerably. An important new influence on EU policy is the Lisbon Strategy, agreed in March 2000
and “refreshed” in 2005—to improve the competitiveness of the EU.

— This study was commissioned by the Local Government Rural Network (www.localgovernment
ruralnetwork.net)—a network of rural local authorities involved in economic development—to
examine the debate about regional competitiveness and to assess the particular implications for
rural areas.

Competitiveness

— In 1994, the UK Government set out two definitions of competitiveness:

— For a firm, competitiveness is the ability to produce the right goods and services of the right
quality, at the right price, at the right time. It means meeting customers’ needs more eYciently
and more eVectively than other firms do.

— For a nation, the OECD defines competitiveness as: the degree to which it can, under free and
fair market conditions, produce goods and services which meet the test of international markets,
while simultaneously maintaining and expanding the real income of its people over the long
term.

— Achieving competitiveness is diYcult. The idea is frequently used but is usually only understood in
its simplest terms. Competitiveness is relatively straight-forward when applied to a firm. However,
among academic economists there is considerable scepticism about whether it can be applied to a
nation, region or locality.

— Despite these concerns, the concept of competitiveness features prominently in economic and
regional policy both in the UK and the EU. However, when thinking about economic performance
in nations, regions and sub-regions leading economic theorists (and the UK Treasury) seem more
content to focus on productivity than competitiveness.

— In the EU, the competitiveness agenda is framed in terms of the Lisbon Strategy, which set out three
main goals: (i) an increased employment rate (from 61 per cent in 2000 to 70 per cent in 2010); (ii)
regional cohesion; and (iii) an average economic growth rate of 3 per cent. When progress was
reviewed in 2004–05 it was found to be disappointing and the Strategy has been refocused and re-
launched. EVorts are now focused on two main areas—productivity and employment.

— In the UK, the Treasury has come to focus on productivity and the various drivers of productivity.
These are: investment; skills; innovation; competition; and enterprise.

— Overall, competitiveness is best seen as a concept that is both broad and fluid. It implies some notion
of relative economic performance, but is not easily translated to localities. Productivity is a narrower
concept, and can be treated in more technical and calculable terms. For this reason, UK Government
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departments such as the Treasury seem more comfortable with the concept of productivity and have
a relatively sophisticated understanding of its key drivers. There are also signs that productivity is
becoming a more important focus within the revised Lisbon Agenda.

Rural Areas and Regional Competitiveness

— Research by Michael Porter and colleagues in the US has examined the issue of competitiveness in
US rural regions. The study argued that, internationally, conventional approaches to rural
development policy have placed too much focus on agriculture and traditional rural industries with
the result that rural and regional policies for economic growth are poorly integrated.

— In England, Defra have commissioned a series of studies of factors aVecting productivity in rural
areas. Defra’s interest is in part driven by its Public Service Agreement target to narrow the
productivity gap between the lowest quartile of rural local authority districts and the median. In
Scotland and Wales, productivity and competitiveness issues feature less prominently in national
policy statements about rural areas and rural development.

— Our consultations with UK rural development specialists on the role of rural areas in regional
competitiveness suggested the following.

— There are a range of ways in which rural areas can actively contribute to regional development
and competitiveness, but the prevailing perception among national and regional policy-makers
was as rural areas as merely passive recipients of urban-centred development.

— The varied uses and understandings of the term competitiveness could serve as an opportunity
for local authorities, working together, to articulate new interpretations of the concept based
on their own experiences.

— There is a need to make the case for public investment in rural areas in terms of its contribution
to competitiveness. Investing funds in an area increasingly has to be on the basis of the case for
subsequent economic growth.

Research Needs and Conclusions

— The evidence base informing debates about rural areas and regional competitiveness is improving all
the time. However, particular areas where new research may be needed are: economic and logistical
issues around rural-urban interdependencies; detailed case studies of the reasons for economic
success in local rural areas; and the means of widening labour market participation and raising
wage levels.

— A workshop was held to examine the implications of the competitiveness agenda for rural
development policy and to inform the next steps to be taken by the Local Government Rural
Network. The workshop identified a series of opportunities brought by the competitiveness agenda.
These included opportunities to:

— clarify how rural areas contribute to regional/national development;

— define competitiveness in terms of focusing on retaining wealth locally;

— highlight the importance of networking and institutions to creating the conditions for economic
development;

— demonstrate the rural dimensions to the knowledge economy;

— invest in skills training to address low pay;

— engage in pan-European mutual learning on achieving competitiveness in rural localities; and

" restructure the rural economy.
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— The workshop also highlighted future challenges posed by the competitiveness agenda. These
included:

— the diYculty of planning programmes in an environment where funding schemes are of shorter
duration;

— the continuing confusion over the definition and objectives of the competitiveness agenda;

— addressing the perception that rural areas are not a source of economic dynamism;

— uncertainty about levels and sources of EU funding;

— promoting the idea of balanced territorial development more eVectively; and

— the need to guard against being programme-driven.

— At the conclusion of the workshop four next steps were identified to respond to the opportunities
and challenges of the competitiveness agenda. These were to:

— be priority-driven, not funding-driven;

— be solutions-orientated rather than problem-orientated;

— clarify the changed role of the EU (and the implications of this for lobbying); and

— develop clear messages on the issues facing rural areas.

October 2005

Letter from Philip Lowe, European Commission

Thank you very much for your letter of 18 July requesting input for your Lisbon Enquiry. In your letter, you
are asking my view on the most appropriate mechanisms for achieving more jobs and growth in Europe. You
are further inquiring about the diVerent social models in Europe and their contribution towards growth and
employment. You finally ask my views on whether the refocus of the Lisbon Agenda following the midterm
review was a useful step.

As you know the Commission is strongly committed to its Community Lisbon Programme as adopted on 20
July 2005. The proposed policy measures concern three main areas: knowledge and innovation for growth;
making Europe a more attractive place to invest and work; and creating more and better jobs. A pro-active
competition policy can make an important contribution to the achievement of the Lisbon goals. It is my task
as Director General of the Directorate General for Competition to implement this policy in practice.

Your first point concerns the diVerent measures which could be envisaged to bring forward the Lisbon Process.
The main contributions of competition policy to this process are the reform of the State Aid rules on the one
hand and the pro-active competition law enforcement and advocacy on the other hand. I will briefly describe
the content of these contributions.

The first initiative is the ambitious reform of the Community State Aid policy, launched by the Commission
last June, with a document called the State Aid Action Plan. The State Aid Action Plan is an attempt to put
State Aid in shape for the challenges of enlargement, and the re-launching of the Lisbon Strategy. We want
State Aid reform to help Member States get the best value for money by focusing state resources on measures
that will foster sustainable economic growth and the creation of more and better jobs for the future.

Work is on-going, but parts of the State Aid Action Plan are already bearing fruit. State Aid policy is attracting
new interest among policy-makers and competition specialists, in particular given the emphasis we place on
a more economic, eVects-based approach to State Aid control. The Commission has received a lot of positive
comments on its reform proposals. One area that deserves attention, because of its importance for growth and
jobs, is innovation. Although eVective competition is the best tool to strengthen innovation and
competitiveness in Europe, aid can play a very useful supporting role.

In September 2005, the Commission has put forward for consultation a series of improvements to EU State
Aid rules as regards projects encouraging innovation, before adopting final measures. The final package of
measures covering R&D and innovation and risk capital will be presented by mid-2006.

A primary focus of State Aid reform is to use State Aid pro-actively, as a means for Member States to target
better their resources. The Communication on State Aid for Innovation sets out a clear methodology for the
elaboration of State Aid measures for innovation activities. In the Communication, the Commission identifies
a series of market failures that may hamper optimal levels of innovation and looks at how State Aid can
contribute to changing the incentives to innovate. On that basis, the Communication proposes to authorise
aid for two types of innovation-related activities:

(a) activities that support risk-taking and experimentation to help bridge the gap between research and
the market and
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(b) activities which improve the general business environment.

The Communication then presents concrete measures to support innovation via State Aid including the
support for the creation and growth of innovative start-ups (through tax exemptions and subsidies and
authorising State Aid for SMEs engaged in innovation activities.

Apart from the State Aid reform, there exist two other important initiatives in the Lisbon context, sector
inquiries and competition screening of EU legislative proposals.

Directorate General Competition is currently carrying out two comprehensive inquiries into the financial
services and energy sectors. In the energy sector, the main concerns expressed are about the alignment of
suppliers’ oVers, rising prices, insuYcient liquidity and unbundling between network operators and incumbent
suppliers. As for financial services, the focus is on conditions of competition in the retail banking and business
insurance services. The purpose of a sector inquiry is to achieve a better understanding of a particular sector
of the economy or a particular type of agreement across various sectors. This exercise can help to ascertain
the underlying reasons why markets do not fully function in certain sectors. To the extent that a sector inquiry
confirms the existence of anti-competitive practices contrary to Article 81 and 82, the Commission or the
national competition authorities can envisage taking appropriate measures to restore competition in the
market. At the same time the enquiries should provide input into the ongoing examination of the form and
appropriateness of market regulation at European and national level.

By engaging in competition screening, the Commission is actively promoting competition friendly legislation.
The most eVective way to achieve this is by ex ante screening of proposed regulation which impacts on
competition, such as rules exempting certain activities from the application of the competition rules, proposals
on liberalisation,106 industrial policy and the internal market, special commercial rights (such as intellectual
property rights), proposals on environmental and regional policy as well as general rules (eg corporate law)
having an impact on the commercial activities of businesses. Following an initiative by Directorate General
Competition, the competition assessment of legislative proposals is now for the first time an integral part of
the regular impact assessment, which is carried out by the Commission before proposing new legislation.107

The revised Guidelines on Impact Assessment were endorsed by the Commission on 15 June 2005. From now
on all Commission services have to consider restrictions of competition which may directly or indirectly result
from a legislative proposal (eg restrictions on entry, limiting the use of competition parameters, etc.). If such
restrictions have been identified, they have to examine whether the same legislative objective could be achieved
by less restrictive alternatives. The new rules on Impact Assessment with the recently introduced competition
screening will increase our chances to protect competition more eVectively and eYciently than before.

With respect to the diVerent social models in Europe and their contribution to improving growth. and
increasing employment, there is a wide variety of approaches in the diVerent Member States. These models
reflect the Europe-wide consensus that public authorities should continue to pursue ambitious social
objectives, in particular high-level employment, a high level of protection against the risk of unemployment
or sickness, discrimination, etc. Competition policy at European and national level makes an important
contribution to the economic underpinning of this consensus by fostering competitiveness and growth. This
is indispensable for Member States to maintain a high level of social protection. Competition policy benefits
consumers in a substantial way by opening up formerly monopolised sectors to competition (see for example
the telecommunication sector), increasing consumers’ choice (see for example air transport services) and
preventing powerful businesses from dictating their commercial terms to their European customers. In
addition, by fighting cartels and other anti-competitive agreements competition policy brings enormous
benefits to European consumers—businesses and individuals—preventing artificially high prices.

In conclusion, the midterm review of the Lisbon Agenda was a crucial step necessary to refocus our attention
on the most essential actions, that is, actions promoting growth and jobs in Europe. We need Community
activities which initiate and promote reforms. Competition policy has an essential role to play in this context
and engages therefore in State Aid reform, sector inquiries and competition screening. At the same time, it is
the Member States, who face the main responsibility of adapting their social and economic policies to enhance
European competitiveness. The Commission’s responsibility is to take practical and concrete initiatives to
accompany the internal reforms carried out by Member States in order to help them to reap the full benefits
of an internal market of a considerable size and depth.

17 October 2005
106Formerly monopolised network utilities, such as electricity, telcoms, postal sector, public transport, etc.
107The revised Guidelines were adopted on 15 June and are published at http://europa.eu.int/comm/secretariat general/impact/docs/

SEC2005 791 IA%20guidelines-main.pdf; A guidance paper by Directorate General Competition has been published at
http://europa.eu.int/comm/competition/publications/advocacy/legis test.pdf
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Memorandum by Dr Gerard Mc Cann, Senior Lecturer in European Studies, St Mary’s University
College, Queens University Belfast, on behalf of the European Forum (St Mary’s College) and the

Centre for Global Education

1. Introduction/Context

1.1 As early as 1957, under the auspices of the Treaty of Rome, the operational direction for trade policy
between Member States and with third countries was placed within the European Community’s (EC)
competence. While the internal market consolidated its growth based focus, the eVects of the policy—along
with its related policy areas of competition, agricultural, social, development and common commercial
policies—have had increasingly “deepening” implications for economies and trade across the globe. With the
European Union (EU) trade strategy acting as a driver for a more advanced and globalised competitive
market, a new sense of responsibility has become necessary regarding the EU’s interaction with and influence
on other regions and markets. Its weighting in the World Trade Organisation (WTO) and the G8 gives it a
unique levy on policy regarding trade and the manipulation of markets both internally and with third
countries. Consequently, the elevated position of the EU in terms of global trade demands an unprecedented
level of assurance when it comes to the vexed questions of transparency, the democratic deficit, the influence
of member states on the EU macro-economy, the social economy, the influence of Transnational Corporations
(TNCs) on decision making, and the eVects on vulnerable trade systems and economies.

2. The Relevance of the Lisbon Objectives

2.1 The Lisbon Strategy was in a number of ways a product of its age. The ideas that it contains were originally
flagged up by Jacques Delors in Growth, Competitiveness, and Employment in the early 1990s and the incentive
was to make the European economy knowledge-based and competitive on a global stage. What was important
about the Lisbon mechanism was the “open method of coordination”, the adaptation of the policymaking
procedures to facilitate eYcient decisions and action on trade, and competition. While the reform of the system
was overdue, the practice of Lisbon was signalled by its most formidable supporter within the Commission,
Frits Bolkestein, who commented that “the best and probably the only way to raise our growth levels is to
inject more competition into our markets and ensure that the most productive and innovative companies are
generously rewarded”. (www.hi.org/news/europe/midex/2004/04-07-02.midex.html). The caution of some
Council representatives around the Strategy has already been voiced, notably around the eVects on traditional
employment across the Community, and on the economism of the Commission’s initiative which has
succeeded in introducing a “competition for competitivity” between Member States. Essentially, the Strategy
determined specific sectors as being drivers of the EU economy within the globalising market system, yet
overlooked the eVects on indigenous and non-knowledge-based industries.

2.2 Furthermore, within this process of integrating trade networks a number of other factors need to be
accounted for because of the interconnectedness of the policies involved. These factors include not only the
Lisbon Agenda itself, but a web of implications such as the Bolkestein Directive, the Washington Consensus,
Economic Partnership Agreements (EPAs), the Common Agricultural Policy (CAP) and the role/influence of
Transnational Corporations (TNCs) on the design and form of European Union (EU) trade policy through
to the draft Constitution. Each impact on the other, yet as a totality it is a system that has not been fully
analysed at governmental or academic level.

3. The 2010 Target Date

3.1 The arbitrary timescale (2010) of the Lisbon Strategy provides a focus for the standardisation of policy
and the implementation of the designs of the initiative—control of state aids, liberalising state industries, anti-
trust strategies, and enhancing competitiveness. Evidence would suggest that with the ongoing stability of the
European economic system and the focus, and drive of governments throughout Europe, the component
aspects of the Strategy could be achieved. The key precedent has been the introduction of the euro, which
worked. However, the global economic context needs to be favourable for such an innovative, although
controversial, drive for economic restructuring. Contingency is an aspect of policy formulation that cannot
be accounted for, with, for example, the energy crisis of 2005 or the emergence of euro cautious political
interests in the core states of the Community, creating unquantifiable circumstances for national and pan-
european policy making.

3.2 One measure of the potential for implementing the Lisbon Strategy comes through the Wim Kok review
of the process in November 2004, Facing the Challenge: The Lisbon Strategy for Growth and Enlargement. His
comments are telling in that he highlighted governmental inaction and a widespread failure to act on the
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stipulations of Lisbon. The review also profiled the role of the Commission in the process as being “closed” in
its reporting and analysis of progress. Kok’s conclusion is very telling: “In the end, much of the Lisbon strategy
depends on the progress made in national capitals: no European procedure or method can change this simple
truth. Governments and especially their leaders must not duck their crucial responsibilities”. (Kok, p.45)
Reading between the lines, and speculating caution for Member States, the bravado of Lisbon regarding
market liberalisation and industrial/business rationalisation exposes sensitive political and economic issues
that could aVect public attitudes to both governments and the EU project in total. In practice this political
instinct may obstruct economic speculation, and ultimately the race to compete may be being run at a pace
that is too fast for many states and sectors.

4. National or European Level Policy

4.1 The presumption remains within the Commission that advanced economic liberalisation is the accepted
pathway for trade and competition policy across the Community. Ideological tensions and economic cultures
have not been accommodated for by the Commission. In undertaking the policy the Commission’s role and
position leaves it open to opposition and possibly the frustration over policies by Member States that have
prominent political lobbies that are sensitive or hostile to the extent of liberalisation, or indeed its form.

4.2 Recent evidence would suggest that resistance to the urgency of the Commission—including the Barroso
Commission—regarding the Lisbon Strategy, could precipitate division among Member States. This was very
evident throughout the debates in France and the Netherlands around the Draft Constitution, and in the
German elections where the Lisbon Strategy was utilised as a bullet point of opposition. Opinions from other
Member States have been mixed, but the perennial diYculty remains that EU economic policy in general
(almost 70 per cent of EU trade) is driven through three financial power blocs—Germany, France and the
UK—and in acknowledging this, oppositional attitudes need to be carefully surveyed and appreciated.

5. European Union Mechanisms

5.1 With the implementation of trade policy the awkward exchange that exists between the Council and the
Commission has facilitated a level of ineVectiveness that on occasion restricts trade relations, particularly on
international issues. This is brought forward, for example, with the trade disputes with the United States and
the complaint from Washington that it does not have a single point of authority to deal with. This
subsequently intensifies the diYculties.

5.2 While strategic consiliar checks are needed on the Commission in relation to trade and commercial policy,
Article 300 of the Treaty of Rome on Commission authority on key aspects of trade policy leaves the system
open to confusion, specifically when Article 133 is brought into play and the 133 Committee intervenes
appropriately or otherwise. Another diYculty, as historical experience would suggest has been, that the
Commissioner for Trade can influence the direction of the policy without recourse to a fuller channel of
discussion. In eVect, such unclear and intransparent mechanisms often obstruct agreed ways forward on
achieving goals for growth and employment within the Community.

5.3 The annual implementation reports of the Commission on the “Integrated Guidelines for Growth and
Jobs”, gives some indication of the desire across the Community to put policy into action. The varying degrees
of commitment and the ability to circumvent policies on a strategic basis remains a dilemma for the whole
Community as well as the Commission. The eVectiveness of this pressure on Member States has as yet to be
proven, and while functionally “good faith” is the underpinning levy behind the guidelines, “good faith” is not
within the gift of political contingency or market compliance.

6. Social and Economic Models

6.1 According to the EU statistics agency, Eurostat, there are—in the largest and most dynamic trading bloc
in the world—56 million (or and estimated 15 per cent of people in the Community) living below the poverty
line. This is based on using an income threshold of 60 per cent of the national median incomes from throughout
the EU. Crudely, that means not having 150 euros in excess household income at the end of basic weekly
expenditure. What is noticeable is that the poverty is dispersed throughout the regions with the peripheral
areas and the inner cities containing the largest concentration of the economically excluded. With the
enlargement of the EU to take in some of the more disadvantaged areas on the European mainland, the generic
levels of poverty across the system have been aVected. One in eight people in the EU now live in a jobless
household.
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6.2 Historically poverty has been lowest in those states that have highly developed social and welfare systems,
such as Sweden with 9 per cent of the population, or Denmark, Finland, and the Netherlands with 11 per cent
in poverty, and highest in those states which have a developing social system such as Greece and Portugal with
21 per cent of their populations in poverty. Across the various indicators the patterns have remained the same
in these peripheral regions, with life expectancy lower, the income diVerences between rich and poor greater,
more long-term unemployed and more people subject to the persistent risk of poverty.

6.3 A useful definition of poverty which is frequent in the dialogue around social exclusion in the EU comes
from Peter Townsend and his reference, in The International Analysis of Poverty, to “relative deprivation”:
“People are relatively deprived if they cannot obtain, at all or suYciently, the conditions of life—that is, the
diets, amenities, standards and services—which allow them to play the roles, participate in the relations and
follow the customary behaviour which is expected of them by virtue of their membership of society. If they
lack or are denied access to these conditions of life and so fulfil membership of society they may be said to be
in poverty”. (Townsend, p.36)

6.4 The pan-European commitment to overcoming social exclusion was reasserted through the European
Council Summit in Lisbon in 2000. At this meeting there was an acknowledgement that there has not been the
involvement that there should have been in balancing market expansion with the alleviation of disadvantage.
At this point the heads of state from the EU set in train policy coordination that was intended to have “a
decisive impact on the eradication of poverty”—with the target of 2010 to show substantive change.

6.5 This agenda to alleviate poverty is five years into its strategy and while its various facets are rolling out
gradually, progress seems slow. It is noticeable that other policies in the integration process are being invested
in with dedicated gusto—such as the enlargement of the Union, monetary union, defence and security policies.
Poverty alleviation as a policy within this drive towards integration has not been given the priority that it
should have been given over the years. Overall, what has been evident throughout the Lisbon renovation of
the European market system has been the drive towards corporate accessibility, and ultimately market
competitiveness. This has revealed tensions with the concept of social cohesion. In the social market economy
they are not necessarily incompatible, but with the increasing acceptability of neo-liberal interpretations of
economic development among EU governments, the social responsibility of the economic architects have
become negligible.

6.6 The European Anti-Poverty Network (EAPN), the key NGO working on poverty eradication at EU level,
has acknowledged that an appropriate balance is possible between the policies because of the legal antecedents
carried through the Treaty of Rome and the earlier legislation which enstructured anti-poverty initiatives. This
has meant that even though the demarcation between market policies and social inclusion policies is evident,
the interdependent nature of the system could lead to a more coherent vision of social inclusion through public
investment.

6.7 In the EAPN manifesto for the European Parliament Elections in May 2004, Social Solidarity and the
Eradication of Poverty, it states that the EU needs: “To ensure that the approach to tackling poverty and social
exclusion addresses the multi dimensional nature of poverty and social exclusion—poverty is not just a
monetary issue but also includes issues such as access to decent housing, quality health care, access to child
or elder care, lifelong learning opportunities, or culture opportunities and is responsive to what people
experiencing poverty and exclusion express about their reality. . . . To ensure that social protection systems,
including individualised minimum income schemes, are adequate for all to have a suYcient income to live life
with dignity and to work towards agreeing minimum EU standards for social protection and for the
combating of poverty and social exclusion”. The only way to go about this within such a bureaucracy as the
EU is to build poverty alleviation strategies across the various strata of policy making and to round the
investment upward towards the best practice in poverty alleviation across the Community. It also means not
working towards the lowest common denominators or the bland economism of “best-value” investment
practices. Lisbon, possibly, is opting for this second method through the primacy of competition.

6.8 The economic model that is envisaged through the Lisbon Strategy may reveal tensions with the
underlying principles of the Treaty of Rome and its social market system, but where the eVects of a diverse
and inconsistent trading platform are most felt is within those aspects that connect to this system from a third
country position, and particularly the former colonies in the African, Caribbean, and Pacific Association
(ACP). The Lomé Agreement had in place a reasonably eVective base for development. The Cotonou
Agreement altered this to include shifting global market circumstances. Lisbon serves to frustrate the
relationships further. The eVects of this new arrangement and the attempts to forcefully “elevate” developing
markets into a more aggressive form of interaction has caused division within the ACP and in some regions
alienation—sub-Sahara being the striking example.
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6.9 The reasons for the disaVection are complicated and region specific in many cases, but Non-
Governmental Agencies (NGOs) agree on one key issue regarding EU trading relations with third countries
that is systematically unworkable. This is the unfair nature of the EU trading system and particularly the role
of the Common Agricultural Policy (CAP) as it is currently constructed. The 2005 joint Eurodad, Oxfam and
Actionaid Report, EU Heros and Villains: Which Countries are Living up to their Promises on Aid, Trade, and
Debt? comments that: “On the question of unfair terms of trade, the EU has the potential to make a huge
diVerence to the economic prospects of poor countries. Europe accounts for 20 per cent of world trade and is
the world’s biggest importer and second-biggest exporter of agricultural goods. But despite some very small
and tentative steps forwards, accompanied by some pro-reform rhetoric, Europe has largely failed to make
any contribution to initiatives designed to make trade work for the poor. Europe’s expensive and
anachronistic Common Agricultural Policy continues to devastate livelihoods in developing countries, by
facilitating the dumping of subsidised exports on world markets and blocking imports from poor countries”.
(Eurodad, pp.3–4) Putting it in very stark terms, the Brussels based think-tank the Centre for a New Europe
“alleges that 6,600 people die every day directly as a result of EU trade rules and if Africa [alone] was able to
increase its share of world trade by just 1 per cent, it would earn an additional £49 billion a
year, enough to lift 128 million people out of extreme poverty”. (http://www.cne.org/pub–pdf/
2003–09–04–EU–barriers–kill.pdf) This problem, including the role of the problematic Economic Partnership
Agreements (EPAs), needs continued, sympathetic and urgent attention.

7. Conclusions

7.1 A number of concerns came up during the debates over the ratification of the Draft Constitution which
oVer a caution to the policy-makers of the Union itself. The first concern entails the increasing obscurity of
policies such as trade, and the suspicion that control of the mechanism of EU policy making in such fields are
being systematically removed from the reach of democratic mandate. In this caution there is the appreciation
that the Treaty of Rome, as the innovative and European template for democratic economic development and
sustainability, is becoming subsumed into corporate management of certain policy areas. The competence of
the Community works from an agreed principle covering trade policy that is historically appropriate to diverse
economic and trading cultures from across the continent. Article 110 of the Treaty of Rome stated that a
central aim of the Community was: “to contribute, in the common interest, the harmonious development of
world trade, the progressive abolition of restrictions on international trade, and the lowering of customs
barriers”. These principles—common interest and harmonious development—should be preserved, but can
only be achieved through governmental primacy over policy making. The increasingly pervasive involvement
of corporate lobbies in the design and form of EU trade policies, leaving accountability for the system further
confused. This has been compounded by cross-driving additional agendas and directives. Lisbon,
Washington, Bolkestein, Bologna and the Constitution have left the management of the trade policy
unmarshalled and operating at the behest of lobbyists and the directorate general’s core staV in Brussels. In
its drift it is moving away from the principles of the Treaty of Rome and more towards the trade culture of
specific Transnational Corporations.

7.2 Another issue that is peculiar to the outworking of the Lisbon Strategy is that the European Social Model
that energised post-war reconstruction and prosperity is being overwhelmed by a more American style neo-
liberal model of economic growth. The options were presented very forcefully in the report by Wim Kok on
the Lisbon Strategy: “Europeans have made choices about how to express the values they hold in common:
a commitment to the social contract that underwrites the risk of unemployment, ill-health and old-age, and
provides opportunity to all through high-quality education, a commitment to public institutions, the public
realm and the public interest, and that a market economy should be run fairly and with respect for the
environment. These values are expressed in systems of welfare, public institutions and regulation that are
expressive in a world where low cost and highly eYcient producers are challenging the older order. If Europe
cannot adapt, cannot modernise its systems and cannot increase its growth and employment fast enough then
it will be impossible to sustain these choices”. (Kok, p.16) The point being that change is necessary in the
globalising economy, but that a model of growth at the expense of employment—with the social model as a
prerequisite—or an expensive social model without appreciation of growth, are not viable options for the
European Union.

7.3 Finally, EU trade policy urgently needs to reform its trading relationship with vulnerable economies
around the globe, ACP and former colonies in particular. Trade policy with these regions should operate in
a manner that is respectful to the history and practice of development, and should work to the opportunities
that are available to vulnerable economies in view of pervasive and often predatory global market forces.

10 October 2005
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Memorandum by the Objective One Partnership for Cornwall and the Isles of Scilly

Overall

1. This evidence is written from the perspective and experience of Cornwall and the Isles of Scilly 2000–06
Objective One Programme and as a probable 2007–13 Convergence Region, with the responses to the
Committee’s questions reflecting this, focussing on those areas where the Partnership has direct experience.
See Annex A for details of the role of the Cornwall and the Isles of Scilly.

2. The evidence of the Cornwall and Isles of Scilly Objective One Partnership OYce concludes that the Lisbon
Agenda and its re-focussing provide an important over-arching agenda for economic regeneration.

3. The experience of the Cornwall and Isles of Scilly Objective One Programme points to:

— locally and regionally evidenced strategies and therefore nuanced delivery being important in
ensuring the successful implementation of Lisbon by tapping into local economies and their inherent
and emerging strengths;

— the value of this being underpinned by a local and pro-active communications programme;

— an explicitly integrative approach to the environment delivering both environmental and economic
regeneration goals—see Annex B.

Is the refocus of the Lisbon Agenda on jobs and growth following the 2005 mid-term review useful?

4. The structure of the Integrated Guidelines for Growth and Jobs ie:

— Knowledge and Innovation for growth;

— Making Europe a more attractive place to invest and work;

— Creating more and better jobs.
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provide a useful and powerful (accepting the analysis lying behind the Lisbon Agenda—see para 8 below)
framework on which to build the economic regeneration strategy for Cornwall and the Isles of Scilly.

5. This needs to be adapted and interpreted at a local level, whilst losing none of its intent in terms of
outcomes. This should include:

— the state and ability of the local economy to pursue the Lisbon Agenda—for example from the
perspective of Cornwall and the Isles of Scilly—with its traditional reliance on farming, fishing, food
manufacturing, tourism and mining—the goal of a more knowledge based economy should explicitly
include the strengthening of existing businesses and sectors as well as, and importantly in the context
of Cornwall and the Isles of Scilly, the growth of entrepreneurship and new businesses and sectors
with all economic regeneration activities geared to improving the economic growth potential of the
region. The smarter use of knowledge (the creation and diVusion of scientific, technological and
intellectual capital) needs to be diVused across the whole of the economy. This wider role of
knowledge in the economy is arguably one of the key parts of the recent review of the Lisbon
agenda—both in terms of knowledge acting as a driver of economic change and equally importantly
in making the concept understandable as applicable to all. This last point is crucial in ensuring a
wider buy-in to the implementation of the Lisbon Agenda than has been evidenced to date;

— the nature and role of Higher Education and its ability to outreach to business and drive business
related R&D—this is a critical factor in building a more innovative and knowledge based economy.
This needs to be focussed on the strengths of both the local HE institutions and the traditional and
new business sectors of the area concerned thereby building its own specialisms, excellence and
comparative advantages. To maximise the impact of the use of Cohesion Policy to drive a more
knowledge based economy investment should be integrated with activity under the EU Research
Framework. The type and texture of a more knowledge based economy is not uniform and similarly
the appropriate mechanisms will vary thematically and spatially;

— business led vocational training and skills needs—whilst both many of the needs, and programmes
for delivery can be determined nationally it is only at the local level that a nuanced assessment of
private sector demand can be assessed and met. This integrated approach to assessment of, and
delivery to, demand can ensure the synergies necessary to improve quality and productivity at work;

— demand driven business support and investment—through the Cornwall actnow project (delivering
over 99 per cent broadband coverage with a 36 per cent business take up from a base of zero in 2001)
the Cornwall and Isles of Scilly Objective One Programme has shown that public investment in
education, training and marketing thereby creating and advancing demand has allowed the private
sector to take a more favourable view of risk and investment in infrastructure. Not only has this
changed the approach to broadband rollout in BT but also other regional partnerships across the
EU. Cornwall and the Isles of Scilly are developing rapidly as a rural Digital Networked Economy;

— economic inclusion—the process of economic restructuring, together with the helping the long-term
economically inactive—particularly the variations in spatial concentration and the nature of the
barriers faced by the individuals—warrants flexible local management as to activities required to
meet agreed outcomes. Economic inclusion is traditionally pursued via urban models that are not
always appropriate to rural areas such as Cornwall and the Isles of Scilly.

6. In addition the refocus of Lisbon provides a useful and powerful framework for the incorporation of the
environment into economic regeneration—meeting the challenges of the Kok review and the Barroso
Communication to the 2005 Spring Council—see Annex B. The UK experience of environmental integration
ensures that environmental and economic gain are delivered together. In order that this integration does
happen, it is vital that the environmental components of the refocused Lisbon agenda are expressed in terms
that promote shared values thereby integrating environmental thinking into decisions made in other sectors.

What are the most appropriate mechanisms for achieving more jobs and growth in Europe?

7. It is important that the pursuit of the Lisbon agenda is furthered at all appropriate levels—acting as an
integrative strategy, whereby activity at the local, regional, Member State and EU level are all contributing
to a common goal and ensuring that local and regional supply eg of business support and investment, and
vocational training are meeting all the nuanced demand of local business. The successful implementation of
the Lisbon Strategy will ultimately depend on the simultaneous implementation and therefore cumulative
reinforcement of a whole series of interconnected initiatives. This complexity needs to be actively embraced.
This integrated approach will provide a sounder platform for wider understanding and credibility.
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What are the different social models in Europe and what is their contribution to improving growth and increasing
employment?

8. The key to its successful implementation is that the Lisbon Agenda dictates the policy outcomes and there
should be freedom on how to get there.

The Relevance of the Lisbon objectives:

— Do the Lisbon objectives reflect the goals which Europe should aspire to achieve?

9. The goals of the Lisbon Agenda are compelling—a modern and competitive more knowledge based
economy that delivers for the people of the EU, taking into account as it does both the trends and drivers of
globalisation and the socio-environmental context of the EU.

Both the analysis of the original Lisbon strategy and subsequent reviews eg Kok high level review make a very
compelling case.

In addition the EC Working Document “The Economic Costs of Non Lisbon—A survey of the Literature on
the economic impact of Lisbon-type reforms” March 2005 sets out the case for Lisbon-type reforms having
substantial positive economic impact.

10. However to be eVective public intervention needs to be eVectively targeted at the appropriate activities
and scales—this includes the bed-rock of macro-economic stability backed by structural reforms together with
regional economic policy and programmes. Indeed from a local perspective without this pursuit of the Agenda
at all thematic and spatial levels it is diYcult to see how the sought after synergies will be achieved. At a local
level the intensity of the application of the Lisbon Agenda needs to be suYciently sensitive and adaptable to
reflect the local socio-economic circumstances and their changes over time. The pursuit of the Lisbon agenda
should be tailored to the particular position of the regional economy, but nevertheless keyed into the
overall mission.

The investments and the consequences of investment, of the 2000–06 Cornwall and Isles of Scilly Objective
One Programme serve to illustrate this point.

— Does the 2010 date have any significance?

11. The Lisbon Agenda mid-term analysis has shown the lack of progress towards the targets set for 2010 and
therefore the need for a renewed and refocused policy and delivery to achieve the sought for outcomes.

12. Nevertheless, the 2010 targets can at a local level be used as a measure of progress along the direction of
travel, rather than an absolute goal in themselves which perhaps is more appropriate to the EU or Member
State level.

National or European level policy:

— Should the Lisbon Agenda goals be a matter only for individual national governments?

13. See above—reply to “appropriate mechanism” question—para 7 above.

Social and Economic Models:

14. The great value of the Lisbon Agenda and its refocusing is its focus on outcomes. In terms of its local
application it is most constructively looked at in terms of degrees of dilution of application depending on the
socio-economic conditions of the region concerned. For example in 2000, the beginning of the present round
of Structural Funds, Cornwall and the Isles of Scilly did not have the key elements for a more knowledge based
economy in place—today it has the beginnings of the building blocks—with the Programme having invested
in the Combined Universities in Cornwall, bringing a Higher Education driver to the local economy; and the
actnow project bringing comprehensive broadband coverage and an enviable rate of business take up (see para
5 above). In addition the avowed mission of the Programme—its economic focus, its integrated approach, its
support for traditional and emerging sectors; all supported through a proactive communications strategy and
action plan (to ensure visibility and build local understanding and ownership of change) have resulted not only
in investment in notable and transformational projects but via this investment a tangible increase in confidence
within the Cornish economy. Although it is far too early to be entirely confident that the performance of the
economy has changed, the data that is available (2002 GVA) do show that although the GVA of Cornwall
and the Isles of Scilly is still the lowest within the UK it is growing at a rate that is greater than the UK average.
(ONS December 2005)
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15. The consequence of this is that Cornwall and the Isles of Scilly is now in a position to use public
investment, whether from Structural funds and/or UK sources, to apply the Lisbon Agenda with a greater
momentum. The concentration of available investment on delivery that will have the greatest impact—
stronger lasting economic growth and better jobs. This should ensure continued change and at a greater rate.
The Lisbon agenda thereby underpins a process of change and enables this to continue.

16. The re-focussing of the Lisbon Agenda helps deliver the goals of what can be seen at a broad level as the
European social model ie the creative fusion of economic dynamism, creating higher growth and employment
rates, with advanced economic cohesion and environmental protection.

7 October 2005

Annex A

The Objective One Partnership Office for Cornwall and the Isles of Scilly

1. The Objective One Partnership OYce for Cornwall and the Isles of Scilly is the Programme entity created
solely to work and speak for the Programme.

2. The Partnership OYce fulfils an essential role as the independent voice of the Programme, and has been
crucial in ensuring broad and common ownership across the region. It allows the partners to concentrate on
their contribution to the Programme as a whole and is the public face and single entry point for the Programme
(www.objectiveone.com).

3. The independence of the Partnership OYce ensures that all partners have equal representation, and it acts
as an impartial broker in helping to forge collaborative partnerships that are focused on delivering the results
that the Programme is contracted to achieve.

4. The oYce plays a crucial role in engaging the private sector, and is an important point of focus. The
Partnership Director, Carleen Kelemen, has a private sector background in senior management and this has
further enhanced the credibility of the Programme with local businesses and business organisations.

5. Under this partnership the Programme has performed so well as a whole that it received the particularly
high reward of an extra £17 million under the Programme’s performance bonus.

6. The Objective One Programme for Cornwall and the Isles of Scilly is designed to act as an economic
catalyst—acting as a lever to attract significant UK Government and private sector match funding to deliver
the Programme. The Programme looks to invest in projects that will create or safeguard jobs, sales, training
or helping jobless people into work.

7. The approach of the Programme is one of integrated investment—this is a vital element in its
implementation. The active linking of investment in capital development, skills and training, entrepreneurship
and innovation is essential if the Programme is to maximise the impact of its successes. The danger of a lack
of an integrated approach can be summed up as “suppose we build workspace and nobody comes!”

8. The Programme is investing in the following areas—

— Adding value to traditional industries—including agriculture, fishing and tourism;

— Removing physical barriers to growth—such as new workspace, town centre enhancements, ICT
infrastructure, targeted transport projects;

— Creating the resources for business—provision of finance, support and advice, a skilled workforce,
help for the jobless into work;

— The Combined Universities in Cornwall project as the driver of a more knowledge based economy
providing knowledge for business, incubation for new business, and skills for new and existing
businesses.

9. The existence of the Objective One programme has enabled individual business sectors to plan strategically
and set out longer term visions for investment. The ethos of the Programme is successfully delivering more
sustainable development through the environment cross cutting theme. Specific expertise is embedded within
the Programme—based within the Partnership OYce—helping integrate environmental issues into the
delivery of economic regeneration. The aim is to deliver economic gain with environmental gain.

10. The Objective One Programme has also been used to provide additional leverage on Government funds
outside the Programme—most notable have been the agreements to upgrade two stretches of the main roads
within Cornwall.
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Annex B

Lisbon: A More Sustainable Path—the Virtuous Integration of Environmental and Economic

Regeneration Goals

1. The Cornwall and the Isles of Scilly Objective One Programme along with other UK Structural Fund
programmes has sought to integrate the environment into what is ostensibly an economic regeneration
programme. The Programme took its lead from both UK and European policy drivers including the EU
Treaties and the Structural Fund regulations, as part of pursuing the high level goal of more sustainable
development (alongside the greater attention to equal opportunities),

2. The Programmes have included the traditional “vertical” integration by including specific environmental
actions and more innovatively pursued “horizontal” integration whereby environmental issues are looked at
in mainstream economic regeneration projects eg business support, training and skills, business finance
including venture capital, capital build including workspace.

3. This has been the first time that such a systematic approach to environmental issues had been implemented
within a mainstream funding context.

4. Experience of the delivery of the 2000–06 Structural Funds shows that the horizontal integration has
“clearly created a significant change in the range, type and scale of projects supported” with the Structural
Funds being seen as the key driver. “The EVectiveness of EU Structural Funds in Delivering the Government’s
Environmental Objectives” report for Defra due late 2005. As well as projects realising environmental with
economic gain this approach is raising partner capacity thereby building in a self sustaining legacy.

5. A question implicit in the House of Lords Select Committee on the European Union—Sub-Committee A
(Economic and Financial AVairs, and International Trade) Inquiry into a European strategy for Growth and
Jobs—The Lisbon Agenda is whether the Lisbon Agenda and its refocusing would adversely aVect this drive
for more sustainable development.

6. The issue was raised in both—

— “Facing the Challenge—the Lisbon strategy for growth and employment” Report of the High Level
Group chaired by Wim Kok Nov 2004

“Lisbon is about Europe becoming an integrated, competitive, dynamic (more) knowledge-
based economy that is among the best in the world. It wants to embed Europe’s commitment
to social cohesion and the environment in the core of the growth and jobs generation process
so that they are part of Europe’s competitive advantage.”

“. . . well-thought-out environmental policies provide opportunities for innovation, create new
markets, and increase competitiveness through greater resource eYciency and new investment
opportunities (helping) achieve the Lisbon objectives of more growth and jobs.”

— President Barroso’s Communication to the spring European council “Working together for growth
and jobs—A new start for the Lisbon Strategy” COM(2005)24.

“. . . refocus the Lisbon Agenda on actions that promote growth and jobs in a manner that is
fully consistent with the objective of sustainable development.”

7. Although the economic growth and employment orientated refocusing of the Lisbon Agenda could be seen
as ambiguous in terms of the wider goals of Lisbon particularly those added by the Gothenburg, the UK
experience of the horizontal integration of the environment provides a strong counter argument to any such
concerns. Indeed the UK experience environmental integration ensures that environmental and economic gain
are delivered together.

8. To ensure that this integration does happen, it is vital that the environmental components of the refocused
Lisbon agenda are expressed in terms that promote shared values thereby integrating environmental thinking
into decisions made in other sectors—viz

— Knowledge and Innovation for growth

9. Knowledge and Technological innovation as drivers for sustainable growth are core to Lisbon and core to
the successful management of the environmental impact of the economy, for example in the fields of:

— More sustainable resource use and management of waste;

— Increasing energy eYciency and the development of more sustainable sources of energy to drive a
lower carbon economy—using eco-innovations to make the most of business opportunities of the
need to address and adapt to climate change;
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— The development of pollution control and other environmental technologies.

Innovation ] less resource intensive products and more eYcient use of energy ] less pollution ] growth and
employment:

— Making Europe a more attractive place to invest and work.

10. In order to attract more investment, generate employment and accelerate growth it is important to provide
the economic environment that is conducive to these goals. This includes:

— More sustainable transport infrastructure, where transport clearly acting as an inhibitor to economic
regeneration, with the more sustainable use of energy.

— Provision of ICT infrastructure that enable positive economic impacts as well as environmental
and social.

— Reuse of previously used land and refurbishment of existing buildings—creating opportunities and
removing environmental dereliction.

— Opportunities exist to strengthen the synergies between environment and economic growth,
including:

— More environmentally sustainable patterns of production and consumption provide
opportunities for sustained improvements in productivity.

— The demand for clean products and processes provide business opportunities for both existing
and emerging markets.

— High quality natural and historic environments provide:

— Vital components of town regeneration helping grow the vitality and viability of town centres.

— The key underpinning of the tourism industry (c25 per cent of wealth creation in the case of
Cornwall and the Isles of Scilly).

— A unique selling point for the marketing of a region as place to do business and its economic
outputs.

— An important quality of life driver in retaining key businesses and staV.

— Creating more and better jobs.

11. The environment has an important role to play in learning and skills, vocational training and promoting
economic inclusion.

— Learning and Skills Agenda—environment as a component of sector, management and other skills
packages as well as vocational sectors in their own rights.

— Use of environment as an entry point for the economically excluded—engagement with the world of
work for the economically inactive and an increased level of environmental skills in the workforce
and community eg the development of life skills through the engagement in environmental.

12. Integration—successful integration—relies on shared values—the 2005 refocusing of the Lisbon Agenda
can be used to drive and visibly deepen this process and constructively hone the economic regeneration/
environment dialogue.

Memorandum by One NorthEast

Introduction

1. One NorthEast is the Regional Development Agency for the North East of England and as such is
responsible to Central Government for the sustainable economic development and growth of the region as
well as the development and implementation of the region’s economic strategy. In the context of our roles and
responsibilities therefore we welcome the opportunity to submit evidence to the House of Lords inquiry into
the Lisbon Agenda and the development of a European Strategy for Jobs and Growth.

2. This response complements (and should be viewed in the context of) the submission made by the nine
English RDAs to the inquiry. One NorthEast fully endorses the position and arguments illustrated in that
response. In particular, we endorse the view that the revised Lisbon Agenda for growth and jobs is our agenda,
and that both our statutory responsibilities108 and accountability to Central Government through Public
108The RDA Act (1998) gives RDAs five statutory responsibilities: to further economic development and regeneration; to promote

business eYciency, investment and competitiveness; to promote employment; to enhance development and application of skills relevant
to employment; and, to contribute to sustainable development.
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Service Agreement (PSA) targets109 mean that RDAs have in fact worked to address this agenda in the English
regions since their inception in 1999.

3. In conjunction with other RDAs One NorthEast would emphasise the potential of English Regional
Development Agencies to contribute directly to the development and implementation of the revised Lisbon
Strategy as adopted by the European union at the Spring Council 2005.

4. This submission will concentrate on the elements of the inquiry relevant to the roles and responsibilities of
the Agency, and as such will seek to illustrate the potential role that One could play as a strategic driver,
funding and delivery partner at sub-national level, complementing EU and national Government initiatives in
taking forward the successful and practical implementation of both Community and national Lisbon Reform
programmes.

Background Context: Revision of the Lisbon Agenda

5. One NorthEast supports the findings of the Mid-Term Review of Lisbon, that the adoption of too many
and too broad targets compounded a lack of commitment to reform across some Member States, leading to
problems in both the coordination and implementation of the strategy and therefore the ability of the EU to
achieve its targets and ambition of making the EU “the most competitive and dynamic knowledge economy
in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion”
by 2010.

6. One fully supports the re-launch of the Lisbon Strategy with a commitment to streamline objectives and
focus activity upon growth and jobs through actions in the following areas:

— Promoting Europe as a more attractive place to live and work.

— Knowledge and innovation for growth.

— Creating more and better jobs.

7. We believe that the focus outlined above places One NorthEast directly within the context of EU eVorts
to take forward the aims and objectives of the revised Lisbon Agenda ie to create a dynamic, knowledge based
economy able to generate prosperity, employment and sustainable economic growth.

RDA Role in Taking Forward the Lisbon Agenda at Sub-national Level

8. The current revision of the region’s economic strategy (RES) sets out how the region will seek to deliver
greater and sustainable prosperity to the North East over the period to 2016. The diagram below illustrates
the strategic context and model underpinning how that approach will be pursued and closely reflects those
areas identified above in the revised approach to Lisbon.
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Achieving Sustainable, Inclusive Economic Growth

9. To underpin the model illustrated above the RES concentrates on outlining the economic challenges and
opportunities facing the region. In eVect it highlights strategic opportunities that will benefit the regional
109Relating, for example, to: regional economic performance; sustainable development; productivity (including rural productivity); skills;

science and innovation; employment and emterprise.
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economy of the North East and tackle barriers to its economic growth. This will include the practical delivery
of investment and projects linked to the strategic Lisbon priorities for example, to:

— develop a strong industrial base;

— improve access to finance;

— facilitate innovation, uptake of ICT and sustainable use of resources;

— expand and improve infrastructure in the region;

— increase and improve investment in R&D;

— attract more people into employment;

— promote an entrepreneurial culture;

— promoting enterprise, start-up and new business formation;

— improve the adaptability of workers and enterprises; and

— invest in human capital through better education and skills.

10. The investment envisaged by the RES will be structured upon key drivers of productivity ie Business,
People and Place. These priorities will incorporate the prioritisation of strategic industrial sectors in the region
through the three pillar strategy that will provide a mechanism through which to promote structural economic
change in the regional economy and facilitate the development of a knowledge based, high value added
approach. For example, the three pillar strategy will highlight health care and health science, new and
renewable energy and environmental technologies and high value added process industries. The concentration
of activity and resources in these areas is part of the Regional Development Agency’s £200 million “Strategy
for Success” programme.

11. In taking forward this agenda on a practical basis we would highlight the following as tangible examples
of how domestic and regional activity contributes directly to the achievement of the Lisbon Agenda.

— One North East has been heavily involved—in conjunction with regional Universities—in
promoting a new “paradigm” of development for the North East based on excellence in research and
development. The agency has supported the development of Centres of Excellence110 in key sectors
to focus R&D activities and resources on clearly defined areas of world class potential. Facilities and
support services have been developed and re-engineered to enable eVective technology transfer and
commercialisation. In Blyth the region has established the New and Renewable Energy Centre
(Narec) representing a £30 billion industry investment in the creation of a national Centre of
Excellence with unique development and testing facilities regarding eg wave, wind turbines and
power networks.

— One North East also directly supports access to technology finance initiatives through Nstar, for
example, initiatives such as such as the North East Proof of Concept Fund (NEPOC)—a £10 million
fund established to develop potential business ideas in science and technology and the North East
Co-investment Fund both seek to create early stage venture capital funds in order to facilitate growth
of high value added industry, innovation and SME development in the region. Since its
establishment in 2003 Nstar has made available some £33 million of new venture capital funding that
has helped to promote a four-fold increase in high-tech spin-outs and over 60 collaborative projects
involving Universities and industry.

— In addition on a smaller scale, the Life Knowledge Park (single programme expenditure £1.5 million
in 2004–05), will create a world-class genetics Research Centre aimed at fundamental improvements
in human health. The park also delivers the fruits of this research through commercial development,
forging a strong regional technology capability.

— Increasing R&D expenditure amongst SMEs and regional businesses is a viewed as a major factor
in driving forward the region’s competitiveness and economic growth potential. One NorthEast is
working to increase the ability of regional SMEs and companies to access European Research and
Development Funds. The Regional Framework Support Package is a two year programme of
targeted support (to June 2007) worth £1.4 million. The package is built upon three regional
initiatives—North East Enabling Fund (equivalent to preparatory research awards); Facilitation
Service (helps SMEs new to EU Framework programmes); Strategic Integrated Coaching Service
(strengthens involvement of experienced Framework participants).

110As part of the “Strategy for Success” programme Centres of Excellence have been established in digital technology; new and renewable
energy; Life sciences, nano-technology and process industry innovation. Their role is to act as a focus for R&D activities and resources;
establish facilities and support services in support of technology transfer; to attract additional investment for research and commercial
application and to promote university-business R&D.
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— Four new multi-million pound science parks are also under development that will greatly enhance
the region’s access to expertise and research, incubator units for spin-outs and facilities for other
technology based businesses. Netpark in Durham is a collaborative venture between Durham
University, County Durham Development Company, Sedgefield District Council, County Durham
Economic partnership and One North East—two of the Universities research units (the Centre for
Advanced Instrumentation and the new institute for Agility and Digital enterprise) are now based
there. In addition, Science City is a major initiative involving Newcastle University, Newcastle City
Council and One NorthEast—it will be regional in scope and provide high quality teaching and
research facilities for life sciences and molecular engineering. Digital City is creating digital and
multimedia studios—including a virtual reality Hemispherium—as a partnership initiative involving
One NorthEast, Teeside University, Local Authorities and the Tees Valley partnership. Finally, the
Knowledge Campus which will develop a regional hub for design related activities involves a
partnership between Northumbria University, Gateshead Council, One NorthEast and private
sector developers (facilities will include a Design Centre for the North as part of the development of
the Northern Way initiative).

— Skills related issues are a key factor in the productivity gap between the region and other areas of
the UK. It is also a major factor in the region’s ability to compete internationally. Therefore, One
NorthEast in conjunction with partners through the Regional Skills Partnership (Skills NorthEast)
have worked to develop the Regional Skills Action Plan that provides a framework through which
the region can begin to address employment and skills needs, enabling individuals to reach their full
potential.

Conclusions

12. One NorthEast believes that the activities and initiatives highlighted above provide tangible examples of
how the Lisbon Agenda can and is being taken forward through micro and employment related initiatives at
sub-regional level.

13. We welcome the opportunity to respond to the inquiry and would reiterate our strong endorsement and
support for the approach embodied within the revised Lisbon strategy for Jobs and Growth.

14. Finally, we would also welcome to opportunity to follow-up this submission with direct provision of
evidence to the Committee following the finalisation of our revised Regional Economic Strategy (expected
December 2005).

14 October 2005

Memorandum by David O’Sullivan, Secretary-General of the European Commission
(submitted in a personal capacity)

Key Questions

Is the refocus of the Lisbon Agenda on growth and jobs following the 2005 mid-term review useful?

1. Clearly the Commission’s view is that it is very useful. To work, a strategy needs among other things to
establish priorities and Europe needs growth and jobs urgently. If we let every policy area sneak under the
Lisbon umbrella even where the connection is tenuous—a sort of “kitchen sink” approach—then we lose
focus. The judgement of Commission President José Manuel Barroso, of Mr Kok’s review, of all the
institutions and of Member States, not least the UK, was that such a loss of focus was in danger of happening
with the Lisbon Agenda.

2. However, I must stress that we are talking about sustainable growth and jobs, not some sort of short-term
bubble to which social progress and environmental protection should be sacrificed. There is no contradiction
between growth and handing on a clean and socially just Europe to our children. Indeed, economic reform to
maintain and develop our prosperity is a prerequisite for doing those things, given the challenges of
globalisation and of our ageing population. The type of knowledge-based economy that is the basis of the
Lisbon vision is cleaner, richer and more socially cohesive than what we have now.

3. And the implementation of the refocused strategy is oV to a good start. The Commission has already set
out what we think needs to be done at EU level. Member States are about to produce their national reform
programmes, after fruitful in-depth discussions with multidisciplinary Commission teams who visited each
country.
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What are the most appropriate mechanisms for achieving more growth and jobs in Europe?

4. A complex and interlinked set of changes is necessary. We need to make Europe an attractive place to invest
and to work. We need to improve education and training to allow more people to reach their full potential,
for their own sake and that of society as a whole. We need to invest in research to maintain our comparative
advantage. We need to make our economy more adaptable to change and more resistant to external shocks.
All of these things require substantial reform. Some of it can be achieved by Member States acting alone. One
thing Lisbon does is encourage them to take those steps, by setting up transparent procedures showing them—
and their citizens—what others are doing and how well it has worked.

5. Other things require EU-level action—for example, I think that in the long-term, the EU’s Financial
Services Action Plan to integrate Europe’s capital markets, increase cross-border competition in financial
services and reduce the cost of credit will be seen as a major contribution to sustainable growth and jobs.
According to a study by London Economics, GDP and employment are expected to increase by respectively
1.1 per cent and 0.5 per cent in the long run as a consequence of the Action Plan. Now we need to complete
the internal market for services so that it can bring us the same kind of wealth creation we have already seen
in goods markets. A study by our Economic and Finance Directorate-General found that between 1993 and
2003, the single market, essentially the single market in goods as trade in services is still hamstrung, had created
nearly 900 billion euros in additional wealth and 2.5 million extra jobs.

6. Some of the changes we need, on the other hand, do not require legislation or regulation, but a change of
mindset in both public and private sectors. So there are issues of communication and confidence we all need
to get to grips with. I think the Lisbon agenda has a role there too and we are due to be talking to the people
coordinating the implementation of Lisbon at national level about this on 6 October.

What are the different social models in Europe and what is their contribution to improving growth and increasing
employment?

7. It is not for me to try to summarise all the social models in Europe. What is clear however, it that there is
not a unique European social model, but rather diVerent national systems which share common values like
solidarity, universal access, respect for individuals, etc and face common challenges. But every country’s
system has developed diVerently—reflecting national political choices and traditions. Take one example—
childcare, in Southern Europe the family tends to play a much bigger role than the State looking after pre-
school and school age children. So every system is diVerent, even if academic literature will tell you that there
are several broad groups. I know that many other parts of the world envy Europeans because they live in states
where these values are applied, however imperfectly, on an everyday basis. I know that high levels of social
protection are not incompatible with competitiveness and high employment—the fact that the Nordic
countries are usually in the top five in international surveys on competitiveness proves that.

8. So Europe is a world leader in social protection and we need to hold on to that. But clearly as society and
world circumstances change we need to look at how that aVects our social systems and how we need to bring
them up to date. Do they suYciently protect against the risks of a modern society—single parent families, two
earner families, the extreme fragility of old age? Are there disincentives to work or tax systems that discourage
businesses from creating jobs? Can protecting jobs in the short-term cost jobs in the long-term? How are we
going to deal with financing pensions as demographics change? I hope the informal European Council at the
end of October will have a constructive discussion on these issues. The Commission for its part put these issues
at the centre of its recent policy seminar and will be submitting a paper to underpin the discussion at the
informal summit, as the UK Presidency has requested.

Additional Comments

The relevance of the Lisbon objectives

9. Europe aspires to contribute to providing a high quality of life for its citizens. That is precisely the
overarching objective of the Lisbon Agenda and the Sustainable Development Strategy, which is
complementary to Lisbon and also now under review. So the Lisbon objectives reflect the goals the EU is there
to help achieve.

10. All Member States are undertaking economic reforms. That is a key task of governments in any era, and
in the current globalised era it is especially important. Technology and markets do not stand still, so economic
reform is a continuous process, not an event. The original Lisbon Agenda and its more recent refocusing were
both endorsed unanimously by Heads of State and Government at European Councils, so they are the subject
of political consensus not a divisive left-right issue.
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11. It is fair to say that the broad vision of the reforms necessary has remained the same—making the most
of Europe’s potential by getting people trained and into jobs, encouraging investment in research and
innovation, providing a healthy environment for business while ensuring that adequate competition means it
is consumers and not businesses who have the ultimate power.

12. But obviously things have moved on since 2000. Some Member States have implemented substantial
reform. Others have maintained relatively high growth rates and now are looking to maintain that in the future
by investing more in education and infrastructure. Others may have found it diYcult to implement reforms
quickly due to complicated political situations or to severe short-term economic diYculties. But in most
Member States both businesses and trade unions support reform, though of course they do not agree on
everything.

13. The new Member States come from a diVerent historical reality but they too need growth and jobs, in
many cases even more than the “old” Member States do. Clearly it will be very important to ensure that the
injection of EU structural funds investment into those new Member States is used to good eVect and targeted
in a way that contributes to the Lisbon objectives, to the benefit of all Member States and not just the
recipients.

14. In short, the prescription is diVerent for each Member State and that’s why Lisbon is based not only on
EU action but on national reform programmes. One of the major advantages of the process is that Member
States can see what others are doing and can be inspired by success stories and by new ideas. But it is absolutely
clear that you cannot simply take the way one country does things, or intends to do things in the future, and
transfer it to another wholesale.

The 2010 Target Date

15. If one is going to set an objective, it is important to set a date to assess the situation and see what progress
there has been. In this case, 2010 remains an opportune time for that and there are plenty of ways of
measuring—has growth increased, has employment gone up being the two simplest yardsticks. But the
objective of improving competitiveness to sustain growth and jobs is ongoing and the world will by 2010 be
throwing up new challenges that our economies need to respond to.

16. The Commission is well aware that Europe needs to compete better. US GDP has increased by 2.6 per
cent annually since 2000 and the EU’s by only 1.7 per cent. Possibly even more importantly, the productivity
gap has continued to widen. But one can argue that the original objective of becoming “the most competitive
knowledge-based economy in the world by 2010” is not necessarily the central issue. Let’s take a possibly
somewhat unlikely but illustrative hypothesis. Suppose for example EU performance failed to improve one
iota by 2010 but a serious recession hit the US and left Europe on paper, and possibly only temporarily, more
competitive, would that mean Lisbon had been a success? Equally if we get into a rhythm of high sustainable
annual growth and low unemployment by 2010 but the US does even better, will Lisbon have failed? I don’t
think so.

National or European Level Policy?

17. The key to the Lisbon agenda is that it is a partnership between Member States and the Commission.
Europe is in this together because in a single market, individual Member States and regions can only maximise
their prosperity if others are growing too. Some steps need to be taken at European level. Of course, European
decision-making also requires commitment from Member States who need to show the political will to find
agreements in the Council and with the European Parliament. For example, it has become clear that persistent
barriers to trade in services need to be tackled Europe-wide, with Member States removing barriers by
consensus in a process that builds confidence. That is the basis of the proposed Services Directive and the
object of wide agreement in the Council and the European Parliament. We should not forget that longstanding
basic consensus in trying to achieve a mutually acceptable solution for some of the points in the services
proposal which, whether justifiably or not, have proved controversial. Environmental legislation, for example
on air pollution, also only works if it is Europe-wide, as pollution does not stop at borders.

18. But to take a contrasting example, education and training is a national, regional or local competence and
rightly so. Traditions and systems are diVerent and cannot simply be harmonised by EU legislation. So there
it is Member States who must act. Nevertheless, EU policies and programmes, addressing particular issues
such as training or mobility for teachers, students and EU workers, provide an additional European dimension
that complements national policies; take, for example, the Erasmus programme which has allowed more than
1,000,000 European students to study in other Member States. Within the Lisbon agenda, the Commission
can help galvanise Member States eVorts in education and training at a national level through both its formal
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role in proposing guidelines and its informal role as a broker, facilitator and conduit for exchange of successful
practice.

19. I should add a final element into the equation. In the face of globalisation, it is increasingly clear that the
European Union provides a crucial intermediate level—between the national action and international rules—
through which we can ensure that our common European interests are projected. In many ways, the Union
represents a successful example of “globalisation” on a regional scale. Common projects such as the internal
market oVer new opportunities for growth, jobs and investment, but there is also suYcient common ground
between us to ensure that supporting policies are in place, which reinforce national eVorts to modernise and
cushion the negative impacts of globalisation; policies such as research or regional development funding, or
the educational programmes identified above. Moreover, co-operation at EU level oVers the best chance for
Member States to shape globalisation—rather than being shaped by it. Our position as the world’s leading
trading partner and the biggest donor of development aid means that we will have a stronger impact, within
the institutions of our global age, than any individual country acting on its own.

European Union Mechanisms

20. The Broad Economic Policy Guidelines and the Employment Guidelines have been streamlined and
integrated and the reporting processes greatly simplified, to avoid the danger of Lisbon becoming a paper
chase. There are now only two targets, down from 120, on employment rates and R&D. This slimmed down
approach, complemented by the process of agreement between the Commission and each Member State on
the “key challenges” facing it, is the right one.

21. There are other EU mechanisms which can help stimulate reforms in Member States. For example, the
Council and its committees, in particular the Economic Policy Committee, have an important role in peer
review, which can be an eVective stimulus.

22. There are also areas where longstanding EU policy can be refined to fit better with the Lisbon objectives.
For example, the Commission has just launched a consultation on improvements to EU state aid rules for
projects encouraging innovation.

23. The Lisbon agenda will help identify what has worked and what has not worked in each Member State
and allow them to learn from each other’s successes, though it can sometimes be simplistic to talk of “best
practice”. For instance, what is best practice in a small low-tax Member State which has been enjoying high
growth but is in some danger of overheating is not best practice in a large, high-tax, Member State with low
consumer demand and high unemployment. Equally, it may be impossible to pick “à la carte” elements from,
say, the Nordic model. Perhaps it is only as a whole package that a certain model works and perhaps for
political or cultural reasons it does not fit everywhere.

24. But one thing I do want to emphasise is that there are success stories and good examples everywhere. High
productivity in France, excellent export performance in Germany, low unemployment in the UK and so on.
The last thing the Commission wants to do is to sit there like a schoolteacher dividing Member States into good
and bad pupils. That can create resentment and harm confidence in the “bad” and diminish faith in Europe in
the “good”, as people ask themselves if they want to be part of a club with such allegedly recalcitrant members.
Exchanges of mutual criticism between Member States can have the same negative eVect.

25. In the end, you cannot force Member States to do what the Commission or other Member States want
them to. You cannot legislate for virtue, especially when you have 25 Member States and several political
groups in the Parliament who do not agree on what virtue is. It is a process of persuasion, mobilising public
opinion and of the realisation that, in broad terms, certain policy responses are more likely than others to allow
European countries to grasp the opportunities of globalisation while mitigating the downsides. But there is
no easy blueprint for success that applies everywhere.

Social and Economic Models

26. It is diYcult to talk about “elements” of diVerent social systems succeeding. Often, they come as a
package, not as an à la carte menu. But clearly high taxes on labour, for example, can discourage job creation
and we are possibly seeing that in some Member States. And any social model needs to be aVordable long-
term, you cannot go on borrowing to pay for it. There are also the questions of avoiding unemployment traps
where people can be better oV not working and of trying—though this is diYcult—to move funds towards
active labour market policies, giving people new skills and making them attractive to employers rather than
allowing them to fall into long-term unemployment, which becomes a vicious circle as they become less and
less employable. Again, I would emphasise that competitiveness, flexibility and job creation are in no way
incompatible with high social protection and high taxes, as the Nordic models show. One thing they have done
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in Sweden, Denmark and Finland is to concentrate on protecting people, not specific jobs. Hiring and firing
is easy, but when people are fired they know they will still get a viable income and that they will be retrained
and guided towards new employment. At the same time there are tough rules to stop people exploiting the
system to avoid working.

27. So the Nordic model seems to work. But it is a Nordic model reflecting their preferences and the “social
contract” of the countries concerned. It can be a source of inspiration perhaps, but it cannot be transferred
wholesale to other Member States. There is no “one size fits all approach”. Everybody needs to find their own
way forward and to modernise their economic and social systems without letting go of the principles and
indeed diVerent cultures and traditions which underlie them. That is perfectly possible. European countries
began to develop social and welfare models in the late nineteenth and early twentieth centuries and they have
not in general acted as a break on economic growth, which has been enormous since then. And advanced social
models may have anti-cyclical eVects which can help avoid boom and bust. Member States have to get it right,
which doesn’t mean one model for everyone, it means avoiding certain pitfalls. However, this is just one piece
in the jigsaw puzzle, there are many other things to get right at the same time—macro-economic stability, the
business environment, fiscal policy, innovation policy, education and training. It is the whole policy mix
that counts.

Member States’ Commitment

28. All Member States are committed to the revised Lisbon strategy for growth and jobs. All Heads of State
and Government have endorsed them. The Commission teams that have visited each Member State to discuss
the preparation of national reform programmes have found a very constructive and determined atmosphere
everywhere. The motivation is there, because everyone knows globalisation is happening and that our
populations are getting older. They realise both the prize at the end of this process and the consequences of
inaction. That does not mean everyone will go about it in the same way or at the same pace. There will be
diVerent challenges and diVerent political problems in diVerent places.

29. Finally I would like to stress that Europe has demonstrated its adaptability to new circumstances many
times in the past. We have recovered from two hugely destructive world wars, to give the most obvious
example! Now we can grasp the opportunities and meet the challenges oVered by globalisation. We are not
talking about a revolution, but about building on what is best in Europe’s present and learning from each
other. I am very pleased that the Commission is a key player in this process, which reflects the added value of
the EU in helping Member States to use the unstoppable phenomenon of globalisation to Europe’s advantage.
In short, in internal terms individual Member States can only maximise growth and jobs if others do too. And
externally we are much stronger acting together as a bloc of 450 million people than we are acting alone.

10 October 2005

Memorandum by the Scottish Executive

This paper follows the questions posed in the call for evidence.

The Relevance of the Lisbon Objectives

1. The Executive sees the revised Lisbon objectives as being very relevant to Scotland. The refocusing of the
Lisbon objectives towards growth and jobs is consistent with the Scottish Executive’s long term economic
development strategy The Framework for Economic Development in Scotland (FEDS), the Executive’s
enterprise strategy A Smart, Successful Scotland (SSS) and its Lifelong Learning strategy Life Through
Learning; Learning Through Life.

2. In particular, the guidelines contained in the revised Lisbon Strategy with their greater emphasis on
productivity and employment in eVect align the Lisbon policy priorities with the priorities contained in FEDS
with its focus on raising productivity. FEDS recognises that investment in Research and Development and
innovation provide the foundations for improvements in productivity and for sustainable global
competitiveness. The creation of new enterprises and a positive risk taking attitude to enterprise are central
to the vision of a dynamic Scottish economy contained in FEDS. Similarly FEDS recognises the importance
of the skills of the whole population. Better skills are the key to improving individual life chances, increasing
the flexibility of the labour force and maintaining competitiveness.

3. The Executive’s enterprise and lifelong learning strategies are informed by FEDS and take forward several
of the key priority areas in FEDS that are relevant to the refocused Lisbon objectives.
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The 2010 Target Date

4. The 2010 target date is an important landmark in the sense that it represent 10 years from the launch of
the original Lisbon Strategy in 2000. The Executive’s view is that setting a target date is important in order to
focus activity and monitor progress. The medium term horizon to 2010 has the advantage of acknowledging
that significant and long lasting changes in economic behaviour take time to achieve, without being too distant
to lose sight of the objective. This medium term approach is implicit in the Executive’s own approach to
monitoring progress with its own strategies. For example, the annual report “Measuring Progress Towards a
Smart Successful Scotland” contains an aspiration to move Scotland’s performance towards the top quartile
of OECD economies over time.

5. The Executive sees achieving the Lisbon goals as, quite rightly, being stretching. The Commission has
recommended two central targets of (a) raising investment in R&D to at least 3 per cent of GDP and (b) of
raising the employment rate to at least 70 per cent of the working age population by 2010. The R&D target
in particular is seen as challenging.

6. The Table below shows Scotland’s track record on total investment in R&D since 1997. The level of R&D
investment as a proportion of GDP has increased by 0.37 percentage points and the gap with the UK and the
EU average is closing over time. However, with investment in R&D standing at 1.53 percent of GDP there is
still some significant distance to go to reach the Commission target of 3 per cent.

INTERNATIONAL COMPARISONS 1997 TO 2003: TOTAL R&D EXPENDITURE AS A
PERCENTAGE OF GDP

Country 1997 (%) 1998 (%) 1999 (%) 2000 (%) 2001 (%) 2002 (%) 2003 (%)

Scotland 1.16 1.29 1.33 1.39 1.55 1.73 1.53
UK 1.81 1.80 1.87 1.86 1.87 1.90 1.89
Germany 2.29 2.31 2.44 2.49 2.51 2.53 2.55
France 2.22 2.17 2.18 2.18 2.23 2.26 2.19
Italy 1.05 1.07 1.04 1.07 1.11 1.16 —
Japan 2.83 2.95 2.96 2.99 3.07 3.12 3.15
Canada 1.68 1.79 1.82 1.93 2.08 1.96 1.94
USA 2.58 2.60 2.65 2.72 2.73 2.66 2.6
Ireland 1.29 1.25 1.19 1.14 1.11 1.12 —
Finland 2.71 2.88 3.23 3.40 3.41 3.44 3.49
Sweden2 3.54 — 3.65 — 4.27 — —

EU 251 1.80 1.73 1.77 1.80 1.83 1.85 1.85
OECD 2.15 2.16 2.19 2.23 2.27 2.25 2.24

Source: OECD Main Science and Technology Indicators and Regional Trends

7. The Executive is doing a great deal to stimulate Scotland’s innovation performance—providing record
levels of business grants; promoting collaboration between Scottish firms and the science base; and investing
£450 million over 10 years in three Intermediary Technology Institutes. However, government alone cannot
provide all the incentives and answers. Businesses right across Scotland must play their part as well by
continuously asking themselves how they can be more creative, more innovative, more productive and more
competitive.

8. The Diagram below shows that both Scotland and the UK currently exceed the 70 per cent employment
rate target recommended by the Commission. The next step is to build on this performance. For example, the
UK’s National Reform Programme for the Lisbon Strategy recognises the Executive’s approach to Closing
the Opportunity Gap. This set of policies aims to prevent individuals and families from falling into poverty
and provides routes out of poverty. An important component of this approach is the Executive’s commitment
to developing an Employability Framework which aims to increase the chances of sustained employment for
vulnerable and disadvantaged groups. The Executive intends to publish the Framework by the end of the year.
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LABOUR MARKET PERFOMRANCE: EMPLOYMENT
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9. The Executive takes the view that both the level of the UK Government and the Scottish Executive have
an interest in the Lisbon agenda and its goals. The Executive’s economic development strategy FEDS takes
the present constitutional settlement and the definitional of powers and responsibilities as set out in the
Scotland Act (1998) as its basis. Consequently while the devolved Scottish government has control over a very
significant array of key economic development powers and policy instruments, it does not have powers over
the policy areas reserved to the UK level. These include UK macroeconomic and microeconomic policies
relating notably to tax and welfare, programmes to provide work incentives, competition and some regulatory
policy. The UK’s National Reform Programme acknowledges that the responsibility held by the devolved
administrations for economic development.

European Union Mechanisms

10. The Executive considers that the EU’s reform of state aid rules needs to contribute to, and not hinder, the
achievement of the Lisbon objectives. In particular there needs to be a significant reduction in bureaucracy
coupled with an increase in transparency. The Commission’s emphasis on eliminating the most distortive aids
whilst introducing changes that will enable non distortive measures to be implemented more speedily is
particularly welcome. Whilst the Executive considers that there needs to be scope to target (and improve the
performance) of underperforming areas, we agree that there needs to be more focus on innovation and
entrepreneurship to improve overall EU competitiveness and productivity.

11. The Executive believes in the importance of learning and sharing policy experience and is actively involved
in networks with other regions within the European Union.

Social and Economic Models

12. The Executive recognises the variety of social models that exist within the European Union. Our economic
development strategy (FEDS) sets out our view, in line with the UK, on the appropriate model. Our response
therefore is in line with that set out in the UK’s National Reform Programme.
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Member States’ Commitments

13. It is in all Member States interest to meet the Lisbon Objectives. The diYculty in delivering the objectives
is however tied to key reforms, which may have less consensus in some Member States than others. The
Executive welcomes, in line with the UK, the need for Member States to produce National Reform
Programmes as part of the new governance arrangements for the Lisbon Agenda.

October 2005

Letter from Günter Verheugen, Vice-President of the European Commission

I would like to thank you for the letter of 18 July 2005 in which your Sub-Committee invites the European
Commission to submit written evidence for an inquiry into the European strategy for growth and jobs: the
Lisbon agenda. As President José Manuel Barroso has made clear on several occasions, the European
Commission has declared the relaunch of the Lisbon Strategy to be the top priority for its five-year mandate.
In my role as Vice-President of the Lisbon Group of Commissioners and President of the Competitiveness
Council Commissioners Group, I also take this objective to heart. I am therefore very pleased to note the
interest taken by the European Union Committee of the House of Lords in the Lisbon Strategy.

In the first five years following the launch of the Lisbon strategy, insuYcient progress was made to reach the
Lisbon objectives. The High Level Group chaired by Wim Kok concluded in November 2004 that there was
a need to refocus the strategy.111 Urgent action was needed and the European Commission therefore proposed
to relaunch the Lisbon strategy refocusing on growth and jobs. In February 2005, the Commission presented
its mid-term review of the Lisbon strategy “Working together for growth and jobs. A new start for the Lisbon
Strategy”.112 Subsequently, the Heads of State and Government of the European Union endorsed the revised
Lisbon Strategy at the March 2005 Spring European Council.

The Commission has proposed a new partnership with the Member States focusing on two main objectives:
growth and jobs. In addition to establishing an action plan setting out priorities for the Union and for
individual Member States to increase productivity and create more and better jobs113, the revised Lisbon
strategy introduced a new governance architecture for the reform process by strengthening the delivery
mechanisms.114

More clearly defined responsibilities for national and Community level actors are at the core of the new
governance architecture. In order better to match tasks and competences, policy actions at Community and
Member State levels have been split into complementary but separate agendas. On 20 July 2005, the European
Commission presented a “Community Lisbon Programme” that outlines the initiatives to be taken at the EU
level.115 At the same time, the Member States are preparing national reform programmes to implement the
Lisbon strategy at the national level116 on the basis of the integrated guidelines adopted by the Council.117 The
European Commission strongly encourages consultations on the reform programmes with all stakeholders at
regional and national level, including national Parliaments in accordance with each Member States’ specific
procedures. In this context, the discussions of the revised Lisbon Strategy in the House of Lords organised by
the European Union Committee can surely make an important contribution to the national debate.

In the annex you will find the references to key policy documents of the European Commission. In these
documents, the Commission not only outlines the revised Lisbon strategy in terms of content and governance
process but it also evaluates the progress that has been made so far. I hope that this documentation will be of
use for the Members of the Committee in their inquiry.

2 September 2005
111Facing the Challenge, The Lisbon strategy for growth and employment, Report from the High Level Group chaired by Wim Kok,

November 2004. The slow progress is also reported in the Commission’s StaV Working Document in support of its report to the Spring
European Council on the Lisbon Strategy of economic, social and environmental renewal, SEC (2005) 160.

112Communication to the Spring European Council, Working together from Growth and Jobs, a new start for the Lisbon strategy, COM
(2005) 24.

113Lisbon Action Plan incorporating the EU Lisbon programme and recommendations for actions to Member States for inclusion in their
national Lisbon programmes, SEC (2005) 192.

114Delivering on Growth and Jobs: a new and integrated economic and employment coordination cycle in the EU, SEC (2005) 193.
115Communication from the Commission to the Council and the European Parliament, Common Actions for Growth and Employment:

The Community Lisbon Programme, COM (2005) 330.
116Commission StaV Working Paper, Working together for growth and jobs, Next steps in implementing the revised Lisbon strategy, SEC

(2005) 622/2.
117“Integrated guidelines for growth and jobs”, putting together the Council recommendation on the Broad economic policy guidelines

(BEPGs) 2005–08 (Council document 10 667/06) and the Council decision on guidelines for the employment policies of the Member
States (Council document 10 205/05).
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Annex

Main Commission Policy and Working Documents

1. Assessment of the progress made regarding the implementation of the Lisbon Strategy. (This includes a
general assessment/specific assessments in diVerent policy areas, ie employment, research—innovation—
education, economic reform, social cohesion and environment/assessment of the Lisbon governance method):

— Commission StaV Working Document in support of the report from the Commission to the Spring
European Council, 22 and 23 March 2005, on the Lisbon Strategy of economic, social and
environmental renewal, SEC (2005) 160.
http://europa.eu.int/growthandjobs/pdf/SEC2005–160–en.pdf

2. Presentation of the revised Lisbon strategy (ie Mid-Term Review) outlining the new partnership between
the EU and the Member States focusing on growth and employment:

— Communication to the Spring European Council, Working together from Growth and Jobs, a new
start for the Lisbon strategy, COM (2005) 24.
http://europa.eu.int/growthandjobs/pdf/COM2005–024–en.pdf (general policy document)

— Lisbon Action Plan incorporating the EU Lisbon programme and recommendations for actions to
Member States for inclusion in their national Lisbon programmes, SEC (2005) 192.
http://europa.eu.int/growthandjobs/pdf/SEC2005–192–en.pdf (Lisbon action plan)

— Delivering on Growth and Jobs: a new and integrated economic and employment coordination cycle
in the EU, SEC (2005) 193.
http://europa.eu.int/growthandjobs/pdf/SEC2005–193–en.pdf (New governance cycle)

— Integrated guidelines for growth and jobs (2005–08).
http://europa.eu.int/growthandjobs/pdf/COM2005–141–en.pdf (Integrated guidelines)

3. Guidance document for the Member States to develop their national reform programmes:

— Commission StaV Working Paper, Working together for growth and jobs, Next steps in
implementing the revised Lisbon strategy, SEC (2005) 622/2.
http://europa.eu.int/growthandjobs/pdf/SEC2005–622–en.pdf

4. Community Lisbon Programme outlining the actions to implement the revised Lisbon Strategy at the
European level:

— Common Actions for Growth and Employment: The Community Lisbon Programme, COM (2005)
330 final.
http://europa.eu.int/growthandjobs/pdf/COM2005–330–en.pdf (general policy document)

— Annex to the Community Lisbon Programme
http://europa.eu.int/growthandjobs/pdf/SEC2005–981–en.pdf (Actions at EU level)

Memorandum by the Welsh Local Government Association

Background

The Welsh Local Government Association (WLGA) represents the 22 local authorities in Wales, and the three
national park authorities, the three fire and rescue authorities, and four police authorities are associate
members.

It seeks to provide representation to local authorities within an emerging policy framework that satisfies the
key priorities of our members and delivers a broad range of services that add value to Welsh Local
Government and the communities they serve.

The WLGA is responding to this consultation as it believes local authorities are essential if the revised Lisbon
Strategy is to be a success on the ground. Local Government plays a key role locally in promoting local
enterprise, jobs and prosperity. We believe that only through Partnership working and Stakeholder
involvement will the revised Lisbon Objectives be successful delivery.
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The 2010 Target Date: What can be Done to Achieve the Lisbon Objectives?

1. The WLGA strongly believes that local authorities in Wales are crucial to achieving Lisbon. To help
illustrate this role the WLGA has worked closely with the LGIB through its task force on Cohesion and
Lisbon to identify where local authorities can best contribute. As part of the Task Forces’s response, local
government experts have assessed the macro, micro and employment guidelines to assess where our role
contributes to its achievement. (To avoid duplication we have not printed the “LGA/LGIB local government
contribution to the UK National Lisbon Reform Programme” here, please see the LA/LGIB submission.)

Should the Lisbon Agenda Goals be a Matter only for Individual National Governments?

2. No, Lisbon is not just a matter for national governments—“Lisbon” covers many cross cutting issues, all
of which are central to local government’s powers of community wellbeing, such as economic development;
sustainable development; lifelong learning; active ageing; and social inclusion. The Local Government Act
2000 gives local councils the power to promote the economic, social and environmental well-being of their
communities and a duty to develop community strategies in consultation with local partners. Councils have
a good record on local regeneration partnerships.

3. In the context of the current Structural Funds reform for the period 2007–13, the WLGA has been keen to
see that the growth and jobs agenda does not exclude the broader base of initiatives that make up local
regeneration. The WLGA has responded to the EU Community Strategic Guidelines to make this point as
the link between future Structural Funds and the Growth and Jobs agenda will grow in future. The WLGA
is keen to see that much of the momentum in current programmes is not lost.

4. The Lisbon strategy urges national governments to ensure inclusive labour markets. Local authorities are
often the largest local employer and are providers and enablers of services so have an important big role to
play in developing workforce policy.

Do the Lisbon Objectives Reflect the Goals Which Europe Should Aspire to Achieve?

5. “Lisbon” should mean more than growth and jobs: The refocused agenda on growth and jobs which came
about as a result of poor results and the lack of a real coordinated approach has established a clearer focus in
order to achieve outcomes. However, local government remains concerned about the economic,
environmental and social implications of development and service delivery. The WLGA would wish to see
mutual goals being pursued to ensure that the EU Sustainable Development Strategy and the Social Policy
are equally taken account of.

6. Does the refocused strategy send out a message that there should be growth at any cost? Should we look
at the overall end goal of “Jobs, growth, the environment and a proper social network”? Or has growth and
jobs been made the focus of attention because these represent more tangible outcomes than alleviating
poverty? The WLGA believes that balanced development is the most eVective route to pursuing growth
outputs in Wales. Welsh Local Government plays a key role in helping to deliver the Assembly Government’s
sustainable development strategy and we would argue that win-win situations between the economic,
environmental and social spheres are essential if we are to make progress in the short and long term.

General Comment on Mechanisms

7. Welsh local government welcomes the slimming down of national reporting as a way of getting all Member
States to address reforms more directly in the new strategy. However, given the EU emphasis on stakeholder
involvement, local government would be concerned if any reduction in detail of reporting might result in
stakeholders not having the opportunity to showcase best practice.

8. Identifying good practice: Practical examples at the local level illustrate the connection between the local
and European level. These need to be promoted and better exchanged via National Action Plans (NAPS) and
Joint reports in future. Welsh Local Government is committed to excellence, exchanging best practice and
learning from others across Wales, at a UK level and from examples across the European Union. Local
Government therefore welcomes any showcasing of best practices and sources of information collecting best
practice at the EU level.

9. Engaging local communities in Lisbon process: The Structural Funds 2007–13 in West Wales and the
Valleys under the Convergence Objective (new Objective 1) and East Wales under the future programme from
Regional Competitiveness and Employment (new Objective 2) will need to progress. Whilst local government
awaits the outcome of EU level negotiations between the member states planning for future programmes in
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Wales is now underway. The partnership process and their multi annual finances are a key mechanism for
achieving stakeholder engagement, partnership working and shared results in future. The Structural Funds
have had a positive and eVective impact in Wales on the ground and the Welsh local government association
would be concerned by any narrow interpretation of the Lisbon Agenda that sought to achieve centralised
targets at the expense of local owned bottom up regeneration. Economic, environmental and social objectives
still need to form the bedrock of any regeneration activities in Wales if the outputs are to be achieved. The
Welsh economy is starting to make progress in reducing unemployment, but many parts of Wales still suVer
from high economic inactivity, low incomes and poor infrastructure. The future EU programmes in Wales
need to focus on higher value employment, improve infrastructure and continue to play a central role in
building sustainable communities across Wales if the Lisbon process is to be delivered.

10. Other possible mechanisms: In areas such as social exclusion and anti discrimination, partnership working
in the European context is facilitated through trans-national projects funded through the EU Community
Action Programmes. This sort of activity promotes a greater understanding of situations and cultural diversity
within member states and, if it were enhanced it would provide more opportunities for partners to work
together across member states. In the UK, these have led to a number of UK local authorities working with
partners across the EU to find common solutions to problems.

Involving Local and Regional Authorities

11. It would be very interesting to see how Member States have taken on board the partnership approach.
The Committee of the Regions is an EU advisory body which represents the interests of local and regional
government in the European Union. Currently it is analysing a survey of the involvement of local and regional
government in the formation of the Lisbon National Reform Programmes which are being currently prepared
by each Member State. As part of the EU level working, the WLGA will look to respond to the European
Commission via the Council of European Municipalities and Regions, our EU level representative
organisation to formulate some shared views on the eVectiveness of consulatation and involvement of the local
government associations across the Members States.

Conclusions

12. Lisbon cannot be achieved without stakeholder involvement. Indeed part of what local authorities do on
a local level mirrors what Lisbon is trying to achieve on an EU level. Welsh local government is committed to
working with the Welsh Assembly Government to achieve its contribution to the “Lisbon” objectives in the
UK. For a true partnership for growth and jobs to be realised stakeholders need to be integrated in an ongoing
process of joint working.

6 October 2005
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