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Committee on Economic and Monetary Affairs
The Chairwoman

To the Chairpersons of the concerned Committees

Dear Chairperson,

Dear colleague,

The Economic and Monetary Affairs Committee (ECON) of the European Parliament will
discuss at its meeting of 17 September 2013 (15:00 - 18:30) the draft report on European
Semester for economic policy coordination: implementation of 2012 priorities (Rapporteur:
Ms. Elisa Ferreira).

At this occasion, the committee will debate on the assessment of the 2013 European
Semester as well as on the priorities for the 2014 Annual Growth Survey, which will be the
basis for next year's Semester. Furthermore, the Council of the Union will adopt in July
Country-Specific Recommendations, which directly concern your country. With this in mind,
and building on the success of last year's similar event, the ECON Committee would like to
invite National Parliaments to attend ECON Committee meeting of 17 September 2013at
which a discussion on this topic will take place.

Both the European Parliament and national parliaments have complementary roles to play
within the framework of the European Semester. The European Parliament needs to ensure
the democratic dimension of the European Semester with regard to the European Institutions:
the European Commission, the Council and the European Council. National parliaments have
to ensure the democratic dimension towards their national governments. A dialogue between
these two complementary actors (national parliaments - European Parliament) is useful and
necessary so that they become aware of their complementarities and exchange information
and ideas on the ongoing process. Both the European Parliament and national parliaments
need to ensure that parliamentary control is appropriately exercised at all stages.

Due to the high importance of the subject matter, we would welcome your personal
attendance to express your committee's views on the Country-Specific Recommendations
that will be addressed to your country by the Council of the Union and to comment on the
draft report on the European Semester. You will find attached some questions that could
frame the discussion on Country-Specific Recommendations.

ip-econ@europarl.europa.eu - www.europarl.europa.eu
B-1047 Brussels - Tel +32 2 28 43101 - Fax +32 2 28 49025 SdL/mjs
F-67070 Strasbourg - Tel +33 3 88 1 74132 - Fax +33 3 88 1 79070




The draft agenda, supporting documents and online registration form will be forwarded to the
Brussels representative of your Parliament Chamber in due course by the Directorate for
relations with national Parliaments. For further information on the meeting itself, please
contact Mr. Samuel de Lemos (samuel.delemos@europarl.europa.cu) of the ECON
Committee Secretariat.

I hope that you will accept this invitation and look forward to welcoming you in the
European Parliament.

With best regards,

%%;j%

Sharon Bowles
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EUROPEAN PARLIAMENT
COMMITTEE ON ECONOMIC AND MONETARY AFFAIRS

ECON Committee Exchange of Views with National Parliaments

The 2013 cycle of the European Semester

Tuesday, 17 September 15:00 - 16:30

Suggested topics to frame the discussion

- Have you established national best practises to be as closely as possible
involved in the adoption of the recommendations and their implementation?
How could the political ownership of these recommendations be increased at
the national level?

- Following the adoption by the Council of the country-specific
recommendations, do you expect your government to unveil new budgetary
measures and / or new structural reforms in the new draft budget law?

- Do you consider that the country-specific recommendations provide the right
economic orientations for your country and your main economic partners in the
EU? Do you address potential spill-over effects in the currency union?



EUROPEAN PARLIAMENT COMMITTEE ON ECONOMIC AND
MONETARY AFFAIRS

Note for the attention of Representatives of National
Parliaments

ECON Committee Exchange of Views with National Parliaments on the
2013 cycle of the European Semester

For the second consecutive year, an exchange of views with National Parliaments on the
2013 cycle of the European Semester will take place in the context of an ordinary meeting of
the Economic and monetary Affairs Committee (the ECON Committee) of the European
Parliament, and as part of the parliamentary work on the ECON Report on the European
Semester ("European Semester for economic policy coordination: implementation of 2013
priorities™). Although this meeting cannot be considered as a traditional interparliamentary
meeting, it is nevertheless intended to foster a frank discussion between the National
Parliaments and the European Parliament on the European Semester.

This exchange of views reflects the willingness of the ECON Committee to use innovative

meeting formats in order to gather the national parliaments’ views on issues relating to the
European Semester before ECON concludes its work in 2013.

Purpose of the meeting

The country-specific recommendations adopted by the Council before the summer break
will now have to be implemented in the draft budget laws that are currently being discussed.
This is therefore a topical moment to have a debate on the outcome of the 2013 cycle of the
European Semester.

Moreover, in the current juncture, with the sovereign debt crisis taking a toll on economic
recovery in Europe, an adequate balance between fiscal consolidation and growth enhancing
measures has to be found; since the decisions taken by each national parliament in the
context of the adoption of draft budget laws can have an impact on other Member States, it
is important to discuss together the outcome of the 2013 cycle of the European Semester.

An own initiative report on the 2013 cycle of the European Semester is currently being
discussed at the European Parliament (rapporteur: Ms. Ferreira). The purpose of the debate
is therefore also to feed in the discussion before this report is formally adopted by the
European Parliament, in view of giving feedback to the European Commission on the 2013
cycle of the European Semester before it releases the latest Annual Growth Survey, setting
economic and budgetary priorities for next year.



Practical organisational details

Sitting arrangements

Representatives of national parliaments will be seated in the center of the Committee
meeting room, but behind Members of the ECON Committee, with one member of their
staff next to each of them. Other accompanying staff will be seated in the rear rows.
Speaking-time rules

The exchange of views will be interpreted in 22 languages.

The meeting will start with a 10 minutes presentation by the EP rapporteur Elisa Ferreira of
her report on the 2013 cycle of the European Semester. The floor will then be given to

representatives of national parliaments and MEPs.

Speaking cards will be used to facilitate the debate: representatives of national parliaments
willing to speak will have to fill in a speaking card and hand it to the ushers.

The floor will be given alternatively to 2 representatives of national parliaments and 1
member of the ECON Committee.

Since a lot of participants have registered for this exchange of views, a 3 minutes maximum
speech will be allowed.
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The European Semester: an annual cycle

EUROPEAN PARLIAMENT

- Possible EP resolution on the Beginning of the European Semester
implementation of the cycle - Publication of Annual Growth Survey (AGS)
- Deadline (15.10) to make draft \ and the Alert Mechanism Report (AMR)
budgets public / - Deadline (15.11) for COM to adopt an
Oct :> Nov opinion on draft national budgetary plans

Possible meetings with National
Parliaments on implementation of CSRs

Possible Economic Dialogues
organised by EP with COM,
Council, Eurogroup, European
Council and Member States

Beginning of the
National Semester

Possible EP resolution
ahead of Spring Council

) w Interparliamentary
_ meeting “European
Y & Semester week”

- Economic Dialogue with the
Council (“comply or explain”) /
on draft CSRs ‘ﬁ

- Council of Ministers adopts

CSRs Jun @asa\})

& ’ European Council
Draft CSRs endorsed by endorsement of annual
May h Apr guidelines for growth and

European Council
jobs (based inter alia on AGS)

- Issuance of draft CSRs by COM Deadline for Member States
- Economic Dialogue with COM on submit NRPs and SCPs
draft CSRs
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An overview of the European Semester and Economic Governance tools ("6 and 2-pack")
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November: Next Semester Cycle starts at the

Main steps under European Semester Cycle for all Member States:
November: Communication from the Commission on AGS and report on AMR - Possible EP resolution

»  Annual Employment Guidelines (EGs) proposed by COM and adopted by the EU Council - EP consulted
Multi-annual Broad Economic Policy Guidelines (BEPGs) proposed by COM and adopted by the Council - EP informed
January: European Parliamentary Week to discuss EU priorities for the Semester Cycle
March: EU priorities endorsed by European Council based on the Commission proposal and Council preparations
»  April: Submission by MS of National Reform Programmes (NRP) and Stability or Convergence programmes (SCP)
May: Assessment by the Commission and Council of the NRPs and SCPs
May: Proposal of the Commission of Country Specific Recommendations (draft CSRs)
June: Economic Dialogue with the Commission on the draft CSRs
June: European Council endorsement and Council adoption the CSRs - Possible follow-up EP resolution
June-July: Economic Dialogue with the Council on the CSR (“comply or explain”)
Implementation of the CSRs in Member States
»  October: Submission and monitoring of national draft budgetary plans (€-Member States)

»  Assessment of the Semester Cycle as a whole - Dialogues with MS and EU institutions

>

EU level

Economic governance tools for specific policy challenges in one or more Member State:

Risk of macroeconomic imbalances

Risk to the sustainability of public finance

Assistance to Member States
in financial difficulties

» Alert Mechanism Report based on a
scoreboard

» If needed, in-depth review, including
surveillance missions

» Possibly CSRs (in case of imbalance)

» If needed, corrective action plans in case
of excessive imbalances

» Possible sanction procedures (€-MS)

» Preventive arm of the SGP: medium-term fiscal
plans, surveillance of SCPs and NRPs

» Possibly CSRs

»MS draft budgetary plans based on
independent macroeconomic forecasts

»MS to report on debt issuance plans

» If needed, launching of an Excessive Deficit
Procedure (EDP), including economic partnership
programmes for €-MS

» Possible sanction procedures (€-MS)

» Macroeconomic adjustment programme
(stability support with conditionality) for Euro
Area Member State

» Balance of payments facility for non-Euro

Area Member State

» Enhanced surveillance

» Financial assistance (e.g. ESM, EFSF,
EFSM, IMF)

» Specific role of ECB and IMF as part of the
"Troika"

» Possible technical assistance

Relevant legal texts

Relevant legal texts

Relevant legal texts

» Regulation (EU) No 1176/2011 on the
prevention and correction of macroeconomic
imbalances

» Regulation (EU) No 1174/2011 on
lenforcement measures to correct excessive

macroeconomic imbalances in the euro area

» Regulation (EU) No 1466/97 on the
strengthening of the surveillance of budgetary
positions and the surveillance and coordination of
leconomic policies

» Regulation (EU) No 1467/97 on speeding up
and clarifying the implementation of the excessive
deficit procedure

» Regulation (EU) No 1173/20110n the effective
lenforcement of budgetary surveillance in the euro
area

» Regulation (EU) No 473/2013 on common
provisions for monitoring and assessing draft
budgetary plans and ensuring the correction of
excessive deficit of the Member States in the euro
area

» Treaty on Stability, Coordination and

Governance in EMU

» Regulation (EU) No 472/2013 on the
strengthening of economic and budgetary
surveillance of Member States experiencing or
threatened with serious difficulties with respect
to their financial stability in the euro area

» Council Regulation (EC) No 332/2002
establishing a facility providing medium-term
financial assistance for Member States'
balances of payments

» Rules governing the European Stability
Mechanism (ESM), European Financial
Stabilisation Mechanism (EFSM) and European
Financial Stability Facility (EFSF)




\’\_?3:\ DIRECTORATE GENERAL FOR INTERNAL POLICIES
- - ECONOMIC GOVERNANCE SUPPORT UNIT

EUROPEAN PARLIAMENT

Does the European Semester deliver the right
policy advice?

Zsolt Darvas and Erkki Vihriala
Bruegel

Briefing submitted in advance of the Economic Dialogue with
the President of the Eurogroup in ECON
on 5 September 2013

Abstract

The July 2013 Council recommendations for the euro area recognise a number of fiscal and
macrostructural challenges, but they do not go far enough in exploiting the policy options rendered
possible by the European economic governance framework. There are particular problems with the
Council's suggestions for the euro area as whole, because these suggestions are not (or are not
adequately) reflected by the country-specific recommendations. A major drawback is that the
Council recommendations do not give sufficient importance to symmetric intra-euro area
adjustments. Reference to the euro area’s ‘aggregate fiscal stance’ is empty rhetoric. Insufficient
attention is paid to demand management. The most comprehensive recommendations are made on
structural reforms (labour markets, product markets, business environment, and public finance
management). While the July/August 2013 Article IV IMF recommendations on macroeconomic
policies could have been also more ambitious in certain aspects, still, they better correspond to the
economic situation of the euro area than the Council's recommendations. The President of the Euro
Group should continue the discussions on the completion of the economic governance framework,
including the completion of the banking union and the setting-up of a euro-area institution

responsible for managing the euro area’s aggregate fiscal stance.
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1. Introduction

The European Semester, a yearly cycle of economic policy coordination inaugurated in 2011, lies
at the heart of the European Union’s new economic governance framework. It starts with the
setting of the main priorities by the European Commission in the ‘Annual Growth Survey’, followed
by the submission and assessment of EU member state National Reform Programmes and
Stability and Convergence Programmes. It concludes with country-specific recommendations and
recommendations for the euro area as a whole.

EU member states are expected to implement the recommendations. The two main EU
surveillance procedures, the Excessive Deficit Procedure (EDP) and the Macroeconomic
Imbalances Procedure (MIP), are integrated into the European Semester, and non-compliance
with the Council recommendations may trigger procedural steps, including sanctions.

The third European Semester was concluded by the Council recommendations on 9 July 2013. In
this Briefing Paper, we assess the main fiscal and macro-structural challenges and
recommendations for the euro area and its member states. Given the space constraints of this
briefing paper, we focus on the main challenges for the euro area and therefore we cannot assess
the recommendations for all 17 euro-area member states’. Instead, in addition to
recommendations for the euro area as a whole, we assess the recommendations for the euro
area’s five largest economies: Germany, France, Italy, the Netherlands and Spain. These five
countries account for 83 percent of euro-area GDP, meaning that they represent well the diversity
of the euro area.

We first characterise the main economic, fiscal and financial conditions in the euro area to present
the situation against which the recommendations should be assessed. This is followed by the
summary and our assessment of the main recommendations for the euro area as a whole and for
the five countries. For comparison, we also report the International Monetary Fund's
recommendations in the framework of the Article IV consultations for all five countries and the
euro area. Finally, we summarise our conclusions.

2. Economic and fiscal developments in the euro area

The figures in this section highlight the main economic and fiscal developments in the euro area,
which provide the basis for assessing the Council’'s and the IMF’'s recommendations in the next
section.

! See Table on the 2012 and 2013 recommendations and the European Commission’s assessment of the implementation of the 2012

recommendations for all euro-area member states, as well as the recommendations for the euro area, in European Parliament (2013). See an
independent assessment of the first two rounds of the European Semester in Hallerberg, Mazinotto and Wolff (2012a,b).



Figure 1: Main indicators of the economic cycle
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Source: European Commission Spring 2013 forecast.

In 2012, euro-area GDP fell. It is expected to continue to fall in 2013, despite the recent positive
quarterly growth rate in 2013Q2. The output gap is forecast to widen from -1.2 percent of GDP in
2011 to -2.9 percent in 2013. There is also a growth deceleration in Germany and a forecast
widening of the output gap to -1.0 percent in 2013, though arguably, Germany is in the best
economic condition among the countries we consider. In the Netherlands, the output gap is
expected to widen to -3.6 percent, and to even more in Spain and Italy. The unemployment rate
has also increased in all countries except Germany in recent years. Private consumption and
private investment have also declined in the euro area during the past two years. Overall, the
cyclical position in the whole euro area has clearly worsened since 2011.

Figure 2: Main public finance indicators
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Source: European Commission Spring 2013 forecast.

The euro area’s structural primary budget balance (ie the balance excluding interest payments
and cleaned from the impact of the economic cycle and one-time items) is expected to improve
from -1.6 percent of GDP in 2010 to 1.7 percent in 2013, reflecting an annual fiscal consolidation
effort of 1 percent of GDP per year during the past three years.

Therefore, a rather significant fiscal consolidation has been implemented at a time when the
cyclical position of the euro area has deteriorated considerably. There is no model that claims that
this was an optimal policy (see Box 1). Instead, fiscal stabilisation should allow automatic



stabilisers to run in a cyclical downturn (in which case the structural deficit remains stable and the
actual deficit worsens), or even implement a fiscal stimulus (when the structural deficit also
worsens).

The EU’s fiscal strategy was based on the conviction that fiscal austerity is needed to restore
trust, to limit increases in debt and thereby to lay the foundations for sustainable growth.
Undoubtedly, low public debt has great benefits. But premature fiscal consolidation at the euro-
area level has side effects, and the need for fiscal consolidation at the country-level varies.

The public-debt-to-GDP ratio is indeed high and rising in Italy and particularly in Spain, and
therefore there was no alternative to fiscal consolidation (the only question was its pace).
However, debt levels are lower in Germany and the Netherlands and no one questions their
sustainability. From 2010 to 2013, Germany consolidated its structural primary balance by about 3
percent of GDP and the Netherlands by about 2 percent of GDP. These two countries have
strong policy regimes and more expansive fiscal policies better aligned to their negative output
gaps, and the needs of the euro area would have not led to concerns about debt sustainability. As
a comparison, the US and Japan continue to borrow at low interest rates despite their much
higher public debts and deficits. Therefore, the issue is not a return to ‘failed old debt-making
policies’ in highly indebted countries, but to ensure fiscal stabilisation at the euro area level until
private demand is weak.

Buti and Carnot (2013) challenge some criticisms of the EU’s fiscal strategy and essentially
conclude that fiscal consolidation was necessary in southern Europe, with which we agree. But
they are silent on developments of the aggregate fiscal stance of the euro area, which was
strongly influenced by the major fiscal consolidation by Germany and other euro-area Member
States with strong fiscal fundamentals during the past few years. They only note that the fiscal
stance of Germany is now broadly neutral, which they regard correct: again, this assessment
does not consider the implication of German fiscal stance for the aggregate euro-area fiscal
stance at a time when the cyclical position of the euro area is very weak.

The premature aggregate euro-area fiscal consolidation is hindering the deleveraging of the
private sector and rendering it more difficult for southern euro-area member states to implement
their necessary fiscal consolidation. It is also inhibiting the reduction in intra-euro area current-
account imbalances and pushing the euro area to a current account surplus. This last effect can
worsen global imbalances?.

We therefore conclude that the overall euro-area fiscal stance, significant consolidation from 2011
to 2013, was inconsistent with the sizeable deterioration of the cyclical position. Lack of an
authority responsible for the aggregate fiscal stance has therefore been a major handicap for the
euro area (Darvas 2012b, Wolff 2012).

Darvas (2010) warned that premature fiscal consolidation at the euro-area level will likely lead to these four side effects.



Box 1: Academic findings on fiscal stabilisation, including in a monetary union

Is fiscal policy needed to stabilise output? If the central bank is not constrained by the zero
lower bound on nominal interest rates, the classical models suggest no role for fiscal policy
in stabilisation (Mankiw and Weinzierl, 2011). Mankiw and Weinzierl argued further that
even if the zero-bound is binding, the central bank can stabilise aggregate demand by
committing to future expansionary policy. Krugman (1998) made the same point by arguing
that with policy rates at zero, the central bank faces the dilemma of “promising credibly to
be irresponsible”. If that fails, Mankiw and Weinzerl, and Krugman, agree that expansionary
fiscal policy can increase output, although the former note that welfare gains are larger if
the fiscal reaction consists of tax changes rather than increased public spending. In
practice, central banks do not seem to offset fiscal policy changes completely all the time.
Notably Auerbach and Gorodnichenko (2012) found that fiscal policy has significant effects
on output, particularly in recessions.

The textbook role for fiscal policy in a multi-country monetary union is to counteract national
shocks. Ferrero (2009) argued that countries should respond to idiosyncratic shocks by
varying distorting taxation and government debt. Gali and Monacelli (2008) concluded that
when the central bank targets aggregate price stability, national fiscal policy to smooth
idiosyncratic shocks is desirable both from the viewpoint of the individual country and the
entire monetary union. Nevertheless, in the current situation, countries that could most use
fiscal policy flexibility do not have, or are at risk of losing, market access. Therefore an
important question is whether fiscal expansion in countries with fiscal space would have
positive spillover effects and could be used as an (imperfect) substitute. Hebous and
Zimmermann (2013) found that the effect on output of a currency union-wide fiscal shock is
greater for most countries than the effect of a similarly sized national shock. As the fiscal
costs of an aggregate shock are considerably smaller for each single country than the costs
of purely domestic expansion, this favours coordination of fiscal policies. However, the
impact on particular countries depends on their openness and trade links. For instance,
Cwik and Wieland (2011) argued that the spillover effects are quantitatively small.

It is not realistic though to expect first-best coordination of fiscal policies decided by 17
euro-area national parliaments. Therefore, there is on-going discussion about the need for
a European federal fiscal authority (Darvas, 2012b; Wolff, 2012). Proponents of this argue
that it would act as a stabiliser during an economic downturn. Asdrubali et al (1996)
estimated in their seminal paper that the US federal state smoothed about 13 percent of
shocks to regional output between 1963-90. Cross-border flows of capital income and
credit markets smoothed another 62 percent of shocks. In another study, Mélitz and Zumer
(2002) found that the central government absorbed about 20 percent of regional shocks to
personal income in the United Kingdom, the US and France, while the share was lower in
Canada. Finally, Furceri and Zdzienicka (2012) showed that risk sharing in the euro area is
substantially lower than elsewhere. Furthermore, it is considerably lower during large
downturns when it is most needed. Fiscal integration could therefore contribute to the
stabilisation of the economic cycle in the euro area, beyond other benefits such as further
development of cross-border credit and capital markets.




Figure 3: Indicators of external imbalances
Current account balance (% GDP) Net international investment position (% GDP) REER ULC (2000Q1=100)
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Source: European Commission Spring 2013 forecast (current account balance), Eurostat (net
international investment position) and Darvas (2012a) (unit-labour cost based real effective
exchange rate = REER ULC).

Note: The REER was calculated against other euro-area partners. The REER considers the
business sector excluding construction, real estate and agriculture, and was calculated using
constant 2008Q1 sectoral weights in order to limit the impact of compositional changes on the
REER.

In addition to fiscal consolidation, another concern has been the adjustment of external
imbalances. There has been significant progress on this. The previous current-account deficits of
Spain and ltaly are expected to turn to surpluses, and Spain’s intra-euro real affective exchange
rate has depreciated significantly (though Italy’s has not)*.

However, while Spain’s export performance is indeed impressive (Italy’s less so0), it needs to be
further improved and sustained. Also, it is not easy to determine the parts played by improved
competitiveness and the collapse of domestic demand in the improvement of the trade balance”.
Spain has a close to minus 90 percent of GDP net international investment position (NIIP), which
is largely comprised of debt and is much larger than the 35 percent threshold in the
Macroeconomic Imbalance Procedure (MIP). Therefore, Spain’'s trade balance should shift to a
sizeable surplus in order to ensure external debt sustainability. Italy does not have a large
negative NIIP, but its exports have long been losing market share and its economic growth was
low even before the crisis. Real exchange rate depreciation could foster the development of the
tradable sector, which in turn could improve overall economic growth as a larger share of the
economy would face international competition, fostering productivity growth. Therefore, major
adjustments still lie ahead. Since euro-area member states do not have a stand-alone currency,
intra-euro adjustment is necessary (though not sufficient).

Finally, the weak state of domestic banking systems in southern Europe constrains access to
credit. Non-performing loans continued to increase in Italy and Spain in 2012. Domestic problems
are accentuated by the simultaneous re-nationalisation of banking systems. Foreign banks have

3 We note that in Spain, the major reason for the fall in ULC was massive layoffs (Darvas, 2012a), with adverse social consequences.

4 Using a simple accounting identity, it is possible to calculate the roles played by exports and imports in the improvement of the trade
balance. For example, in the case of Spain, imports contributed by about two-thirds when constant-price data is used. But there were major
changes in the terms of trade and current-price data suggests that exports had a two-third role. Beyond the accounting identity relating exports
and imports to the trade balance, the impact of domestic demand collapse on both imports and exports are not known. For example, due to the
collapse of domestic demand, some produces may have forced to export, even if it is less profitable (and therefore less sustainable). Therefore,
there is much controversy about the roles played by improved competitiveness and the collapse of domestic demand in the improvement of the
trade balance.



significantly reduced their exposure to southern Europe and have therefore withdrawn a major
source of bank funding (Figure 4). Although cross-border intermediation has also decreased in
stronger countries, this is less of a problem for them because they received a massive private
capital inflow which also pushed down interest rates. Furthermore, the nature of the reduction of
bank exposure to Germany and the Netherlands was more related to the Lehman Brothers crash,
and exposure broadly stabilised soon after.

Figure 4: Foreign claims by European banks on selected countries (bn USD), 1999Q4-2013Q1
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Based on these observations, we highlight five major challenges for the euro area:

Aligning the aggregate fiscal stance of the euro area with the aggregate economic
situation;

Stimulating private investment and consumption;

Reducing unemployment in the harder-hit countries by either creating jobs in those
countries, or helping intra-EU mobility;

Fostering symmetric the adjustment of intra-euro price/wage divergences and external
imbalances;

Fully reversing financial fragmentation.

3. The July 2013 Council recommendations
We now turn to the July 2013 Council recommendations, which are summarised in Table 1.
Table 1: Summary of July 2013 main recommendations adopted by the Council

Euro area Germany The France Italy Spain
Netherlands
Fiscal policy - aggregate -preserve sound = -correct -correct -deficit below 3 = -correct
fiscal stance of fiscal position excessive deficit | excessive deficit = % in 2013 excessive deficit
the euro area by 2014 and by 2015 and -achieve MTO by 2016 and
should ensure achieve MTO by | achieve MTO by | by 2014 achieve MTO by

growth-friendly
and
differentiated
fiscal policy

- allow

2015

2016

2018




Demand
management

Labour market

Product
market
/business
environment

Financial
system

-coordinate
aggregate fiscal
stance

- address
employment
crisis

-coordinate and
monitor
national
reforms

-promote wage
growth by
reducing high
taxes and social
security
contributions

-stimulate
competition in
services

-protect
growth-
sensitive public
expenditure

(nothing)

-growth friendly
consolidation
and tax reform

-stimulate
competition in
services
-foster
innovation and
exports
-improve the
business
environment

-growth-friendly
fiscal
consolidation
-upgrade
infrastructure

-stimulate
competition in
services
-growth-friendly
tax reform
(reduce taxes
on labour and
capital; increase
taxes on
consumption,
property and
environment)

-reduce
government
arrears

-stimulate
competition in
services
-improve the
business
environment




Intra-euro
area
adjustment

Private debt

Public finance

management

Other reforms

-address
national
distortions to
saving and
investment in
both current
account deficit
and surplus
countries
-implement
effectively the
MIP

(nothing)

(nothing)

-implement
debt brake in all
Lander

- cost-
effectiveness of
healthcare
spending

- efficiency of
the tax system
-extend public
procurement

Source: Bruegel based on official documents.

(nothing)

-pension, health
and long-term
care reform
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-lower labour
costs

-reform of the
relation
between central
and local
governments

- cost-
effectiveness of
healthcare
spending

- efficiency and
simplification of
the tax system
-public
expenditure
efficiency
-pension and
health reform

- labour market
and wage
setting reform
to align
productivity and
wages

-efficiency and
quality of public
expenditures
-improve
coordination
between layers
of government
-public
expenditure
efficiency
-extend public
procurement
-improve tax
collection

-Support
schemes for
internationalisat
ion of firms

-independent
fiscal council by
2013

-reform of local
administration
- cost-
effectiveness of
healthcare
spending
-efficiency of
overall public
administration
-remove
indexation of
public
expenditures
-pension reform
-tax reform




When assessing the Council recommendations, one has to bear in mind that they are required to
comply with the euro area’s new economic and fiscal governance framework. For example, even
if a case can be made for a more active fiscal policy at the euro-area level, the revised Stability
and Growth Pact and the Fiscal Compact (Treaty on Stability, Coordination and Governance in
the Economic and Monetary Union) set limits on structural deficits®. Also, monetary policy is the
responsibility of the independent European Central Bank and therefore the Council should not
give recommendations that are related to the authority of the ECB. The recommendations
therefore have to be assessed within the remits of the fiscal framework, while the governance
framework itself has to be assessed separately (which is beyond the scope of this briefing paper).

We make the following observations:

1. A number of euro-area recommendations are not (or are not properly) reflected in
country-specific recommendations. Specific examples are the aggregate fiscal
stance of the euro area (see point 2 below), the adjustment of both current account
surpluses and deficits (point 7) and the financial sector repair (point 8). Who will be
responsible for allocating among euro-area member states the tasks for the euro area if
the Council does not do this? The country-specific recommendations do not detail the
contribution of the particular country to the implementation of the euro-area
recommendations. There has therefore been no improvement since Hallerberg,
Marzinotto and Wolff (2012) concluded that “...the European Commission and Council
issue... separate recommendations to the euro area. Still, this seems like an empty
exercise. It is not clear who the euro-area recommendations are addressed to and who
is supposed to implement them. Euro-area considerations should not be treated in a
separate document, but should cut across all country-specific recommendations for
euro-area countries.”

2. The concept of the “aggregate fiscal stance of the euro area” is a largely empty
concept. The recommendations call for an “aggregate fiscal stance for the euro area
as a whole to ensure a growth friendly and differentiated fiscal policy”. The rest of the
recommendation suggests that Eurogroup discusses the Commission’s opinion of the
draft budgetary plans of each member states of the euro area (which should reflect
country-specific situations and have to be in line with the Stability and Growth Pact) and
their interactions. However, the recommendation does not specify the ideal aggregate
fiscal stance of the euro area and therefore there is no way for allocating the ideal
stance among the countries. The adopted bottom-up approach will not ensure that the
aggregate of the national actions of the 17 member states will coincide with the needs
of the euro area economy. Also, the country-specific suggestions do not consider the
spillover effects from one country to other countries or the euro area as a whole.

In our view, mere coordination of fiscal policies will not achieve an optimal fiscal policy
for the euro area, because national fiscal policies are approved by national parliaments,
and national parliamentarians primarily consider their own countries, and not the euro
area as a whole, when setting fiscal policy. Only the establishment of a euro-area fiscal
institution responsible for managing the euro area’s fiscal stance (financed ideally from
direct tax revenues) would be able to achieve an adequate fiscal stance (Darvas,
2012b, Wolff, 2012).

For a summary of EU’s economic governance, see European Commission (2013).
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3. Certain principles are not applied equally. As laid out in the document for the euro

area, member states with “significant and potentially rising risk premia should limit
deviations from the nominal balance targets even against worse-than-expected
macroeconomic conditions”. The risk premia of Italy and Spain are broadly similar (Italy’
premium is slightly lower than Spain’s). The quoted principle was probably applied to
Italy (“Ensure that the deficit remains below 3% of GDP in 2013.”), but not to Spain, a
country (along with France and the Netherlands) that was given more time to meet the
nominal deficit target of 3 percent of GDP. (We note that it was the right decision to
extend the deadline for meeting the nominal targets at a time when the economic
situation became worse than expected).

. The fiscal strategy continues to reflect a consolidation bias, which is not

consistent with the economic situation of the euro area. We have noted that the
euro area’s challenging cyclical situation warrants a less-austere aggregate fiscal
stance. But by recommending that Germany preserves its sound fiscal position, and
that other countries pursue fiscal consolidation, the aggregate fiscal stance of the euro
area will be too tight, even if the pace of consolidation at the euro-area aggregate level
slows down compared the past years®. According to the European Commission,
Germany has met her medium term objectives (MTO) with a wide margin in the
preventive arm of the Stability and Growth Pact (SGP) and is forecast to have 0.3-0.4
percent of GDP structural budget surplus in 2013-14, well above 0.5 percent structural
deficit threshold of the Fiscal Compact. The deficit goals at the federal level under the
national debt brake rule were also achieved well ahead of schedule. Therefore, the
fiscal rules would have allowed more broad-based tax cuts to stimulate private
investment and consumption and measures to increase public investment, but no such
recommendations are made for Germany.

. A major weakness is that demand management is only indirectly included in the

euro-area recommendations and the recommendation for Germany is feeble. The
Council’'s proposal for coordinating of the aggregate fiscal stance of the euro area and
attempting to lower unemployment may increase demand. However, we already argued
that the aggregate fiscal stance is largely an empty concept; furthermore, there was no
direct recommendation for the euro area to increase demand, despite the continued fall
in private consumption and investment. Among the five countries that we consider, only
Germany received a suggestion that it should boost domestic demand. Yet while the
actual text includes important policy goals, overall, it fails to emphasise the main point
of stimulating aggregate private demand: “Sustain conditions that enable wage growth
to support domestic demand. To this purpose, reduce high taxes and social security
contributions, especially for low-wage earners and raise the educational achievement of
disadvantaged people. Maintain appropriate activation and integration measures,
especially for the long-term unemployed. Facilitate the transition from non-standard
employment such as mini-jobs into more sustainable forms of employment. Take
measures to improve incentives to work and the employability of workers, in particular
for second earners and low-skilled, also with a view to improving their income. To this
end, remove disincentives for second earners and further increase the availability of
fulltime childcare facilities and all-day schools.” Reducing taxes and social security
contributions are right tools, but the clause to the sentence in which this suggestion is
made calls for raising the educational achievement of disadvantaged people,

6

We also note that France is not recommended to implement public spending cuts, while it has one of the highest public spending

ratio (relative to GDP) in the EU.
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suggesting that this is a major channel for increasing demand (with which we disagree).
The rest of the paragraph emphasises the goal of increasing employment, which is of
course important, but it is unlikely to contribute to a significant increase in domestic
demand in a country in which both the labour force participation rate and the
employment rate are the second highest in the euro area and in which the
unemployment rate is at a two-decade low’.

6. Investment is not a priority. Related to the previous point, while the 2012 euro-area
recommendations stated the goal of increasing public investment, this recommendation
was not made in 2013. Also, no recommendations were made for Germany to increase
public investment (which is among the lowest in the euro area relative to GDP — see
Figure 5) or to stimulate private investment (which is also among the lowest). We single
out Germany here because it is the country with the largest external surpluses and
could arguably benefit from more domestic sources of growth. Because of its size, its
actions also have the most significant spillover effects on other countries.

Figure 5: Gross fixed capital formation (% of GDP) in 2012
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7. According to the Council, the adjustment of intra-euro area competitiveness
divergences and external imbalances should be largely one-sided, ie only deficit
countries should adjust. One of the 2012 Council recommendations for Germany
was “create conditions for wages to grow in line with productivity”, yet even this
suggestion was not ambitious enough, because it referred to future developments and
not to the correction of past divergences. But the 2013 recommendations for Germany
do not even mention the relationship of wages to productivity, nor mention the need for
a more symmetric intra-euro adjustment, but provide only a general comment on wage
growth, as we noted in point 5. The recommendations for Germany and the
Netherlands also fail to mention these countries’ current-account surpluses, which are
larger than the threshold in the MIP®. The European Commission’s background
document for Germany does say that Germany and the rest of the euro area would
benefit from the unwinding of current account surpluses in Germany, but this is said

! Among the 17 euro-area countries, the Netherlands had the highest labour force participation rate (75.1 percent) and the highest

employment rate (79.3 percent) in 2012, followed by Germany (72.8 percent and 77.1 percent, respectively), while the euro area averages are
63.8 percent and 72.0 percent, respectively.

8 Note that the MIP thresholds for current account balances are asymmetric: plus 6 percent of GDP for surpluses and minus 4 percent
of GDP for deficits (considering the 3 year backward moving average of the current account balance as percent of GDP).
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very cautiously and hidden somewhere in a 30-page working document and this issue
is not addressed in the country-specific recommendations®.

We note that symmetric intra-euro area price adjustments would be necessary not just
for rebalancing price-competitiveness between deficit and surplus countries of the euro
area, but also for public debt sustainability. Competitiveness adjustment in deficit
countries requires persistently lower inflation than in major trading partners, but low
inflation worsens public debt sustainability. When inflation in surplus countries is low
(e.g. below two percent), inflation has to be even lower in southern Europe,
undermining debt sustainability (Darvas, 2013b). The Council recommendations also
do not consider this important interplay between intra-euro adjustment and public debt
sustainability.

8. The country-specific recommendations highlight the need for domestic markets
to be opened to greater competition, particularly in the service sectors and in
public procurement, but lack EU level initiatives. The recommendations rightly
stress the significant potential growth that could be stimulated by opening up regulated
professions, which are generally protected by high barriers to entry. But the
recommendations focus on country-specific solutions. However, associations of
professionals have powerful tools for lobbying national parliaments; these tools have
traditionally been used to shield professions from external competition, making national
progress slow and often incomplete. It is therefore desirable to promote complementary
initiatives at the EU level in order to speed-up the convergence of professional services
regulation in member states, and to increase domestic competition. The 2006 Services
Directive could serve that purpose, but additional effort at EU level is needed in order to
promote the effective and uniform implementation of the Directive throughout Europe.
Likewise, the recommendations rightly stress the need for an increase in competition in
network industries, such as telecommunications, energy and transport and, particularly,
railway services. It appears however that a key role in the opening of national markets
to competition should be played at an EU level, by reducing single market
fragmentation and stimulating cross-border™®.

9. The suggestions for financial sector repair go in the right direction, but remain
too timid. Although the euro-area recommendations include a call to limit national
supervisory incentives for re-nationalisation of bank assets and liabilities, this is absent
from the country-specific recommendations. Another issue that is not properly
addressed is the general under-capitalisation of the European banking system, which
extends to the core countries. The US banking system remains better capitalised,
although the euro area should arguably aim even higher.

10. The most comprehensive recommendations are on structural reforms aimed at
improving the functioning of labour and product markets and making the
business environment more growth-friendly. There are several specific suggestions
for, for example, France, Italy and Spain on complementing labour market reforms.
These are important questions to be addressed to ensure the long-run viability of the
monetary union and national social contracts.

11.Recommendations on improving public finance management are all point toward
the right goals. Several countries are recommended to improve the efficiency and

China.
10

We also note that in 2011 and 2012 Germany became the country having largest current account surplus in the world, ahead of

This assessment was made by Mario Mariniello.
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quality of public expenditures, including healthcare and pension reform, extending
public procurement, complementing national fiscal governance frameworks and
reforming the relation between the central and local governments.

Based on these observations, we therefore conclude that the main priorities of the Council's
country-specific recommendations are:

Complete fiscal consolidation, with a view to the composition of the adjustment (‘growth
friendly”);

Reform of labour markets;
To stimulate competition in services and improve the business environment;
To improve public finance management through institutional reforms.

Meanwhile, the following areas are not a priority in country-specific recommendations in an
appropriate way:

Demand management;

Symmetric intra-euro area competitiveness and current-account adjustment (even though
the euro-area recommendations underline the importance of adjustment of both current
account surpluses and deficits);

Repair and reform of the financial system (even though the euro-area recommendations
emphasise the importance of bank balance-sheet clean-up, recapitalisation and the
removal of national supervisory barriers for financial integration).

Therefore, even considering the limitations inherent in the European economic governance
framework, the July 2013 Council recommendations do not go far enough in addressing a number
of important challenges. Furthermore, certain tasks that pertain to the national authority are
assigned to the euro area with little prospect of meaningful action.

Table 2 in the Annex summarises the IMF's July/August recommendations as concluded in its
Article IV consultations™. While the IMF uses a careful language, does not suggest a radical
departure from current policies and could have been more ambitious in certain aspects, in our
assessment the IMF recommendations better correspond to the economic situation of the euro
area than the Council’'s recommendations. The IMF favours a less-austere fiscal stance for the
euro area (such as welcoming a modest loosening in Germany and suggesting a recalibration of
fiscal policies if growth does not strengthen as envisioned; no further fiscal consolidation in 2013
in the Netherlands; some easing in France), suggests measures to achieve a more symmetrical
intra-euro area adjustment (like increasing the wage share and boosting consumption and
investment in surplus countries), and makes country-specific suggestions for financial-sector
repair, beyond the overall suggestions for the euro area.

1 We note that Article IV recommendations reflect the opinion of IMF staff, and not necessarily the decision making bodies of the IMF.
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Box 2: Energy sector recommendations

The Council's structural recommendations also include suggestions for the energy sector, and
highlight a number of serious short-term issues, such as the tariff deficits in Spain, high
renewables cost in Germany and inadequate national and/or international networks in France,
Germany, Italy and Spain.

However, important long-term developments that undermine the functioning of the internal
energy market are not addressed. France and Germany are moving ahead with the
implementation of national capacity mechanisms that might result in national schemes driving
investment, instead of a European market incentivising the most economic solution. Nor do
the Council's recommendations address the direct and indirect inefficiencies of national
renewable support schemes — compared to using existing cooperation tools. Developments
like the discussion on a special coal tax in the Netherlands, which would undermine the EU
emissions trading system — the cornerstone of European decarbonisation efforts — are also
not on the Council's radar screen. Finally, volatile and uncoordinated national energy
policymaking that lacks a clear vision about how energy investments should be remunerated
in the future are not discussed. Such ad-hoc measures not only make the sector
‘uninvestable’ but also prevent the development of a stable European regulatory framework.

Overall, the Council documents do not address the worrying trends of divergence in the
European internal energy market.*?

This box was prepared by Georg Zachmann.

4. Conclusions

The July 2013 Council recommendations for the euro area and for its member states recognise a
number of fiscal and macrostructural challenges but do not go far enough in exploiting the policy
options offered by the European economic governance framework.

The recommendations are most comprehensive when they deal with various structural reforms,
including labour market reforms and fiscal governance. The recommendations also rightly stress
the significant potential growth that could be stimulated by opening domestic markets to greater
competition, particularly in the service sectors, though several regulatory issues are delegated to
the national level when EU-level initiatives are also needed.

The opposite is true for macroeconomic policies: certain suggestions are made for the euro area,
such as achieving an adequate aggregate fiscal stance of the euro area, symmetric adjustment of
intra-euro area imbalances and financial sector repair, but these suggestions are not (or not
properly) reflected in the country-specific recommendations. It is therefore unclear who will
implement the euro-area recommendations.

The concept of “aggregate fiscal stance of the euro area” has no implications for policy,
because the optimal fiscal stance of the euro area is not defined and each country is
advised to implement its own fiscal strategy, without any regard to its impact on the rest of
the euro area.

12 See Zachmann (2013) for a blueprint on how to reap the significant benefits from an integrated European electricity market.
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Demand management receives almost no attention at a time when private consumption
and investment is falling in the euro area and the output gap is largely negative. In our
view, fiscal consolidation has to continue in those countries that have high public debts and
deficits, like Spain, but those countries, like Germany, that have over-performed the
European and national fiscal targets, should have been advised to boost private and public
investment.

The country-specific Council recommendations do not place enough importance on
symmetric intra-euro area competitiveness and current-account adjustments. This
shortcoming will make adjustment in former deficit countries much more difficult.
Furthermore, lack of symmetric price adjustment will worsen public debt sustainability in
southern Europe.

Suggestions for the repair and reform of the financial sector are also too timid, and the
country-specific recommendations largely miss the national to-do list corresponding to the
euro-area recommendations on bank balance sheet clean-up, bank recapitalisation and
reversing financial fragmentation.

While the IMF's July/August 2013 recommendations could have been more ambitious in certain
aspects, still, they better correspond to the economic situation of the euro area, by favouring a
less-austere fiscal stance, a more symmetric intra-euro area adjustment, and by making country-
specific suggestions for financial sector repair.

The President of the Euro Group is in a difficult position to facilitate the collective and individual
actions of the euro area’s member states. If a country is in a somewhat better economic situation
than the rest of the euro area (eg Germany), it is difficult to convince its leaders and
parliamentarians that they should implement certain measures (partly) for the sake of other
countries. Conversely, a country in a worse economic situation than the rest of the euro area (eg
Italy) might not have the fiscal space to address its own demand-shortage problem. Overall, this
renders the euro area’s aggregate fiscal stance overly tight. These inherent difficulties highlight
the incompleteness of the euro area’s economic governance framework and underline the need
for further reforms, including the establishment of a fiscal authority responsible for the
management of the euro area’s aggregate fiscal stance.

Annex: IMF Article IV recommendations for the euro area

Table 2: Summary of July/August 2013 main recommendations by the IMF

Fiscal
policy

Euro area Germany Netherlands France Italy Spain

-define and - A projected -Fiscal policies -2014 -rebalance -consolidation
assess fiscal modest should focus consolidation adjustment to should
consolidation in loosening in on structural should be eased | support continue in a
structural terms 2013 is targets and -reorient growth gradual and
-even revised appropriate allow towards favour growth-friendly
deadlines may be - the fiscal automatic expenditure spending cuts fashion

too strict for stance is stabilizers to containment offset by tax

some countries appropriate operate - In the medium | decreases

-credible - fiscal over- - no further term, tighter -broaden tax

medium-term performance to consolidation spending base (keep

frameworks be avoided for 2013 control by local property tax)

needed to - if growth authorities and -combat tax

counteract disappoints, improved evasion

slower short- fiscal policies efficiency of -binding multi-

term need to be social spending year

consolidation recalibrated expenditure
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ceilings

-independent
budget office
Demand -Stronger ECB -see above (see above) - Undertake a - accelerate -nominal (and
manageme policies (forward - financial growth friendly payment of possibly even
nt guidance, rate reform should tax reform to government structural)
cuts, lower promote support the arrears targets should
haircuts, new domestic consolidation -increase be flexible if
LTROs, asset investment public growth
purchases) investment disappoints
-do not react to
further negative
surprises by
tighter fiscal
policy
- reducing
general euro area
uncertainty
would catalyse
investment
Labour -tackle labour -lower the tax -reduce duality | -tackle cost of -raise low -increase firms’
market market dualism wedge, in -limit labour employment, flexibility
-foster migration particular for unemployment | -reduce bite of especially -reduce duality
the low skilled benefits to two | minimum wage among the -enhance
-improve quality | years - reduce young and opportunities
and availability -pension inactivity traps women for unemployed
of early reform for young and -reduce duality | -social
childhood low-skilled -lower taxes on | agreement
education workers second earners | combining
-review the -better job -encourage employment
family policy to search firm level promises, wage
improve its flexibility moderation
efficiency and fiscal
incentives
Product -promote single -remove -distortions in -liberalize - reduce high -enact
market/bu | market (e.g. via disincentives to | housing product market, | entry barriers proposed
siness services directive) | invest in higher market need to | in particular and reforms to
environme -promote new risk, higher be eliminated services regulations remove
nt FTAs growth sectors. -support basic (particularly in | regulation that
-flexibility at the -promote research and services) fragments
firm level widespread use education -reduce high markets,
-lower barriersto | of ICT cost of energy promote
entry and exit -accelerate the -enact entrepreneursh
integration of privatization ip and
pan-European agenda professional
transportation -legal reform services
and energy
networks and
increase
competition in
network
industries
Financial -support credit -continue - - tax incentives -increase tax -increase
system provision to SMEs | reforms recapitalisation = on financial deductibility of = capital
(ECB, EIB, EC) -raise capital and reduced products should | loan losses -clean up loan
-asset quality levels reliance on be better -ensure books
review followed wholesale aligned with adequate -remove credit
by funding bank regulatory | capital and supply
recapitalization necessary objectives liquidity constraints
-agree on a buffers
common -enhance
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backstop (ESM?)
-finalize SSM
-introduce SRM
-clarify bail-in
rules

corporate
governance
-support SME
financing

Intra-euro
area
adjustment

- the adjustment
so far has been
somewhat
asymmetric
-Further
adjustments in
relative prices
and sizeable real
exchange rate
depreciations (5-
15 percent)
necessary for
some peripheral
countries

- surplus
countries need to
increase
productivity in
non-tradables to
increase
consumption;
investment
would increase if
euro-area
uncertainty is
reduced

- deficit countries
need to continue
the reallocation
of resources to
the tradable
sector (lower
costs, implement
structural
reforms, repair
banks)

-increase labour
share of
national income

(nothing)

-tackle labour
costs

-risk of falling
behind Southern
crises that are
experiencing
large
competitiveness
gains

-so far, little
devaluation
relative to euro
area, which
would be
helpful to
improve
competitivenes
s

Private
debt

-resolve bad
private sector
debt

-use insolvency
procedures more
boldly

(nothing)

(nothing)

-accelerate
write-off of
bad loans
-expedite the
judicial process
of write-downs

-reform
insolvency
regime to
incentivize
write-offs and
corporate
balance sheet
clean-up

Source: authors’ elaboration based on official documents.

Note: the Dutch document is from March 2013; all other documents are from July/August 2013.
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Introduction

The European Semester cycle closes in early July with the endorsement of the country-specific
recommendations (CSRs) by the European Council. Member State governments are then
expected to implement such recommendations into budgetary decisions, structural reforms and
employment policies. The recommendations are formulated on the basis of specific challenges
previously identified by the Commission in the framework of the annual growth survey (budget
and structural challenges) as well as within the macroeconomic imbalances procedure and after
hearings of the European Parliament.

Two stages are therefore crucial in this process: first, the identification of main challenges within
the framework of the EU policy instruments, which include fiscal issues (falling under the
spectrum of activity of the ‘traditional’ SGP), macroeconomic imbalances (falling under the new
excessive imbalance procedure, EIP) and major overarching economic objectives, including
growth and financial stability. Second, the identification of the challenges has then to result in
policy recommendations.

There are sets of formal CSRs for each Member State (except the four programme countries
Cyprus, Greece, Ireland and Portugal) and for the euro area as a whole, each of which covers a
whole array of fiscal and structural measures. The summary document on the implementation
furnished by the European Parliament’ runs to about 50 pages in a schematic format. Any
detailed analysis of the CSRs would thus easily run to hundreds of pages.

Hence, this short briefing paper cannot provide a detailed analysis of the CSRs and their
implementation, and even less so for each country. Instead, it will concentrate on one core
policy challenge, which in our view is not properly recognised in the CSRs. We will also use two
examples to illustrate that judging the implementation of broader based recommendations
remains highly subjective.

Our key argument reads as follows. First, the external adjustment in the euro area periphery is
almost complete as their current accounts are now close to balance and turning into surpluses
in some cases. This leaves the fiscal correction, both in terms of flows (deficits) and in terms of
stock (i.e. excessive debt ratios), as the most important and difficult challenge.

Secondly, it is widely recognised that over the medium run, restoring competitiveness is a key
requirement for ensuring that external debt can be serviced and growth can resume without
large external imbalances reappearing. Structural reforms might help to increase productivity,
but this will take time. It is thus certain that a significant internal devaluation will be unavoidable
in several countries (some countries have already achieved part of this).

What is not recognised in the CSR is that the internal devaluation makes the achievement of the
debt reduction target much more difficult. Indeed, a key limit of the CSRs is that they fail to
acknowledge the trade-off between debt reduction and increasing competitiveness.

! See TABLE 1 on Country Specific Recommendations (CSRs) under the European Semester Cycles 2011, 2012
and 2013. European Parliament;
http://www.europarl.europa.eu/committees/en/econ/publications.htm|?id=ECONO00012#menuzone



When it comes to structural issues, there is little doubt that financial stability is the key structural
challenge for the monetary union as whole and only a true banking union can fully address it.
However, this challenge falls outside the field of action of the European Semester. Country
recommendations can address financial stability challenges related to country-specific problems
but would fail to tackle the one at the level of the system.?

The rest of this paper is organised as follows. The next section provides some indication of the
fiscal challenges and competitiveness divergences and shows how the need to restore
competitiveness conflicts with the fiscal challenge and alters the debt-to-GDP ratio. The last part
of this section makes a similar point by looking at debt sustainability in terms of flow variables
for both the government and the private sector, with special emphasis on SMEs.

Section 3 moves away from fiscal issues and focuses on reforms. It challenges the way
implementation is pursued by countries and provides two examples of the reaction of Germany
and Italy to recommendations relating to structural policies. The last section concludes.

1.  Which challenges?

The country-specific recommendations identify a list of policy recommendations in numerous
areas, which include government spending, taxation, sovereign debt, labour market, services
market, banking sector, energy market, education and the business environment at large. With
the specific recommendations issued in 2013 almost each country of the euro area is being
asked to monitor risks, introduce corrective policy measures or provide incentives for the
purpose of the good functioning of domestic systems and markets (segments) in each of the
areas listed above.

This is the consequence of both the crisis and the attempt to make sure that a coherent system
of surveillance is applied to all countries and that the policy stance is consistent across the area.

However, the challenges are uneven, both in economic terms and required policy responses,
given that the crisis has hit in a heterogeneous fashion and structural conditions of Member
States differ a lot across the Union. Furthermore, from a system perspective, in some cases,
country-specific challenges are more relevant than others as the incapacity to face such
challenges could have spill-over effects beyond national borders.

For the purpose of this paper we will focus on one challenge that is particularly relevant for
peripheral euro area countries; a challenge that is created by trying to restore both external and
fiscal balance simultaneously.

1.1 Short-term challenge: Fiscal adjustment

Although the fiscal policy stance became restrictive in almost all euro area countries and some
implemented drastic public spending cuts after the implementation of the European Recovery
Plan at the end of 2008, their budgetary position still remains negative and progress in terms of
debt reduction is not yet visible anywhere. The debt-to-GDP ratio remains high on average and
in many countries it is not yet under control.

% In principle the euro area wide recommendations could play a role in this respect and address the issue of financial stability.
However, national diverges within the Council around the issue of the Banking Union and the opposition of large countries to
certain elements of it make such a kind of recommendation unlikely .



Figure 1. Government debt as % of GDP: Sovereign debt ratios not yet under control.
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Source: European Commission services (AMECO).

This situation makes fiscal adjustment the main short-term challenge for several countries, in particular
for those who have been hit most severely by the crisis. In those countries the fundamental issue is how
to make sure that debt can be serviced, given that the debt is very high relative to GDP and the growth
rate, current and expected, remains low. Higher growth rates of (hominal) GDP would of course help to
reduce the debt/GDP ratios, but in some countries there is little prospect of this happening.

1.2 Long-term challenge: Restore competitiveness

There is no need to review, at length, the divergences in competitiveness that have arisen within the
euro area over the last decade. Figure 2 below provides a standard illustration for this.

Figure 2. ECB competitiveness indicator, unit labour cost, index, 1999Q1=100
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The figure displays the large gap in unit labour costs that arose between Germany and other
euro area countries up to 2008, but also how this trend is now reverting and some convergence
is materialising, notably in Ireland, Spain and Greece. Several countries still have a long way to
close the gap with Germany, however. This suggests that for some time yet prices will have to
fall or productivity would need to increase in the euro area periphery relative to Germany.

1.3 Is debt deflation a risk?

According to what we argued in the two previous sub-sections, countries in the euro area
periphery are struggling to achieve two goals, which should be pursued simultaneously: they
have to engage in austerity to reduce fiscal deficits and, at the same time, regain
competitiveness. Restoring competiveness, in a monetary union, requires an internal
devaluation. This means that domestic prices and wages in countries such as Greece, Portugal
and Spain have to be reduced close to German levels, although not necessarily on a par with
the German levels. Such fall in domestic prices will inevitably have a negative impact on
nominal GDP, which at best will stagnate, maybe even fall. This lack of growth in nominal GDP
in turn makes debt service more difficult.

In this section we propose a measure of the effect of the necessary price realignment on debt.
For this purpose, we concentrate on the GDP deflator and not on unit labour costs because
government revenues are usually proportional to (nominal) GDP, and do not depend directly on
the evolution of labour costs.

The phenomenon whereby lower GDP growth makes debt service more difficult is often referred
to as ‘debt deflation’, a concept introduced by the economist Irving Fisher® in the 1930s. At that
time he identified a self-reinforcing feedback loop that was operating between falling prices and
the economy. Falling prices made it more difficult for debtors to service their debt, but debt
servicing difficulties in turn meant weaker demand, which then led to more deflation. In fact
Fisher's argument goes beyond this evidence and emphasises the role played by the tight link
between the credit cycle and the real economy, both during boom and bust (which in extreme
cases can lead to depression). His argument starts from the observation that in a situation of
over-indebtedness, deflation raises the real interest rate and the debt burden and induces
distressed selling; this potentially increases bankruptcies and lowers profits. This then feeds
back into the real economy as lower demand and output, which leads to lower prices. This
sequence is quite comparable to the situation of the US in the late 1920s and the depression of
the 1930s is an extreme example of debt deflation. Indeed, by 1933, prices had fallen by close
to 40% relative to the level of 1929 and nominal GDP went down to about half of its level in
1929.

The situation in the euro area today is very different from back then, prices are still increasing
and nominal GDP is also increasing in most Member States, albeit at low rates. Nevertheless, a
milder form of debt deflation is operating in some countries where a large adjustment in relative
prices is required and not yet completed. This difficulty has not been recognised in the country-
specific recommendations addressed to any of the Member States.

¥ See Fisher (1933).



Debt deflation can be looked at both from a stock and flow perspective. From the point of view
of the stocks, debt sustainability is usually assessed on the basis of the debt-to-GDP ratio. This
static approach neglects the ability to generate economic growth, which depends on the
competitiveness of a country. Competitiveness is a relative concept which is particularly relevant
within a monetary union. In order to measure the sustainability of the sovereign debt of a
country accounting for its competitiveness, one should not look merely at nominal debt stock
divided by GDP evaluated at today’s prices, but at debt relative to GDP evaluated at the price
level that would make the country competitive, and hence able to repay the debt.

This stock aspect of the debt deflation can be operationalised by simply evaluating today’s GDP
with the GDP deflator that would make the country competitive again, i.e. under the hypothesis
that prices have realigned to the competitiveness level of the other Member States.*

Figure 3 below shows the evolution of the GDP deflator and the average for the euro area
countries, between 1999 and 2012, and suggests that all peripheral countries under financial
stress and with highest debt today have experienced the largest increase in the indicator.
Ireland is an exception since the country already experienced a swift adjustment in prices that
absorbed the increases accumulated during the booming years until 2007.

* This can be expressed as follows:
(Dt]i _ D RY, D B D R
Y,/ “PY BY, PY P* Y, P
a
The formula above simply says that the competitiveness- adjusted debt-to-GDP ratio of a country i, {_[:—‘) , IS given
£
: . D
by its standard debt-to-GDP ratio, ':_t
t
In practice, the benchmark for evaluating the loss/gain of competiveness of a euro area country relative to the other
Member States is the ratio of their GDP deflator today compared to that at the start of EMU, i.e. in 1999. This
starting point also seems appropriate in light of the fact that at that time Germany was running a (small) current
account deficit and most of the euro area periphery had small deficits or actually surpluses (ltaly).

- . B
corrected for the competitiveness of the country relative to the euro area, -



Figure 3. GDP deflator, change between 1999 and 2012 (price index, 1999Q1=100)
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Source: European Commission services (AMECO), Price deflator GDP at market prices.

Note: 1999 is assumed to be the base year.

Our key argument reads as follows: assuming that all deviations from 1999 have to be corrected
one can calculate the price adjustment needed for each country, relative to the euro area
average. The second row in Table 2 shows that, for example, the GDP deflator of Italy would
have to fall by 5% (relative to the euro area average), whereas that of Germany should increase
by 10% to be in line with the average. These values can been used to calculate a
‘competiveness adjusted’ debt-to-GDP ratio. The result of this thought experiment is contained
in the last row of Table 1, which shows the ‘competiveness adjusted’ debt ratio.

Table 1. Competitive-adjusted debt-to-GDP ratios (reference year 1999)

Belgium Germany lIreland Greece Spain France |Italy Netherlands Austria Portugal Finland EA-12

Debt-to-GDP 100 82 118 157 84 ) 127 71 73 124 53 98
Ad#‘;i‘t’:re”t 1.04 0.90 098 111 114 101 105 1.05 1.00 1.05 099  1.00
Adjusted
debt ratio 104 73 115 174 96 91 133 75 73 130 53 101

relative EA

Source: own calculation based on European Commission services (AMECO).

This implies that the debt ratio in Italy, as well as in Spain, Greece and other countries is in
reality even higher than officially measured; whereas that of Germany is lower than the official
value. The difference between the standard measure and the ‘competiveness adjusted’ debt
ratios represents the impact of (relative) debt deflation. The table suggests that Germany is now
enjoying ‘debt inflation’. It is clear that for some countries, notably Italy and even more so



Greece, where the level of debt is already very high debt deflation is important as it makes the
achievement of lower debt/GDP ratios even more difficult.

This approach suggests that (relative) debt deflation is an important phenomenon, but mainly for
the two countries with the highest level of debt ratio. The situation should be manageable for
Italy (where the competitiveness-adjusted debt ratio is 133% of GDP instead of the 127%), while
for Greece both ratios (‘normal’ at 157% of GDP and competitiveness adjusted at 171%) seem
so high to denote an unsustainable situation. Since most Greek debt is now owed to official
lenders, the IMF and the ESM (which are the main creditors) will have to recognise that the
more progress Greece makes in reducing its price level (and thus regain competitiveness) the
higher the debt/GDP ratio will be and the more difficult it becomes for the government to service
the debt.

The countries that had lost competitiveness in the past often have a debt/ratio above the
average today. This implies that in most cases the changes in competitiveness work in the
direction of magnifying already exiting disparities: as shown in the table, Germany, which
already has a relatively low debt ratio, will benefit from debt inflation. By contrast, Italy and
Greece, which already have high debt ratios, will suffer from debt deflation.”

The values shown above are computed based on the reference year 1999. Other experts and
analysts have taken different approaches, resulting in much larger adjustment needs. Below we
show an equivalent calculation to that in Table 1 but assuming 1995 as the reference year. This
is consistent with the analysis of Sinn (2013) where it is argued that 1995 should be taken as
the base year because that is when the irrevocable commitment to the euro was announced.
Under this hypothesis the debt deflation phenomenon becomes more extreme, leading to a
competitiveness-adjusted measure of the debt-to-GDP ratio that is much more unfavourable to
high-debt countries.

Table 2. Competitiveness adjusted debt-to-GDP ratios (reference year 1995)

Belgiu German Irelan Greec Franc Netherland Austri Portuga Finlan

m y d e Spain e Italy s a | d EA-12
Adjusted
debt ratio
relaive BA 901 71 124 205 101 89 141 76 70 140 53 98

Source: own calculation based on Sinn (2013) and European Commission services (AMECO).

Table 2 illustrates that under this extreme view about the need for the competitiveness
adjustment, the divergence in debt ratios is even greater. The adjusted ratio for Greece would
go above 200% of GDP and others, such as that of Portugal, would also deteriorate
considerably. By contrast, the advantage of Germany is magnified given the much higher
estimate of the relative need for inflation in Germany (according to Sinn, 2013).

However, a return to the relative price levels at the start of EMU, 1999, should be enough to re-
establish current account equilibrium at full employment in the long run. This means that the
approach based on 1995 over estimates the real need for adjustment.

® In statistical terms this can be seen in the standard deviation in the debt ratios: while this is 30 for the ‘normal’
debt-to-GDP ratios and 35 for the adjusted ratios.



Finally, it is important to emphasise that as long as there is no deflation on average in the euro
area, debt deflation remains only a relative concept within the euro area. Moreover, the debt
deflation required from some countries in the future represents a reversal of the (relative) debt
inflation they have enjoyed in the past. This is little consolation for policy-makers today.

In the next section, we will address the debt deflation issue from a flow perspective, by
comparing interest rates to nominal growth rates.

1.4 Can debt be serviced in Europe?

Debt deflation can also measured by the ‘real’ interest rate burden, or rather the difference between the
interest rates (the rate at which debt grows if there is no repayment of principal) and the growth rate of
the revenues of the borrower. But the revenues of most economic agents grow in line with nominal GDP.
This is the case for the government (unless it changes tax laws) and also, on average, for the private
sector.

It is thus clear that the recession that resulted (partially) from the need to rein in deficits made it more
difficult to service debt in the euro area.® The difference between the growth rate of nominal GDP and
the interest rate has taken a turn for the worst since the start of the crisis in the countries under financial
pressure. Table 3 below shows the difference between the growth rate of (hominal) GDP and the
(nominal) interest rate actually paid by governments while Table 4 displays the same differential for non-
financial corporations.

Table 3 illustrates how even before the crisis began the difference was negative for the euro area
average, indicating that interest payments were accumulating at a faster pace than the capacity to
service the debt out of income (this implies that ‘Ponzi units’ i.e. actors who depend on additional credit
to pay debt service’ would already have had a difficult life). After the crisis the difference worsened by
about one full percentage point (to minus 2.1%).

One first implication is that, under these circumstances, throughout the euro area it has become even
more difficult to fulfil the debt reduction target recently introduced (1/20™ of the excess of the debt ratio
above 60% of GDP).

Table 3. Interest rate-growth rate differential (government debt), selected countries

Boom Bust Change
(until 2008) (since 2008)
EA -1.1 2.1 -1.1
DE -2.7 -1.2 15
ES 2.0 -3.3 -5.4
IT -1.4 -3.7 -2.3

Source: own calculations based on Eurostat data.
Note: interest rate refers to 10-year government bonds

Table 4 displays the same variable (difference interest rate — growth of nominal GDP), but this time for
the corporate sector, using the interest paid on medium-term loans to non-financial corporations. The
table shows that the area average deteriorated by over two full percentage points during the crisis. This
implies that the corporate sector must be under considerable stress.

® The UK is somewhat different given that nominal income has held up better due to higher inflation.
" See Minsky, 2008.
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Table 4. Interest growth rate differential for the non-financial sector, selected countries

Boom Bust Change
(until 2008) (since 2008)

EA -0.3 -2.7 -2.4

DE 2.1 2.1 0.0

ES 3.6 -3.9 -7.5

IT -0.7 -3.6 -2.8

Source: own calculations based on ECB Statistical Data Warehouse.
Note: The interest rate used is the one applied on new business (not averages on past loans) of medium-term loans (over 1
year and up to 5 years) to all non-financial corporations.

The debt service capacity of non-financial corporations confirms the broad picture of a generalised boom
for the periphery followed by a bust: for the euro area average the interest rate — growth rate differential
was actually close to zero during the boom, but worsens after the crisis. When looking at the situation of
individual countries again, one finds a stark difference between Germany (no change) and countries like
Italy and Spain, where the interest rate now exceeds the growth rate by almost 4 percentage points. The
deterioration is particularly stark for Spain (over 7 percentage points) given that during the boom Spanish
interest rates had been lower than the euro area average and the growth rate (of nominal GDP) had
been much higher. Both elements have now turned around.

Here again, the intra-area differences are critical. And a clear conflict between competitiveness
adjustment and the strength of the corporate sector emerges: to the extent that domestic prices and
wages adjust downwards in the countries under stress the revenues of enterprises in the domestic
sector will decline. Fiscal adjustment will of course make the fall in revenues even larger for that part of
the corporate sector that mainly sells on the domestic market (this particularly applies to SMEs in the
services sector). Lower revenues for these firms mean higher probability of default for them and losses
for banks. This is indeed the feedback loop that Fisher observed in the 19030s in the US, on much larger
scale. This implies that the CSRs should recognise that the combination of fiscal and competitiveness
adjustment must lead to weakness in the banking sector and to financing difficulties for SMEs (which
dominate the domestic services sector). As banks anticipate that the probability of payment difficulties
will be greatest among SMEs operating in the domestic market, they will naturally increase interest rates
and reduce the availability of credit to this sector.

Table 5, below shows that SMEs are particularly prevalent in the services sector and that the average
firm size is particularly low in the countries under financial stress, like Italy or Spain. The average firm in
the service sector of these two countries has only about 5 employees, compared to 11 in the German
services sector (and over 30 in the German manufacturing sector). Given this prevalence of very small
firms in the services sector (most of which depends on domestic demand) it is thus unavoidable that
‘austerity’ will lead to losses among SMEs, which in turn makes banks more reluctant to lend to them.

Table 5. Average size of firms

Average number of persons employed per enterprise
Manufacturing Services
Germany 33.1 11.6
Spain 10.7 53
Italy 9.4 4.6

Source: Eurostat

This mechanism represents just another manifestation of debt deflation, as mentioned above: there is a
feedback loop between the lack of domestic demand generated both by the fiscal adjustment and the
competitiveness adjustment, which has a negative impact on all firms operating in the domestic market
and the strength of the domestic banking system.
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Again, the same feedback mechanism should operate in reverse in Germany where ‘debt inflation’
should lead to an improvement in the debt service capacity of the German government and the German
corporate sector, including its SMEs. One should keep in mind that (as illustrated in the tables above)
Germany had the worst growth — interest rate differential during its slow growth period until 2005, but this
improved after the crisis as interest rates fell in Germany while they increased elsewhere in the euro
area.

Table 4, above, showed the interest — growth rate differential for the past. Table 6, below, tries to look
into the future by assuming that interest rates remain at their present level, but nominal GDP grows
along the path predicted by the IMF; a path that implies a return to competitiveness.

Table 6. A continuing squeeze on the non financial sector?

Actual interest-growth Status quo continues with competitiveness
differential adjustment
(since 2008)
EA -2.7 -0.61
DE 2.1 -0.31
ES -3.9 -2.33
IT -3.6 -1.64

Source: own calculations based on ECB Statistical Data Warehouse.

Note: The second column contains the difference between the average GDP growth rate (nominal, based on WEO projections)
from 2013-2018 and the current interest rate measured by the average interest rate, over the period January-June 2013, applied
to new loans to non-financial corporations (ECB, August 2013).

This problem is crucial for future economic developments in terms of the capacity of the private sector to
service its debt and banks’ ability and availability to extend credit, but it is not recognised in the CSR.

2. How to make policy recommendations meaningful?

In reality, the CSR contain two quite different sets of recommendations: the policy
recommendations regarding fiscal policy are usually precise and contain numbered targets.
However, many other policy recommendations are quite vague and effectively constitute
exhortations to the government to adopt a certain general policy direction without giving any
precise target to be achieved. This leaves lots of room for disagreement on what the
recommendations actually mean and leads to vague suggestions that might be addressed in a
superficial and artificial way by any country. Which country would not benefit from a “better
coordination of different levels of government” or “a more efficient implementation of planned
reforms”?

On the structural reforms front, the key is thus the (old and twofold) issue of interpretation and
enforcement. This is unavoidable, given that in some areas targets cannot be quantified and it is
not clear how to reach them best. We provide two, admittedly extreme, examples for this.

2.1 Two extreme examples: Germany and Italy

One example of how a government deals with a generic recommendation to “further stimulating
competition in the services sector” is provided by the case of Germany.

12



Germany’s national reform plan of 20132 (which is supposed to incorporate the CSRs) contains
a response to the recommendations of the previous CSRs. Below we consider the parts relative
to competition in the services sector:

“70. The domestic services market harbours great potential for growth, especially in
the area of services based on network infrastructure. For this reason, the Federal
Government is further considering the elimination of excessive constraints. Essential
and appropriate regulations that serve, for example, to safeguard a level of training,
actively provide consumer protection or ensure freedom to exercise a profession
independently, are to be retained.”

While this statement seems to claim the obvious: excessive constraints are to be eliminated but
‘useful’ regulation to be retained; implicitly it is saying that Germany has little intention of
enacting reform in this sector.

“71. The internal market for services cannot be strengthened through legal
regulations alone. Improving “soft” factors is also important: such as building trust
among consumers in services providers from other member states.”

Similar to the point above, this also states a truism. But the real message is that German
consumers will in any case not buy services from other countries because they do not trust
them.

The most interesting part of the German government’s response is contained in the following
paragraph:

“72. Competition has become more intense in the services sector over the last few
years......... According to the laws on chimney sweeping, regulation of fees is to be
limited to the few remaining government tasks performed by authorised district
chimney sweeps.”

It is interesting that in the summary evaluation of the Commission this liberalisation of chimney
sweepers is judged as ‘limited progress’ with service sector liberalisation.

All in all it seems that the recommendation to “further stimulate competition” in the German
services sector has not had much of an impact on German policy-making.®

In Italy the situation is not much better: in 2013 key recommendations contained in the CSR
were:

1) Keep taxes on wealth: “shift tax burden away from capital and labour to property ...”

® The plan presented in early 2013, refers to reforms implemented over the past year (see

http://ec.europa.eu/europe2020/pdf/nd/nrp2013 germany en.pdf).

% In defence of Germany, one needs to keep in mind that the CSR are addressed to the national government, but
that in Germany services sector liberalisation would require the consent of the lower echelons of government as
well.
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It is unclear at the moment whether the present coalition government will fully abolish the real
estate tax (IMU) introduced by the former Monti government or keep it. At the very least its
degree of applicability will be reduced as one key coalition partner wants to see this tax
abolished.

2) Improve governance of banks: “Extend good corporate governance practices to whole

banking sector”.

In concrete terms what was meant was to reduce the influence of the thinly capitalised
foundations that dominate the board of the major banks. It seems very unlikely that anything will
be done in this direction.

3) Improve the judicial system: “Reduce the duration of case handling and the high level of
litigation in civil justice...Strengthen the legal framework for the repression of corruption”:

This is an evergreen, which every government in the past has promised to address. But the
results so far have had the opposite effect: the most widely followed indicators of corruption
have actually deteriorated over the last decade (see also Gros (2011) on this issue). Fighting
tax evasion constitutes another evergreen which all Italian governments have vowed to address
— but on which little progress has been achieved.

Figure 4. ltaly: Selected Governance Indicators

1,20

1,00 -
0,80 - \,
0,60 -
o)
- 0,40 -
=
- = Control of corruption
0.20 {——Rule of law
Regulaton quality
0,00 : : : : : : : : : : ; ; :
1996 1998 2000 2002 2003 2004 2005 2006 2007 2008 2009 2011
-0,20 -
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Note: Indicators range from approximately -2.5 (weak) to 2.5 (strong) governance performance

This simple observation that corruption indicators have deteriorated in Italy despite official
government efforts to the contrary raises a key issue for the parts of the CSR that aim at
structural reforms: should compliance with the CSR be judged based on the actual outcome (as
in the SGP) or on the efforts of the government concerned?
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3. Conclusion

The recommendations dispensed in the context of the European Semester contain many very
useful elements. We have concentrated only on two key shortcomings.

The first problem for the CSRs is that the adjustment after a credit boom is always painful and
comprises difficult policy choices and contradictions between different policy goals. One such
policy dilemma is the need to reduce debt ratios and at the same time lower domestic prices
and wages. Some debt deflation effect is inevitable after the ‘debt inflation’ experienced by
some countries until 2008. Hence, this is not a problem that can be ‘solved’ easily. We propose
that one should not look only at headline debt-to-GDP ratios, but also at the value this ratio
would have at the prices that would make the country competitive again.

A second shortcoming of the CSRs is that their structural parts are often too vague to allow one
to judge implementation. The politically and financially strong countries tend to ignore them. The
politically and financially weaker countries usually respond to recommendations on structural
policies by taking many measures, but it is often difficult to say whether these measures will
achieve the intended result. One important case where policy activism has gone hand in hand
with deteriorating results is that of Italy, where the professed fight against corruption and
administrative inefficiencies does not seem to have delivered any results over the last decade.

There have of course been also instances where the CSRs have resulted in identifiable reforms
(Belgium, France?), but in many cases the process seems to have become more important than
the results. Therefore, more emphasis should be put on assessing the implementation of the
annual recommendations.
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1. Introduction: the main challenges for the euro area in the aftermath of the financial
and economic crisis of 2008

The late Friedman (he was nearly 90 when interviewed about the euro) was not a believer of the
euro area economic and political construction. His prediction was that the euro as a single
currency was doomed to disappear 5 to 10 years after its introduction and that the project was
not likely to survive an economic downturn.

Friedman was clearly not foreseeing the kind of crisis that we have been through, and the mere
fact that the euro zone is still standing after a series of crisis and panics the size and the kind
we have experienced during the last 4 years, is a proof that he was wrong. However, although
political will to sustain the euro currency (to pay back euro denominated debt, to keep a single
central bank and to preserve free circulation of capital inside and outside the euro area) has
been well demonstrated, the consequences of the crisis on both economic social developments
are heavy. The trust in Europe has never been so low (according to the latest Eurobarometer,
“trust in European Union” and “trust in national parliaments or governments” are at the lowest
level since 2004, the main concerns being unemployment (according to 51% of EU population)
and the economic situation (according to 33% of EU population).

This briefing paper recalls in the first section the economic situation of the euro area. Based on
the work of a team of economists, the 2013 IAGS (independent Annual Growth Survey, see box
1); it then presents a causal explanation of this situation. The last part of the briefing paper
deals with the Country Specific Recommendations (CSRSs).

Box 1. iIAGS

The IAGS seeks to irrigate and inform the public debate on economic strategy in Europe.
Sustainability of public debt, fiscal adjustment and exit strategies from the recession will be
fundamental concerns in years to come. These issues are complex and cannot be addressed
with off-the shelf or one-size-fits-all expertise. Instead, an open and in-depth analysis of
hypotheses, empirical evidence, options and foreseeable consequences of possible policies is
required.

IAGS highlights topics, topics that often go overlooked, yet are essential, such as the role of
monetary policy in the policy mix, the social consequences of the crisis, the importance of public
investment. The project tackles public finances, unemployment, public debt, and formulates
alternative and more efficient strategies that can move the economy towards balanced
economic growth while maintaining price stability and full employment and preserving social
progress.

The IAGS 2013 report is available on www.iags-project.org (Andersen et al., 2012). iIAGS 2014
will be published in late November 2013.

2. The current situation of the eurozone

The following figures (1 to 5) summarize the situation of the Eurozone from the financial markets
point of view. The Euro area average sovereign bond rate (the price at which a government can
borrow), is today near the USA or UK ones, after 2 years of very large divergence (up to 200
basis points). The exchange rate trend or volatility can contribute to the spread, but the liquidity
trap situation after the deepening of the crisis in 2011 has led to lower rates for “safe” sovereign
bonds and an increase of rates for unsafe bonds (or at least perceived as unsafe). On average,
Euro Area (EA) , bonds rates have been far superior than rates of the UK or US during the euro


http://www.iags-project.org/

area debt crisis, despite very low rates for some countries (German rates have been negative in
real terms).

Inside the euro area, spreads have been very high. In July 2012, Italian and Spanish bond rates
were respectively 500 and 600 basis points higher than German rates. Lately those spreads
have been reduced to around 250 basis point, showing a progressive normalization of the
situation even if not a return to zero spreads as experienced before the crisis. This concur to
show a renewed trust in the euro. Commitment toward the continuation of euro without any
exclusion of any country, including Greece, is now seen as credible. The effective exchange
rate of the euro (exchange rate weighted by trade flows) has been regaining some strength in
the past months and volatility of the exchange rate, an important factor for the conduct of
business strategies, is low again.

Figure 1. 10 years sovereign bonds yields
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each member state weighted by its debt in euro in 2010. Rates for Greece, Ireland and Portugal are non-market
rates, set to 5% since resp. June 2010, November 2010, March 2011 and 3.5% since March 2011.



Figure 2. Euro effective exchange rate and euro-dollar volatility
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Source: Nominal effective exchange rate from IMF, euro dollar exchange rate from ECB, author calculations. Volatility
is a 1 year moving window standardized error.

The figures below show unemployment and debt levels divided into "south" and "north” EU (see
notes of figure 3 for a definition). Unemployment is, by far, the first issue of importance for
people of the EU. Abnormally high levels of unemployment have strong social consequences on
youth unemployment, long term unemployment, the poverty rate and social cohesion.

Figure 3. Unemployed, break down by age, south and north euro area
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Source: Eurostat, quarterly labour force statistics. South is defined as France, ltaly, Spain, Portugal, Greece,

Slovenia, Cyprus, Malta, Slovakia. North is defined as Germany, the Netherlands, Austria, Belgium, Finland, Ireland,
Luxembourg, Estonia.



Figure 4. Euro area public debt to GDP ratio
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Source: Eurostat, quarterly government finance statistics. South is defined as France, Italy, Spain, Portugal, Greece,
Slovenia, Cyprus, Malta, Slovakia. North is defined as Germany, the Netherlands, Austria, Belgium, Finland, Ireland,
Luxembourg, Estonia

Public debt increased sharply due to the crisis. The fall in GDP induced a fall in tax and non-tax
income for governments, automatic spending stabilizers and stabilization plans increased public
deficits. In some countries, socialization of private debt (mainly through bank rescues) also
contributed to increase public debt. Overall, the increase in the public debt to GDP ratio is more
than 20% of GDP. It has reached more than 50 GDP points in Spain, Greece and Portugal. The
increase of the debt-to-GDP ratio has been nearly 100% in Ireland (table 1).

Table 1. Euro area countries public debt to GDP ratio increase
FR SP ITA DEU NLD GRE  PRT IRL BEL AUS

2013Q1 MINUS 2007 (26.5 50.0 245 14.0 24.9 53.7 59.3 99.4 16.4 8.7

Source: Eurostat, quarterly government finance statistics.

Moreover, the fall in real GDP per capita has been significant for euro citizens. The fall is
spectacular for Spain and Italy. On the other hand, the recovery in Germany is nearly complete.
Combining figures 1 to 5 shows a large gap between northern and southern countries. In the
former, the economic and financial crisis of 2008 has led to a stagnation of GDP per head, no
change in unemployment and a modest increase in public debt (slightly more than 10
percentage points of GDP). On the contrary, in southern countries, the level of activity has
collapsed since 2009, with the consequence that unemployment and public debt are much
larger. France is in-between South and North. The reduction in GDP per head is lower than in
Italy or Spain, the increase in public debt is more controlled than in most southern countries and
sovereign bond rates, as in Germany, are kept at a low level.

Figure 5 shows an interesting pattern. After the initial fall in activity per head in late 2008 early
2009, Spain and Italy experienced a second collapse of activity per head, starting in 2011. This
IS what has been called the euro public debt crisis and one of the symptoms was a more difficult
access to financial markets, as sovereign spreads with Germany indicate. But another factor



explaining the reduction of GDP per capita is the increased structural effort to reduce public
deficit. Table 2 reports structural deficit changes (see the note of table 2 for a definition).

In most countries, but specifically in southern ones, a huge effort has been undertaken in 2011
and in 2012 towards a deficit reduction. Never, since World War Il consolidation plans of this
size were voted and implemented. The latest approved finance laws indicate that the fiscal
consolidation will go on during the year 2013. In some countries, the effort will be in the same
magnitude as it was in 2011 and 2012, adding an extra year of huge consolidation. In Greece,
Spain, France, Portugal, the Netherlands or Italy, voted (in 2012 or before) packages imply a
structural effort that will largely go beyond 1 per cent of GDP. Income tax, VAT increases, public
spending cuts, reduced social protection: every kind of measure has been triggered, leaving no
room for more long-term and growth-friendly reforms to take place. Structural reforms usually
don’t produce positive results in the first stages of application and call for compensation of
losers. For the euro area as a whole, consolidation will be lower in 2013 (1.1 % of GDP) than
what has be done in 2012 (1.9% of GDP), but will exceed 1% of GDP.

Figure 5. GDP per capita, larger euro area countries
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Stimulus packages were implemented in the first years of the economic and financial crisis and
consolidation is, in a way, a reverse action after such stimulus. In a large number of euro area
countries, however, cumulated 2008-2012 structural deficit variation has been negative,
showing since 2008 a negative fiscal stance. In some countries, the cumulated structural deficit
reduction exceeds or is near 2% of GDP and could be even more important when consolidation
for 2013 is included.

For some countries (mostly northern euro area: Germany, Belgium, Finland), the cumulated
fiscal stance since the beginning of the crisis is neutral. So part of the divide between the South
and the North is embedded in cumulated fiscal stance.



Table 2. Structural deficit variation

%GDP 2008 2009 2010 2011 2012 2013 (f) 2008-12 2008-13
Germany 0.1 0.6 1.4 -1.4 -1 0.1 -0.3 -0.2
Austria -0.1 0.3 0.7 -1.5 -0.3 -0.6 -0.9 -1.5
Belgium 0.6 1.9 -0.1 0 -1.5 -0.5 0.9 0.4
Spain 2.4 2 -1.4 -1.5 -3.4 -2 -1.9 -3.9
Finland -0.8 0.4 1.3 -0.9 0 -0.8 0 -0.8
France -0.6 2.3 -0.6 -1.9 -1.3 -1.8 2.1 -3.9
Greece 3 3.2 -7.6 -5.5 -3.9 -3.9 -10.8 -14.7
Ireland 4.9 2.2 -4.2 -1.5 -1.8 -1.9 -0.4 -2.3
Italy -0.5 0.9 -0.6 -0.2 -3.1 -1.4 -3.5 -4.9
Netherlands -0.4 4 -1.1 -0.4 -1.4 -1.7 0.7 -1
Portugal -0.1 5 -0.3 -3.7 -3 2.1 2.1 -4.2
EA 11 0.2 1.6 -0.3 -1.3 -1.9 -1.1 -1.7 -2.8
USA 3 3.5 -1.1 -1.1 -0.9 -1.6 3.4 1.8
UK 1.7 4 -2.2 -3.3 -0.9 -1 -0.7 -1.7
Japan -0.9 4.8 0.5 0.2 0.6 1.9 5.2 7.1

Source:Eurostat, National Accounts, OFCE estimates of potential growth. Structural deficit variation (aka cyclically
adjusted public deficit) is the deficit variation that would have occured, given output gap would have not varied.
Elasticity of public deficit to output gap is supposed to be 0.5.

There has been a vivid debate on the link between the fiscal stance and economic activity. This
debate refers on the one hand to the fiscal multiplier debate and on the other hand to the
consequences of a high debt to GDP ratio and the possibility of loss of access to financial
markets to roll over public debt.

On the first matter, the quotation from Blanchard and Leigh ((Blanchard & Leigh, 2013) is
enlightening: “We find that, in advanced economies, stronger planned fiscal, consolidation has
been associated with lower growth than expected (...). A natural interpretation is that fiscal
multipliers were substantially higher than implicitly assumed by forecasters. The weaker relation
in more recent years may reflect in part learning by forecasters and in part smaller multipliers
than in the early years of the crisis.” The intuition is that, although fiscal multipliers are close to
zero in normal times (at least when one considers a large enough period of time), they are
possibly non-zero in crisis time (some estimate them to be larger than 1.5). The main
explanations are loss of access to financial tools for a growing number of economic agents (who
cannot smooth consumption or investment), zero lower bound for interest rates (referring to the
liquidity trap definition by Paul Krugman (see (Krugman, Dominquez, & Rogoff, 1998)) or
expectations in a framework of multiple equilibria (see (Creel, Heyer, & Plane, 2011; Heyer,
2012) for a recent review of literature on fiscal multipliers).

The issue of market access is a difficult one. Loss of access to financial markets, as Greece,
Portugal or Ireland have experienced, leaves no room for anything. As huge amounts of debt
are to be rolled over, if one cannot take up new loans, then there is no other solution than to cut
spending, force taxation and accept a profound recession. In that sense, a fiscal consolidation
aimed at keeping access to financial markets is a way to avoid a deep crisis and, when defined
in relation with this counterfactual, one can say that the fiscal multiplier is largely negative. In
that sense, fiscal consolidation undertaken in 2011 and 2012 and prolonged in 2013 is a way to
insure that financial markets are confident enough to continue lending to heavily indebted states
and has been a success so far, because trust is back in financial market as was stated earlier in
this briefing paper.



But, this analysis relies on a very specific counterfactual. Mutualisation of public debt is an
answer to loss of access to financial markets by some countries. It is highly unlikely that all
countries lose access to financial markets, because savings, denominated in euro, are in need
of securities to be invested in. However, inside Euro savings can flow to any euro area country.
If savers or investors don’'t want to hold Greek bonds, then the financial system (and probably
the central banks) has to compensate for that and finance Greek government or the Greek
banking system.

In a situation of liquidity trap, flight to security (the premium one is ready to accept in exchange
for absolute security) directs the flow of savings on safe bonds. A way to make public bonds
safe is the central bank guarantee on such public bonds. Up to September 2012, the euro area
was a very peculiar institutional framework because investors (holding euros and wanting euro
denominated assets) were in position to make arbitrage between different bonds of euro
denominated public debt. They could choose to hold either German bonds or Greek bonds. This
led to a beauty contest between public bonds which was not far from causing the end of the
euro. One of the consequences was higher borrowing costs for Spain or Italy, imposing market
discipline in the hard way on those countries, and lower borrowing costs for Germany, France or
Austria. Virtue was granted that way, but euro continuation was (and still is) a cost to some
countries while it brings interest payments reduction in others. It may seem natural that market
mechanisms are used to allocate funds between more or less risky assets, even when those
assets are public bonds. The euro debt crisis has shown that that kind of mechanism could lead
to the collapse of a country, as illustrated by Greece. Another risk is the incentive to silently go
out of the euro area, by restraining the free movement of savings. As a matter of fact, that
solution was implemented during the Cyprus crisis, forbidding internal savings to leave the
Cyprian banking system. That kind of scenario is plausible for countries like Spain or Italy and is
a threat to the continuation of the euro, as it would conflict with the principle of free movement of
capital inside the monetary union.

Public debt in the USA or in UK is not subject to such arbitrage possibilities and appears as the
safest asset available on the market. Germany was thus able to enjoy lower rates than USA, up
to 50 bp. Moreover, even when US public debt is considered as more risky (US sovereign credit
rating was downgraded in August 2011), the price on the debt can decrease. The reason is that
it is relatively to other assets less risky when the economic situation is worsening.

When there are no more possibilities of arbitrage between euro denominated public bonds,
then, the probability of market access loss is radically different and fiscal multipliers follow the
course indicated in the first point.

Table 3 displays simulation conducted with the model (see Model for euro area medium term
projections) developed for the IAGS report (see http://www.iags-project.org for more information
and (Andersen et al., 2012)). The present fiscal path is evaluated based on projected fiscal
consolidation and based on an evaluation of fiscal multipliers that are high when unemployment
is high and are zero when unemployment is at the equilibrium level. For the years to come,
fiscal multipliers are supposed to be high because the rate of unemployment is high in 2012 and
will not decrease rapidly (the speed of reduction is linked to rate of growth of GDP). More details
are available in (Cochard & Schweisquth, 2013). The alternative fiscal path is built on a neutral
fiscal stance in most countries, except the ones with a very large deficit (mainly Spain, Greece
and Portugal). In those countries a mild fiscal consolidation is conducted up to 2017. The
simulation is based on a non increase of sovereign interest rate. In fact, the hypothesis is one of
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a “normalization” of interest rates, that is to say a reduction in the spread and a global increase
toward a real rate of 2%.

Table 3. alternative fiscal stance for the euro area 2013-2017

PRESENT DEBT
FISCAL PATH 2012 2013 2014 2015 2016 2017 PEAK
GVT BALANCE -3,7% -3,4% -2,9% -2,0% -1,5% -0,9%
g\é; DEBT TO 93,3% 95,7% 96,1% 95,9% 95,1% 93,7% 2014
gl'l's,::l\?clj_E -0,7% -0,5% -0,5% -0,4% -0,4%
ALTERNATIVE debt
FISCAL PATH 2012 2013 2014 2015 2016 2017 peak
GVT BALANCE -3,7% -3,4% -3,0% -2,2% -1,7% -1,3%
g\[g; DEBT TO 93,3% 95,7% 96,0% 95,5% 94,5% 93,3% 2014
FISCAL
-0.99 -0.29 -0.29 -0.29 -0.29
STANCE 0,9% 0,2% 0,2% 0,2% 0,2%
GDP GROWTH INFLATION RATE UNEMPLOYMENT RATE
2013-2017 2013-2017 2012 2013 2014 2017
EE.IE.EENT FISCAL 1,0% 1,3% 11,4% 12,3% 12,1% 11,7%
I";\ILS-I;:EARLNPA;JI'\I/&E 1,3% 1,4% 11,4% 12,4% 12,0% 10,8%

Source: iIAGS model simulations, Cochard and Schweisguth 2013.

The simulations show that when fiscal multipliers are high, the implicit cost in term of
unemployment of a small reduction in public deficit is high. For a reduction of a public deficit
from 1.3% to 0.9% in 2017 and of a public debt by 0.4% of GDP, one needs to accept a 1
percentage point increase in the euro area unemployment rate. In some countries the difference
in unemployment rate between the two scenarios can be huge (2 points for France, see
Cochard and Schweisguth (2013)).

3. Assessment of the 2013 CSRs

The European Council adopted in July 2013 Country Specific Recommendations (CSRs) which
are supposed to address the macro economic challenges at stake. This section is devoted to
comment those CSRs and to provide with an opinion about their adequacy to the current euro
area situation. The comment will focus on the largest countries (Germany, France, Italy, Spain
and the Netherlands) and will neglect countries under an Economic Adjustment Program
(Greece, Portugal, Ireland and Cyprus). Even if the 2013 CSRs deal with more structural issues
and attempt to broaden the scope of economic policies, fiscal consolidation appears to me as a
central point, so the first subsection develops this analysis. The second subsection will deal with
the banking union and financial stability. The third subsection quickly addresses the social
consequences of the crisis and the fourth subsection is about deflation risks. The last
subsection concludes on more political questions.

Fiscal consolidation

The analysis presented in the first part of this briefing insists on the impact of fiscal policy on
economic activity. Some observers have mentioned that underestimating fiscal multipliers may
have led to engage to quic k (front loaded) consolidation paths after the first stage of the
economic crisis was over. Moreover, as was mentioned earlier, setting targets of public deficit in
terms of actual deficits and not structural efforts was even amplifying the front loading of
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consolidation, deepening the crisis and fostering doubt about the sustainability of public debt for
largely indebted countries.

The 2013 CSRs are falling into the same trap, even though a reference is made systematically
to Medium Term Objectives (MTO), which set an objective as a structural deficit (a balance
between +1 and -1 for cyclically adjusted deficit). The following table recalls for the main
countries what are the 2013 CSRs:

Table 4. CSRs for deficits and medium terms objectives

SoF MTO  PUBLIC DEFICIT CYCHTALLY - ADIUSTED
2012 2013 2014 2012 2013 2014
GERMANY . . 0.2 0.2 0 1.2 0.2 0.4
FRANCE 2015 2016 -4.8 3.9 4.2 45 35 21
ITALY 2013 2014 -3 2.9 2.5 2.9 1.3 0.7
SPAIN 2016 2018  -106  -65 7 75 8.4 43
Mo ERLANDS | 2014 2015 41 3.6 3.6 3.7 2.6 18
BELGIUM 2013 2016 -39 2.9 3.1 3.7 3.4 1.9

Source: 2013 CSRs, European Commission evaluations of cyclically adjusted deficit, spring 2013, retrieved on
http://ec.europa.eu/economy_finance/db_indicators/gen_gov_data/documents/2013/ccab_spring_en.pdf. EDP stands
for Excessive Deficit Procedure, MTO stands for Medium Term Objective.

Countries are asked to pursue two targets, the first one being getting below 3% actual deficit
before a certain date. For France, this implies a continued effort in reduction of the deficit in
2014 and 2015. Besides, as this is a nominal target (and not a structural one), higher multipliers
than expected would imply a much larger structural effort than estimated currently by European
Commission (EC). Simulations based on the IAGS model and reported in table 3 suggest that
the structural effort for France should be of 1.3 % of GDP in 2013, 0.8 both in 2014 and 2015, in
order to reach the 3% target, based a larger and probably more reasonable estimation of fiscal
multipliers (1.0). This is less stringent than reaching the 3% target by 2013, as was agreed in
the stability program for France voted in November 2012. This indicates an easing and an
adaption of fiscal policy to the current situation as the Council has decided. Nevertheless, there
Is again a risk of not reaching the target by the year 2015. Neglecting the impact of fiscal
multipliers, adverse shocks may then fuel doubt whereas France apply a voluntary path toward
consolidation. On the opposite, if growth was higher than expected, and despite explicit
notification of the opposite, unexpected windfall gains would probably not be affected to deficit
reduction.

The same line of reasoning applies to Spain, The Netherlands and Belgium. The case for Spain
is potentially even more dramatic as (1.) the current public deficit is larger for Spain, (2.) the
risks of an unexpected increase in public deficit or debt are higher. For Spain, and for the next
few years, the fiscal consolidation path should have been set as a structural effort with a more
reasonable pace (1% of GDP of annual reduction of structural deficit for Spain, 0.5% of GDP for
countries with lower debt and deficit).

Simulations conducted with the iIAGS model, based on values of fiscal multipliers depending of
the output gap, in the range of 1 to 1.5, show that this alternative fiscal stance would allow for a
quicker reduction of unemployment rate and would end in close (but superior) ratios of debt to
GDP.
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Regarding MTO, the CSRs are setting precise years for the fulfilment of objectives. Those target
years are different from one country to another, applying the Council specification that the fiscal
consolidation path should be different for each country. It may seem that a structural target
avoids the pitfalls of having an actual (or nominal) deficit target and thus prevent the potentially
amplifying effect of wrongly estimated fiscal multipliers or of adverse shocks to the economy.
Nevertheless, one should keep in mind that structural deficit evaluation relies on potential
growth evaluation and that a memory effect is polluting those evaluations. It appears that
evaluations of past potential growth are dependent on the present state of the economy. If
multipliers are under estimated, then, growth is lower than expected and that is interpreted as a
reduction in potential growth. For instance, potential growth estimates have been largely revised
since 2007 and potential growth series display a large and unexplainable time variance. Figure
6 displays the evaluations of potential growth by OECD in 2007 and in 2012. Structural deficit
revision for the year 2007 was from equilibrium (0% of GDP) as evaluated in December 2007 to
a deficit of 1.6 % of GDP evaluated today. Such a revision illustrates the dependency of
structural evaluation to the current state of affairs.

Figure 6. evaluations of potential output by OECD for France
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As a consequence, a less than expected growth for the years to come, up to the MTO fulfilment
target, due for instance to higher than expected multipliers would induce a downward revision of
potential growth and structural balances and would imply an extra effort to fulfil MTO.

There is no easy solution to this question, but it would be wrong to consider that adding the
word structural to an objective for two or three years from now suffices to get rid of nominal
targeting danger. In that sense, 2013 CSRs are not a fully satisfying answer.

Banking union and financial stability

Banks were a weak point of the economies in 2008. Insufficient capital requirements and
insufficient regulations are usually considered as factors of the economic crisis of 2008.
Implementation of more stringent regulations seems legitimate based on that analysis. But 2
more points are to be made.
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Firstly, monitoring of banks and contingency plans for banks failures, ability to reallocate assets
and liabilities of failing banks are an alternative to large bailing out schemes which present the
default of generating moral hazard risk. Being able to bail in a bank without any systemic
transmission appears as a necessary device in a modern economy. That implies also that
regulation, monitoring and bank crisis scheme have to be conducted at the eurozone level.

Secondly, there may be still bad debt located in Eurozone banks. Spanish banks are exposed to
such dangers especially if unemployment rate stay high and if interest rates increase. A large
share of Spanish households is indebted with variable rate loans. The liquidity trap situation and
the lower benchmark rates used for calculating variable rates means that interest payment have
been minimized, but a normalization of such rates could induce a surge in the default rate on
private debt. That would foster stress on banks and could end in more public debt. A functioning
banking union is a way to mutualize this debt and therefore avoid its concentration on the
already high and untrusted Spanish debt. Wage deflation (see below) could be another factor
triggering an increase in the default rate of Spanish households.

Figure 7 shows the magnitude of the problem in Spain. Doubtful loans account for more than
15% of GDP. Recent restructuration in banks assets and productive sector liabilities has
allowed a significant reduction in the amount of doubtful loans, but a lot remains and casts a
shadow on the banking sector. Moreover, household bad loans have not been addressed and
are rising, increasing by more than 0.5% of GDP over the last semester.

Figure 7: Doubtful loans for Spain banking sector
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Addressing the social consequences of the crisis

It is largely pointed out in the 2013 CSRs and in the euro area recommendations that the social
consequences of the crisis are to be addressed, especially in southern countries. The social and
political risk is high, and the Eurobarometer is showing a growing discontentment among
populations exposed to the crisis. Moreover, long term consequences of the crisis will be
shaped by loss of human capital, hysteresis on labour markets, unfairness in fiscal and social
systems, and lower public investment.
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However, CSRs may neglect one point. As mentioned when discussing fiscal multipliers, there
is an arbitrage between reducing public deficit and debt and addressing the social
consequences of the crisis. The CSRs rely implicitly on a prioritization of conflicting targets
whereas the right way would be a balanced approach. Some measures can be taken with no
fiscal impact to soften the social crisis. Reordering queuing line in job access, by reducing
labour market segmentation, is one. But it is more a way of sharing misery over more people
(making it more bearable) than a way to solve the problem. Pension reforms can also be
analysed in that way, being a way to put the fiscal burden on older generations, limiting the
direct consequences on working population. Such policies go very deep in questioning the
social contract of each member states and should not be presented as inevitable solutions to
the crisis.

Deflation risks
High unemployment in southern euro area is bringing wage deflation. Wage deflation is now a
measurable phenomenon at the macro level as Spain, Greece or Portugal are showing (see
figure 8). This wage deflation is going to bring competitiveness to those countries, which they
presently lack. It could be considered as a normal and plain adjustment of macro imbalances in
the euro area.

Figure 8. Wages per head in euro area
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Past episodes of wage deflation show that it is not an effective adjustment. Nominal decreases
in wage income induce debt deflation a la Fisher, as households debt contract are usually non
inflation neutral. The rat race between open economies for competitiveness leads to further
deflation and in the end no competitiveness gain (the aim of the single currency was to promote
price stability as a factor facilitating the fair quest for competitiveness). Wage deflation threatens
social acceptance of inequalities (often seen as one of the initial factors of the economic crisis of
2008) and asks for more adjustment (in minimum wage, in pension or social income level, in
fiscal system). Wage deflation moreover favours the owner over the worker.
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The IMF Chief economist (Blanchard, Dell’Ariccia, & Mauro, 2010) and coauthors were recently
pleading for more inflation as a way to get out of the crisis. That alone should be enough to
understand the dangers of wage deflation

2013 CSRs for several countries point that labour market reforms, desindexation of wages or of
social protection schemes and active unemployment policies are to be undertaken, considering
the unemployment level and lack of competitiveness. Increased competition in the services
sector may also have an indirect impact on wages, labour market participation or
unemployment. Even though it is quite consensual that such reforms have positive long term
impacts and that they are important to reduce labour market duality and rigidities, in the short
term such reforms may increase the downward pressure on wages. There is, in my opinion,
some danger to insist for the years to come on such reforms as their impact is not the same in
an economy with a low rate of unemployment and in one with a high one.

Table 5: Labour market recommendations, 2013 CSRs

DIRECT INDIRECT TAXATION

BELGIUM Tax burden from labour to

other basis

Wage setting system, Competition in  Service

reduce disincentives to work  sector

Continue 2012 reform, Law on market Unity
reskilling, monitoring of job
seekers

Professional agreement on
competitiveness, target
active policies to most
disadvantaged, labour
market segmentation,
reform of benefit system
Wage setting, increase
labour market participation

SPAIN

FRANCE Enhance

services

competition in

ITALY Tax burden from labour and
capital to consumption,

property and environment

Market opening in services

THE labour reduce taxation of second

NETHERLANDS
AUSTRIA

Participation  on
market
labour market participation

Labour market rigidities

Federal
authority

competition

earner
Tax burden from low work
income to other basis

GERMANY Wage growth (lower social Service
contributions and  high
taxes), second earner
participation

Source: 2013 CSRs

Competition  in
sector

Moreover, as a recent report from International Labour Organization points out ((ILO, 2013))
labour markets after the crisis have been weakened by high unemployment and consolidation
efforts. In that context, labour markets reforms should by no mean increase the pressure of
competition or the incentives to find a job when unemployed. When unemployment is far from
equilibrium level, such measures can indeed weaken even more the position of workers and
unemployed.

A point can be made in proposals aiming at shifting tax burden from work (either overall or low
income workers). Such reforms of course tend to increase employment through capital
substitution and labour intensive consumption substitution and through competitiveness
improvement. But, this is the point, competitiveness improvements are made at the expense of
trading partners, who are still mainly euro area partners. By fiscal devaluation, as this process is
usually understood, pressure on the same kind of policy or on wage deflation increases. Once
again, the window of opportunity for such policy may be doubtful.
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A political statement

In my opinion, CSRs may be largely improved by insisting on coordination of policies among
euro area Member States. More than coordination, the feeling that a collective project in motion
and that policies in each Member State are adding up to build that path is important. Several
times in CSRs, mention is made of “growth friendly policies”. This expression lacks precise
content and directions. Moreover, growth is of course a central outcome of economic policy, but
low carbon economy, low unemployment, high social cohesion are also important goals for
people. Part of such goals are included into the so called “Lisbon strategy” and it seems to me
that CSRs should be articulated on such goals.

One example may help to understand the potential benefit from such an approach: many CSRs
include service sector reforms in order to increase competition and openness. Transportation
(road, train), electricity or energy distribution are the sectors concerned by opening and
liberalization. But those sectors are also strategic sectors for the transition to a low carbon
economy. They are also sectors where coordination among Member States is critical:
interconnection of distribution network, interconnection of transportation network. So one way to
move on those subject is to implement large scale projects, having as a target low carbon
economy and as a tool market opening, instead of making market opening a goal, hard to
understand and to accept as such by a lot of people.
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Written submission from the Seimas of the Republic of Lithuania regarding the ECON
meeting of 17/09/2013, in reply to the suggested topics for framing the discussion

1. Have you established national best practises to be as closely as possible
involved in the adoption of the recommendations and their implementation?
How could the political ownership of these recommendations be increased at
the national level?

The National Reform Programme (NRP) 2013 of Lithuania was submitted to the European
Commission in April 2013. It has been drafted taking into account the provisions of the Lithuanian
progress strategy Lithuania 2030, which was approved by the Seimas of the Republic of Lithuania
on 15 May 2012. The NRP was approved by the Government of Lithuania and also deliberations on
NRP took place at the relevant committees of the Seimas. The NRP was being prepared at the same
time as the 2013 Convergence Programme of Lithuania and is in line with the strategic programme
documents of the Government of the Republic of Lithuania. When planning new measures in the
field of structural reforms, the proposals of the European Commission to the EU Member States
provided in the Annual Growth Survey 2013 were evaluated and taken into account.

2. Following the adoption by the Council of the country-specific recommendations, do you
expect your government to unveil new budgetary measures and / or new structural reforms in
the new draft budget law?

Ensuring the sustained macroeconomic stability remains the guiding principle in planning the
structural reforms in the near- and mid-term. Taking into account the recommendation on ensuring
the implementation of the budgetary strategy, the state budget appropriations for 2014 are being
planed no higher than those of 2013 (except for the EU assistance and support from other countries,
other areas intended under laws for financing special programs, and certain other areas) less the
funds of programmes completed in 2013. Taking into acount the recommendation on the
reinforcing tax compliance, great attention will be paid to ensuring fulfilment of tax obligations in a
correct and timely manner. As regards the structural reforms, certain measures are being planned in
the area of implementation of the pension system reform; active labour market policy, including
targeting the youth unemployment; reducing poverty and social exclusion; increasing energy
efficiency of multi-apartment buildings and promoting interconnectivity with the Member States
for both electricity and gas.

3. Do you consider that the country-specific recommendations provide the right
economic orientations for your country and your main economic partners in the
EU? Do you address potential spill-over effects in the currency union?

Lithuania welcomes the recommendations developed by the Commission and supports their
relevance. Major economic and social challenges for the EU and the Euro area, reflects the growing
interdependence between Member States. Recommendations guides Member States to implement
their policies in ways that help the EU to grow sustainably. Therefore we believe that in order to
address specific issues, such as deepening of the internal market, horizontal recommendations could
be developed; and those recommendations should cover all or at least most of the Member States
rather than each Member State individually.



Euro area Member States are in a specific situation due to their stronger financial and economic
inter-linkages and the resulting spill-over effects. Ex-ante coordination of major economic policy
reforms could help Member States to implement reforms better and earlier. Also it will help to
avoid negative spill-over effects of the reforms on other euro area countries in the decision-making
process.

The Annual Growth Survey of 2013 has launched the third European Semester of policy
coordination. It has identified that the priorities of last year's Survey remain broadly valid, building
on positive signs that the reforms already initiated are having an impact. However, seeking to
reduce or eliminate any possible negative spill-over effects that may arise from national actions on
other EU countries or on the euro area as a whole, there is more scope for enhanced economic
policy coordination, which is enforced in the Article 11 of the TSCG. As shown by the report from
the European Parliament on the European Semester (in autumn of 2012), stronger coordination
between Member States’ macroeconomic and budgetary policies is needed in order to achieve a
more integrated and balanced economic union. In June the European Council concluded that the
Council and the Commission should closely monitor the implementation of the country specific
recommendations provided to Member States in the context of the European Semester. Under
Lithuanian Presidency, this will be reinforced by implementing the fiscal surveillance exercise this
autumn under the two pack, and also through enhanced monitoring of the country-specific
recommendations (including thematic peer reviews, monitoring of the implementation of MIP-
relevant recommendations, pilot project on the ex ante coordination).
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TABLE 2
Country Specific Recommendations 2013
compared to the implementation of 2012 recommendations

This table presents:

e The Country Specific Recommendations for 2012, as adopted by the Council on 10 July 2012.

e The assessment of the implementation of CSRs 2012 based on the Commission Staff Working Papers, as published on 29 May 2013

e The Country Specific Recommendations for 2013, as adopted by the Council on 9 July 2013

In addition to the country specific recommendations the table includes the common recommendation for the economic policies of the Member
States whose currency is the euro (see last recommendations in the above CSRS).

The recital of the CSR specifies whether a specific recommendation is linked to a particular EU policy instrument:

e The first CSR generally refers to fiscal policies could therefore trigger further procedural steps either under the preventive arm or the corrective
arm of the Stability and Growth Pact (in accordance with Regulation 1466/97 as amended, Requlation 1467/97 as amended, and Regulation
1173/2011).

e Some CSRs may refer to policies relevant for correcting macro-economic imbalances and could therefore trigger further procedural steps
the Macro-Economic Imbalances Procedure (in accordance with Regulation 1176/2011 and Regulation 1174/2011). The table indicates which
recommendations, if any, refer to such a case.

e Other CSRs may refer to policies relevant to achieve other major economic policy objectives, such as growth enhancing structural reforms,
employment and social aspects and/or financial market stability (in accordance with the integrated guidelines adopted under Articles 121(2), 136
and 148(4)of the Treaty on the Functioning of the European Union).

Note: the CSR for 2013 have been re-arranged in the table, when relevant, to allow an easier comparison of the topics dealt with. Emphasis in the CSRs
has been made by the EGOV unit.

egov@ep.europa.eu 4 September 2013
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BE

Country Specific Recommendations 2012
MIP: 1, 4,5, 6

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1, 2,3,4,5

1. Implement the budget for the year 2012 to make
sure that the excessive deficit is corrected by
2012. Additionally, specify the measures necessary
to ensure implementation of the budgetary strategy
for the year 2013 and beyond, thereby ensuring that
the excessive deficit is corrected in a durable
manner and that sufficient progress is made
towards the MTO, including meeting the
expenditure benchmark, and ensure progress
towards compliance with the debt reduction
benchmark. Adjust the fiscal framework to ensure
that the budgetary targets are binding at federal and
sub-federal levels, and increase transparency of
burden-sharing and accountability across
government layers.

Partial implementation / Limited progress

Belgium did not correct its excessive deficit by the
2012 deadline. This was partly due to the urgent
need to recapitalise the Banking Group Dexia at the
end of 2012. However, even without this operation
the deadline would have been missed. The average
annual fiscal effort is estimated at 0.3% of GDP,
significantly below the % % of GDP recommended
by the Council.

In 2013, the deficit is expected to decrease to 2.9%
of GDP. It is projected to rise again in 2014 (to 3.1
%). Hence the correction is not yet sustainable.

No progress has been made on the fiscal
framework. A revision of the Law on the financing of
regions and communities is under way, but this will
not alter the current ad hoc effort-sharing of
budgetary targets.

1. Adopt additional measures to achieve the
structural adjustment effort specified in the Council
Decision to give notice to correct the excessive
deficit by 2013 and to enhance the sustainability
and credibility of the consolidation. A durable
correction of the fiscal imbalances requires the
credible implementation of ambitious structural
reforms which would increase the adjustment
capacity and boost potential growth. After the
correction of the excessive deficit, pursue the
structural adjustment at an appropriate pace so as
to reach the medium-term objective by 2016 and
ensure that the high debt ratio is put on a firm
downward path. To this end, present growth-friendly
structural measures for 2014 byl5 October 2013
which ensure a sustainable correction of the
excessive deficit and sufficient progress towards its
medium-term objective. Ensure that the adjustment
path is balanced over time or even front-loaded.
Adopt explicit coordination arrangements to
ensure that budgetary targets are binding at
federal level and sub-federal levels within a
medium-term  planning  perspective including
through the prompt adoption of a rule on the
general government budget balance/surplus that
complies with the requirements of the Treaty on
Stability, Coordination and Governance in the
Economic and Monetary Union and to increase the
transparency of burden sharing and accountability
across government layers.

2. Continue to improve the Ilong-term
sustainability of public finances by curbing age-
related expenditure, including health expenditure. In
particular, implement the reform of pre- retirement
and pension schemes and take further steps to
ensure an increase in the effective retirement age,
including through linking the statutory retirement

Partial implementation/Some progress

The reform of the old-age social security system is
well under way and the bulk of the measures has
either been legally adopted or is on schedule. First
projections underline the positive impact of the
reforms  enacted. Nevertheless, given the

2. Step up efforts to close the gap between the
effective and statutory retirement age, including
by pursuing the on-going reforms to reduce the
early-exit possibilities. Underpin reforms of the old-
age social security systems with employment-
support measures and labour-market reforms
conducive to active ageing. Increase the effective
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age to life expectancy.

magnitude of the challenge, Belgium is still likely to
fall short of the elderly employment objective it set
for itself if no additional measures are taken. In
addition, the positive contribution of the enacted
reforms to the long-term sustainability of public
finances is likely to be partially offset by lower
growth as a result of the crisis. Current plans to
transfer competencies in the field of long-term care
(e.g. residential elderly care homes) from the
federal level to communities may, at least partially,
address the inefficiency issues raised by
administrative complexity.

No measures have been taken to link the statutory
retirement age to life expectancy.

retrement age by aligning retirement age or
pension benefits to changes in life expectancy.
Continue to improve the cost-efficiency of public
spending on long term institutional care.

3. Stimulate capital increase of the weakest banks
to underpin the strength of the banking sector so
that it can play its normal role in lending to the
economy.

Full implementation

- Dexia was recapitalised by the Belgian and French
state at the end of 2012.

- KBC increased its capital and reimbursed state aid
ahead of schedule.

- Belfius is 100 % state-owned and is currently
adequately capitalised.

- Other big Belgian banks (ING, BNP Paribas) are
part of bigger, international banking groups.

3. To restore competitiveness, pursue the on-going
efforts to reform the wage setting system,
including wage indexation; in particular, by taking
structural measures, in consultation with the social
partners and in accordance with national practice,
to ensure that wage setting is responsive to
productivity developments, reflects subregional and
local differences in productivity and labour market

conditions, and provides automatic corrections
when  wage  evolution undermines  cost-
competitiveness.

4. To boost job creation and competitiveness, take
steps to reform, in consultation with the social
partners and in accordance with national practice,
the system of wage bargaining and wage
indexation. As a first step, ensure that wage
growth better reflects developments in labour
productivity and competitiveness, by (i) ensuring the
implementation of ex post correction mechanisms
foreseen in the ‘wage norm’ and promoting all-in
agreements to improve cost-competitiveness and
(i) facilitating the use of opt-out clauses from
sectoral collective agreements to better align wage
growth and labour productivity developments at
local level.

Partial implementation / Limited progress

To restore the losses in cost-competitiveness
incurred in past years, the Belgian authorities have
(a) taken measures to curb inflationary pressures in
several key markets and (b) started to implement
various reforms to bring down the accumulated
wage gap vis-a-vis neighbouring countries by 2018.

Although overall inflation has been declining and is
projected to remain low throughout 2013, it is
unclear if the initiated trend can be sustained over
the longer run.

With regard to the wage gap relative to trading
partners, so far the Belgian authorities have




focused their reform efforts on remedial measures.

No measures have been taken to facilitate the use
of opt-out clauses and/or to ensure better alignment
between wage and productivity evolutions at
sectorial level.

5. Significantly shift taxes from labour to less
growth-distortive taxes including for example
environmental taxes. Pursue the initiated reform of
the unemployment benefit system to reduce
disincentives to work and strengthen the focus of
employment support and activation policies on older
workers and vulnerable groups, in particular people
with a migrant background. Take advantage of the
planned further regionalisation of labour market
competencies to boost interregional labour mobility
and to strengthen the coherence between
education, lifelong learning, vocational training and
employment policies. Extend existing activation
efforts to all age groups.

Partial implementation / Some progress

No major shift of labour taxes to less growth
distortive taxes.

The reform of the unemployment benefit system
accelerates the gradual decrease of the
unemployment allowance and ensures that it
applies to all beneficiaries.

The efforts to increase the traineeship and lifelong
learning capacity are positive developments but a
more fundamental reflection on the fit between the
educational system and the labour market is
required as well as on the effective results of adult
training in terms of skills acquired.

Concerning labour mobility, there is room for more
ambitious target setting and financial investment.

The age ceiling below which the unemployed are
actively followed up has been raised to 55 in all
regions. A further increase to 58 is due by 2016.

5. Establish concrete and time-specific proposals
for shifting taxes from labour to less growth-
distortive tax bases, notably by exploring the
potential of environmental taxes, for example on
diesel, heating fuels and the taxation of the private
use of company cars. Simplify the tax system by
reducing tax expenditures in income taxation,
increasing VAT efficiency and improving tax
compliance by closing existing loopholes.

6. Further reduce disincentives to work by
ensuring effective enforcement of job-search
requirements and personalised job search
assistance for all unemployed. Take measures to
increase interregional labour mobility. Simplify and
reinforce coherence between employment
incentives, activation policies, labour matching,
education, lifelong learning and vocational training
policies for older people and youth. Develop
comprehensive social-inclusion and labour
market strategies for people with a migrant
background.

6. Continue to strengthen competition in the retalil
sector by lowering barriers and reducing operational
restrictions. Introduce measures to strengthen
competition in the network industries by revising
regulatory barriers and reinforcing the institutional
arrangements for effective enforcement of state aid
rules.

Partial implementation / Limited progress

- Retail: All three regions are considering new
legislation on the opening of large retail
establishments.  However, the transfer of
competence from the federal to the regional level
will probably not be finalised before 2014.

A new competition law is currently under discussion
in Parliament which gives more power to the
Competition Authority (Conseil de

Concurrence) and reinforces the role of the Price
Observatory in  monitoring unwarranted price

4. Present concrete and time-specific structural
measures to improve competition in the services
sector, by removing barriers in retail and excessive
restrictions in professional services and improve the
provision of mobile broadband. Continue to improve
the functioning of the energy sector by reducing
distribution costs and monitoring retail prices,
strengthen the independence of the regulators in
the energy, telecoms and the transport sectors
(railway, airport). Remove remaining regulatory
barriers in the postal sector.
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increases.

7. Take further measures to enhance the progress
towards reaching the targets for reducing
greenhouse gas emissions from non-ETS
activities, in particular by ensuring a significant
contribution to this goal from transport.

No implementation / No progress achieved

Belgian emissions projections remain well above
the target.

There appears to be no clear agreement on how to
work towards the non-ETS activity greenhouse gas
targets.

No significant new initiatives have been put forward
to make public transport more efficient and further
reduce greenhouse gas emissions from transport.

7. Take concrete measures and agree a clear
division of efforts between the federal and regional
authorities to ensure progress towards reaching the
targets for reducing greenhouse gas emissions
from non-ETS activities, in particular from transport
and buildings.




BG

Country Specific Recommendations 2012
MIP: 3,5

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 3, 4,5

1. Continue with sound fiscal policies to achieve
the MTO by 2012. To this end, implement the
budgetary strategy as envisaged, ensuring
compliance with the expenditure benchmark, and
stand ready to take additional measures in case
risks to the budgetary scenario materialise.
Strengthen efforts to enhance the quality of public
spending, particularly in the education and health
sectors and implement a comprehensive tax-
compliance strategy to further improve tax
revenue and address the shadow economy. Further
improve the contents of the medium-term
budgetary framework and the quality of the
reporting system.

Substantial progress

Public finances have remained strong in spite of the
relatively slow economic recovery and preliminary
estimates indicate that the MTO was achieved in
2012. The recently adopted new public finance law
further aligns the legislation with the Fiscal Compact
and Directive 2011/85/EU on minimum national
budgetary requirements. Bulgaria implemented
measures to increase tax-compliance and address
the shadow economy, but still lacks a
comprehensive strategy. Further efforts to put in

place a coherent strategy for the health system will
be needed.

1. Preserve a sound fiscal position by ensuring
compliance with the medium-term objective and
pursue a growth-friendly fiscal policy as envisaged
in the convergence programme. Implement a
comprehensive tax strategy to strengthen all
aspects of the tax law and collection procedures
with a view to increase revenue, notably by
improving tax collection, tackling the shadow
economy and reducing compliance costs. Establish
an independent institution to monitor fiscal
policy and provide analysis and advice.

2. Take further steps to reduce risks to the
sustainability and to improve adequacy of the
pension system by making the statutory retirement
age the same for men and women with full career
contributions. Introduce stricter criteria and controls
for the allocation of invalidity pensions.

Some progress

Steps have been taken in the right direction but
further measures are needed to guarantee the
adequacy of the pension system, especially by
increasing the number of contributors, discouraging
early exit and avoiding abuses of the invalidity
pension system.

2. Phase out early retirement options, introduce
the same statutory retirement age for men and
women and implement active labour market policies
that enable older workers to stay longer in the
labour market. Tighten the eligibility criteria and
controls for the allocation of invalidity pensions to
effectively limit abuse.

3. Accelerate the implementation of the national
Youth Employment Initiative. Ensure that the
minimum thresholds for social security contributions
do not discourage declared work. Step up efforts to
improve the Public Employment Service'’s
performance. To alleviate poverty, improve the
effectiveness of social transfers and the access to
quality social services for children and the elderly
and implement the National Roma Integration
Strategy.

Limited progress

Comprehensive measures to improve youth
employment and fight poverty and social exclusion
are lacking. The strategy on reducing poverty is in
the early stages of implementation; an assessment
is not feasible at this stage. The National Roma
Integration Strategy lacks an appropriate budget
and an action plan. The government kept the
minimum thresholds unchanged in 2013 for those
professions where employers and employees could
not reach an agreement, but a review of the system
has not yet been launched.

3. Accelerate the national Youth Employment
Initiative, for example through a Youth Guarantee.
Further strengthen the capacity of the Employment
Agency with a view to providing effective
counselling to jobseekers and develop capacity for

identifying and matching skill needs. Enhance
active labour-market policies, in particular
concerning  national employment  schemes.

Undertake a review of the minimum thresholds for
social security contributions to ensure that the
system does not price the low-skilled out of the
labour market. Ensure concrete delivery of the
National Strategies on Poverty and Roma
integration. Improve the accessibility and
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effectiveness of social transfers and services, in
particular for children and older people.

4. Speed up the reform of relevant legal acts on
schools and higher education and of
accompanying measures by focusing on
modernising curricula, improving teacher training,
and ensuring effective access to education for
disadvantaged groups. Improve the access to
finance for start-ups and SMEs, in particular
those involved in innovative activities.

Limited progress

The new Law on Pre-School and School Education
has still not been adopted. The complete package
of modernised curricula for general education has
been finalised. There are no longer plans to further
amend the Law on Higher Education. ESF-funded
projects on teacher training and ensuring effective
access for disadvantaged people are ongoing.

Investments in seed capital and support for early
start-up and innovative companies remain very low
and there is a risk of losing EU funds already in
2013.

5. Step up efforts to enhance administrative
capacity and reforms by reducing red tape and the
cost of tax compliance and collection, and further
improving the absorption of EU funds, in particular
in road and rail transport and water management.
Improve the quality and independence of the judicial
system and speed up the introduction of e-
government. Strengthen public administrative
capacity in key transport sectors and regulatory
authorities.

Some progress

Measures to reduce red tape and the cost of tax
compliance are steps in the right direction; however,
their impact on businesses remains to be seen.
Lack of expertise and coordination between
relevant entities, and a lack of appropriate
broadband infrastructure threaten the
implementation of e-government. The use of EU
structural funds remains low (30%) despite progress
over recent years. The key to achieving progress on
judicial reform is to deliver on the recommendations
under the Cooperation and Verification Mechanism.

6. Ensure sound implementation of public
procurement legislation. Strengthen the
prevention of irregularities and effectively apply the
sanctions under the Public Procurement Law and
those of the Law on Conflict of Interest.

Some progress

The new rules for ex-post control contributed to
increasing the effectiveness of controls and the
number of the sanctions applied. This trend needs
to be confirmed.

Although new rules on ex ante control of EU
financed projects have been put forward by the
authorities, further  strengthening of these
preventive measures is needed. Delays in the
treatment of appeals related to public procurement
considerably affect the implementation of Structural

4. Adopt the School Education Act and pursue the
reform of higher education, in particular through
better aligning outcomes to labour-market needs
and strengthening cooperation between education,
research and business. Improve access to inclusive
education for disadvantaged children, in particular
Roma. Ensure effective access to healthcare and
improve the pricing of healthcare services by linking
hospitals’ financing to outcomes and developing
out-patient care.

5. Take further steps to improve the business
environment, by cutting red tape, implementing an
e-government strategy and implementing the
legislation on late payments. Improve the quality
and independence of the judicial system and fight
corruption more effectively. Improve the access to
finance for SMEs and start-ups.

6. Accelerate the absorption of EU funds. Ensure
sound implementation of public-procurement
legislation by extending ex-ante control by the
Public Procurement Agency to prevent irregularities.




and Investment Funds.

7. Take measures to remove market barriers,
guaranteed profit arrangements and price controls.
Ensure the independence of transmission and
distribution system operators; complete the market
design in particular for the energy exchanges and
balancing markets. Improve electricity and gas
connections, boost energy efficiency and
enhance the capacity to cope with disruptions.

Limited progress

The independence of the energy regulator was put
in doubt by recent developments. The new Energy
Law sets out rules for unbundling in the energy
sector, but transmission system operators have not
yet been certified. Progress on market design, retail
markets, energy exchange and balancing markets
remains very limited and there is partial progress on
energy efficiency, and electricity and gas
connections.

7. Strengthen the independence of national
regulatory authorities and the administrative
capacity in particular in the energy and transport
sectors, as well as for waste and water
management. Remove market barriers, quotas,
territorial restrictions and regulated prices and
complete the market design by setting up a
transparent wholesale market for electricity and
natural gas. Accelerate electricity and gas
interconnector projects and enhance the capacity to
cope with disruptions. Step up efforts to improve
energy efficiency.




Cz

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Ensure planned progress towards the timely
correction of the excessive deficit. To this end,
fully implement the 2012 budget and specify
measures of a durable nature necessary for the
year 2013 so as to achieve the annual average
structural adjustment specified in the Council
recommendation under the excessive deficit
procedure. Thereafter, ensure an adequate
structural adjustment effort to make sufficient
progress towards the MTO, including meeting the
expenditure benchmark. In this context, avoid
across-the- board cuts, safeguard growth-
enhancing expenditure and step up efforts to
improve the efficiency of public spending. Exploit
the available space for increases in taxes least
detrimental to growth. Shift the high level of
taxation on labour to housing and
environmental taxation. Reduce the discrepancies
in the tax treatment of employees and the self-
employed. Take measures to improve tax collection,
reduce tax evasion and improve tax compliance,
including by implementing the Single Collection
Point for all taxes.

Some progress

The general government deficit target of 2.9% of
GDP in 2013 is in line with the deadline for
correcting the excessive deficit. The 2013 spring
forecast projects a headline deficit of 2.9% of GDP
in 2013. The average annual fiscal effort of 1.4% of
GDP over the period 2010-2013, based on the
(recalculated) structural budget balance, is above
the effort of 1 % of GDP recommended by the
Council.

Some progress was made on decreasing the size of
across-the-board cuts and of cuts in growth
enhancing expenditure.

Some progress on taxation. A package of tax
measures adopted in December 2012 increased
indirect taxes and property taxation and reduced
limits on deductible expenses for the self-employed.

No measures on environmental taxation and
recurrent real estate taxes were adopted and
current plans are likely to be delayed.

Limited progress on tax collection and compliance.
Measures were adopted to limit VAT fraud and the
introduction of a single collection point for income
taxes is envisaged for 2015.

1. Implement as envisaged the budget for the year
2013 so as to correct the excessive deficit in
2013 in a sustainable manner and achieve the
structural adjustment effort specified in the Council
recommendations under the EDP. For the year
2014 and beyond, reinforce and rigorously
implement the budgetary strategy, supported by
sufficiently specified measures, to ensure an
adequate fiscal effort to make sufficient progress
towards the medium-term objective. Prioritise
growth-enhancing expenditure including committing
on time remaining projects co-financed with EU
funds under the current financial framework.

2. Reduce the high level of taxation on labour by
shifting taxation to areas less detrimental to growth,
such as recurrent taxes on housing and vehicle
circulation taxes. Further reduce discrepancies in
the tax treatment of employees and the self-
employed. Improve tax compliance and reduce
compliance costs by establishing the Single
Collection Point and harmonising the tax bases for
personal income tax and social and health
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contributions.

2. Introduce further changes to the public pension
scheme to ensure its long-term sustainability.
Reconsider plans to allow an earlier exit from the
labour market. Promote effective participation of
younger workers in the envisaged funded scheme
to improve adequacy of pensions.

No progress

No progress made on pension system
sustainability. As part of the consolidation package,
indexation of pensions was lowered. The Czech
Republic introduced an early retirement scheme,
which goes against policies to extend working lives.
Participation in the newly launched fully funded
pillar is below expectations. The pillar has still to
prove its viability.

3. Increase the effective retirement age by
aligning retirement age or pension benefits to
changes in life expectancy, and review the
indexation mechanism. Accompany the increase in
retirement age with ~measures promoting
employability of older workers and reduce early exit
pathways. In particular, remove the public subsidy
for the pre-retirement scheme. Take measures to
significantly ~ improve  cost-effectiveness of
healthcare expenditure, in particular for hospital
care.

3. Take additional measures to significantly
increase the availability of affordable and quality
pre-school childcare.

Limited progress

The draft law on pre-school childcare is to be
adopted by the government in 2013. The law
facilitates the provision of private childcare and
introduces tax incentives for companies and
families. Broader provision, affordability and
adequate quality of the new facilities may not be
ensured.

4. Take additional efforts to strengthen the
efficiency and effectiveness of the public
employment service. Increase significantly the
availability of inclusive childcare facilities with a
focus on children up to three years old, and the
participation of Roma children, notably by adopting
and implementing the law on provision of childcare
services and strengthening the capacities of both
public and private childcare services.

4. Strengthen PES by increasing the quality and
effectiveness of training, job search assistance and
individualised services, including of outsourced
services.

Some progress

The reform of the public employment service was
adopted in 2011 and implemented throughout 2012,
the effects of which should materialise in the
medium term. Additional support is also being
granted from various European Social Fund
projects. The outsourcing of employment services
should be revised in 2014.

5. Adopt and implement as a matter of urgency the
Public Servants Act to promote stability and
effectiveness of the public administration in
avoiding irregularities. Ensure adequate
implementation of the new Public Procurement Act.
Address the issue of anonymous share holding.
Ensure correct implementation of EU Funds and
step up the fight against corruption.

Some progress

Limited progress fighting corruption. Key measures
from the 2011-12 anti-corruption strategy not
adopted. Plans retained with delay in
implementation in the 2013-14 strategy.

Limited progress on the Public Servants Act: a new
proposal from April 2013 retains important
weaknesses.

5. Ensure implementation of the anti-corruption
strategy for 2013-2014. Adopt a Public Servants
Act that should ensure a stable, efficient and
professional state administration service.
Improve the management of EU funds in view of the
2014-2020 programming period. Strengthen the
capacity for implementation of public tenders at
local and regional level.
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Substantial progress in implementation of the

Public Procurement Act Substantial progress in
addressing anonymous shares issue: An act
regulating anonymous shares from 2014 was
approved by parliament in May 2013. Some
progress on EU funds implementation.
Implementation of an action plan on EU funds
control system agreed with the Commission.

6. Adopt the necessary legislation to establish a
transparent and clearly defined system for quality
evaluation of higher education and research
institutions. Ensure that the funding is sustainable
and linked to the outcome of the quality
assessment. Establish an improvement-oriented
evaluation framework in compulsory education.

Limited progress

The system for evaluating the quality of higher
education institutions has changed only marginally
over the reporting period. Further progress is
expected from the implementation of the higher
education reform, which is planned to be adopted in
2013. The link between quality and funding was
strengthened somewhat in 2013 but no further
steps are envisaged in the near future.

6. Establish a comprehensive evaluation framework
in compulsory education and take targeted
measures to support schools that rank low in
educational outcomes. Adopt measures to enhance
accreditation and funding of higher education.
Increase the share of performance- based funding
of research institutions.

7. Drawing on the on-going review, proceed with a
reform of regulated professions, by reducing or
eliminating entry barriers and reserves of activities
where they are unjustified. Take further measures
to improve energy efficiency in the buildings and
industry sectors.
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DK
N

Country Specific Recommendations 2012
MIP: 3, 4,5

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 3

1. Implement the budgetary strategy as
envisaged, to ensure a correction of the
excessive deficit by 2013 and achieve the
annual average structural adjustment effort
specified in the Council recommendations under
the EDP. Thereafter, ensure an adequate
structural adjustment effort to make sufficient
progress towards the MTO, including meeting
the expenditure benchmark.

Significant progress

The 2013 budget aims to achieve a budget
deficit of 2%2 % in 2013 and 2% % in 2014.

2020 plan includes MTO of max. 0.5 % structural
deficit by 2020.

Budget law implements provisions of fiscal
compact and sets expenditure ceiling at the
central, municipal and regional level.

1. Implement the budgetary strategy in 2013 as
envisaged, so as to ensure the correction of the
excessive deficit by 2013. Furthermore,
implement the budgetary strategy for 2014 and
beyond to ensure an adequate fiscal effort to
remain at the medium-term objective.

2. Take further steps to enhance long-term
labour supply by reforming the disability
pension, better targeting subsidised
employment schemes (the ‘flex-job’ system)
towards people with reduced work capacity, and
improving the employability of people with a
migrant background.

Significant progress

Tax reform from spring 2012 lowers taxes on
earned income.

Reform of disability pension and the ’‘flex-job’
system by creating rehabilitation teams and
setting the minimum age of 40 to access the
disability pension and ‘flex-job’ scheme.

‘Acute package’ aims to create job opportunities
for the long-term unemployed.

Reform of the social assistance scheme [also
under CSR3] proposed by the government.

3. Implement announced measures, without
delay, to improve the cost-effectiveness of the
education system, reduce drop- out rates, in
particular within vocational education, and
increase the number of apprenticeships.

Some progress

The 2013 budget provides additional DKK 2.9
billion [€ 0.4 billion] for education and vocational
training.

An expert committee is working on proposals
(planned for spring 2013) to strengthen the
quality of youth vocational education, create
additional apprenticeships and provide a well-
functioning youth education guarantee.

2. Take further steps to improve the employability
of people at the margins of the labour market,
including people with a migrant background, the
long-term unemployed and low-skilled workers.
Improve the quality of vocational training to
reduce drop-out rates and increase the number
of apprenticeships. Implement the reform of
primary and lower secondary education in
order to raise attainment levels and improve the
cost-effectiveness of the education system.

4. Continue efforts to remove obstacles to
competition, in particular in local services, the
retail and construction sector, including by further
opening the municipal and regional procurement

Some progress
A Productivity Commission has been appointed

with the task of advising the government by the

3. Continue efforts to remove obstacles to
competition in the services sector including in
the retail and construction sectors and enhance
effectiveness in the provision of public services.
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of services to competition and ensuring that
competition law sanctions have a sufficiently
deterrent effect.

end of 2013 on
competitiveness.

ways to increase

The government has updated the Competition
act the Danish law on opening hours expired and
shop owners can open shops when they want.
However, some restrictions remain in retail
services sector.

5. Consider further preventive measures to
strengthen the stability of the housing market
and financial system in the medium term,
including by taking account of the results of the
ongoing study by the Ministry of Business and
Growth on the distribution of assets and liabilities
across households and by reviewing the property
value tax system and the municipal land value
tax system.

Some progress

The government has implemented a ‘traffic light’
labelling scheme that labels mortgage loans
according to their riskiness.

The government had formalised already existing
requirements for borrowers to be allowed to take
up variable rate and deferred-instalment loans,
only if they can afford fixed interest rate and
repayment loans.

Although cadastral values continue to be
updated every two years to reflect market values,
the property value tax has been frozen in
nominal terms since 2002. The government has
signalled no intention to review the property
value tax system.
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DE

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Continue with sound fiscal policies to achieve
the MTO by 2012. To this end, implement the
budgetary strategy as envisaged, ensuring
compliance with the expenditure benchmark as well
as sufficient progress towards compliance with the
debt reduction benchmark. Continue the growth-
friendly consolidation course through additional
efforts to enhance the efficiency of public spending
on healthcare and long-term care, and by using
untapped potential to improve the efficiency of the
tax system; use available scope for increased and
more efficient growth-enhancing spending on
education and research at all levels of government.
Complete the implementation of the debt brake in
a consistent manner across all Lander, ensuring
timely and relevant monitoring procedures and
correction mechanisms.

Significant progress in achieving fiscal targets and
implementing the budgetary strategy as envisaged.
The general government budget produced a small
surplus and the MTO was met in 2012.

Limited progress in further enhancing the
efficiency of public spending on healthcare and
long-term care and of the tax system.

Germany appears to be well on track with respect to
the national target on education and research
expenditure, but may consider more ambitious
follow-up targets.

Limited progress in the implementation of the
constitutional debt brake at L&nder level, in
particular with respect to specifying implementing
rules.

1. Preserve a sound fiscal position as envisaged
which ensures compliance with the medium- term
objective over the programme horizon. Pursue a
growth-friendly fiscal policy through additional
efforts to enhance the cost-effectiveness of public
spending on healthcare and long- term care through
better integration of care delivery and a stronger
focus on prevention and rehabilitation and
independent living. Improve the efficiency of the
tax system, in particular by broadening the VAT
base and by reassessing the municipal real estate
tax base; use the available scope for increased and
more efficient growth-enhancing spending on
education and research at all levels of government.
Complete the implementation of the debt brake in
a consistent manner across all Lander, ensuring
that monitoring procedures and correction
mechanisms are timely and relevant.

2. Address the remaining structural weaknesses in
the financial sector, inter alia by further
restructuring of those Landesbanken which are in
need of an adequately funded viable business
model while avoiding excessive deleveraging.

the
the

Significant progress in strengthening
regulatory and supervisory framework in
financial sector.

Progress in restructuring of Landesbanken based
on Commission state aid decisions.

3. Reduce the high tax wedge in a budgetary
neutral way, in particular for low-wage earners, and
maintain appropriate activation and integration
measures, in particular for the long-term
unemployed. Create the conditions for wages to
grow in line with productivity. Take measures to
raise the educational achievement of disadvantaged
groups, in particular through ensuring equal
opportunities in the education and training system.
Phase out the fiscal disincentives for second
earners, and increase the availability of fulltime

Limited progress to reduce the high tax wedge.

Insufficient progress on integrating the long-term
unemployed into the labour market.

Significant progress in wage growth.

Insufficient progress in raising the educational
achievement of disadvantaged groups.

No progress on phasing out fiscal disincentives for
second earners.

Progress in increasing the availability of full-time
childcare facilities is insufficient to meet the

2. Sustain conditions that enable wage growth to
support domestic demand. To this purpose, reduce
high taxes and social security contributions,
especially for low-wage earners and raise the
educational achievement of disadvantaged people.
Maintain appropriate activation and integration
measures, especially for the long-term unemployed.
Facilitate the transition from non-standard
employment such as mini-jobs into more
sustainable forms of employment. Take measures
to improve incentives to work and the employability
of workers, in particular for second earners and low-
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childcare facilities and all-day schools.

estimated needs. Progress regarding the availability
of all-day schools remains limited.

skilled, also with a view to improving their income.
To this end, remove disincentives for second
earners and further increase the availability of
fulltime childcare facilities and all-day schools.

4. Continue efforts to keep the overall economic
costs of transforming the energy system to a
minimum, including by accelerating the expansion
of the national and cross-border electricity and gas
networks. Ensure that the institutional set-up
guarantees effective competition in railway
markets. Take measures to further stimulate
competition in the services sectors, including
professional services and certain crafts, in particular
in the construction sector.

Insufficient progress in minimising the costs of
transforming the energy system.

Some progress in setting the conditions for
accelerating the expansion of the networks.

Limited progress in ensuring competition in the
railway markets.

Limited progress in stimulating competition in the
service sectors.

3. Improve the coordination of the energy policy
with neighbouring countries and keep the overall
costs of transforming the energy system to a
minimum, in particular by further reviewing the cost-
effectiveness of energy policy instruments designed
to achieve the renewable energy targets and by
continuing efforts to accelerate the expansion of the
national and cross-border electricity and gas
networks.

4. Take measures to further stimulate competition
in the services sectors, including certain crafts —
in the construction sector in particular — and
professional services to boost domestic sources of
growth. Take urgent action to significantly increase
the value of public contracts open to
procurement. Adopt and implement the announced
legislative reform to improve the enforcement of
competition law regarding competition restrictions.
Remove planning restrictions which unduly restrict
new entries in the retail sector. Take further
measures to eliminate the remaining barriers to
competition in the railway markets. Pursue efforts
for consolidation in the banking sector, including by
improving the governance framework.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Preserve a sound fiscal position by implementing
budgetary plans as envisaged, ensuring
achievement of the MTO by 2013 at the latest,
and compliance with the expenditure benchmark.
Complement the planned budget rule with more
binding multiannual expenditure rules within the
medium-term  budgetary framework, continue
enhancing the efficiency of public spending and
implementing measures to improve tax compliance.

Estonia has made substantial progress in
implementing the budgetary plans mentioned in the
CSR. However, no progress has been registered
so far on the fiscal framework issue. The medium
term objective was achieved in 2012, one year
before the deadline. The temporary deviation from
the MTO in 2013 is not significant and a structural
surplus is forecast to be reached from 2014
onwards. The government is expected to fulfil its
commitment under the Treaty on Stability
Coordination and Governance and to adopt the
structural budget balance rule in time. However, the
authorities are not planning to introduce an
expenditure rule. The government has taken steps
to improve tax compliance.

1. Pursue a growth-friendly fiscal policy and
preserve a sound fiscal position as envisaged,
ensuring compliance with the medium-term
budgetary objective over the programme horizon.
Complement the planned budget rule with more
binding multi-annual expenditure rules within the
medium-term budgetary framework and continue
enhancing the efficiency of public spending.

2. Improve incentives to work by streamlining the
social benefits system and increasing flexibility in
the allocation of disability, unemployment and
parental benefits, while ensuring adequate social
protection. Improve delivery of social services, while
better targeting family and parental benefits and
removing distortionary income tax exemptions
related to children. Increase the participation of the
young and the long-term unemployed in the labour
market.

Limited progress

With the aim of increasing labour supply, it has
reduced the unemployment insurance premium for
both employers and employees from January 2013
and the personal and corporate income tax rates as
of 2015.

The government has also improved the targeting of
family benefits in favour of families living in relative
poverty. As current activation measures can only
partly address the complex problems faced by the
long-term and young unemployed, the activation
level is still insufficient

2. Improve incentives to work by making the
various existing social-benefit systems more
consistent and by increasing the flexibility and
targeting of benefit allocation. Improve the delivery
of social services, including childcare, while
increasing the efficiency and cost- effectiveness of
family policy. Strengthen activation measures to
facilitate the return to the labour market of the long-
term unemployed and people receiving disability
benefits and incapacity for work benefits. Establish
coordinated measures for fostering economic
development in regions affected by high
unemployment.

3. Link training and education more effectively
to the needs of the labour market, and enhance
cooperation between businesses and academia.
Increase opportunities for low-skilled workers to
improve their access to lifelong learning. Foster
prioritisation and internationalisation of the research

Some progress

The government has initiated a process of
addressing skills mismatches by setting up a skills
taskforce and has started preparing the 2014-20
Lifelong Learning Strategy. Performance
agreements have been signed between the MoE

3. Continue efforts to improve the labour-market
relevance of education and training systems,
including by further involving social partners and
implementing targeted measures to address youth
unemployment. Significantly increase the
participation of the low skilled in life-long learning.
Intensify efforts to prioritise and internationalise the

16



http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2012:219:0025:0027:EN:PDF
http://ec.europa.eu/europe2020/pdf/nd/swd2013_estonia_en.pdf
http://ec.europa.eu/europe2020/pdf/nd/swd2013_estonia_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2013:217:0021:0023:EN:PDF

and innovation systems.

and tertiary education institutions. Weak
cooperation between business and universities
remains the main issue in R&D, together with the
internationalisation of the R&l system. Prioritisation
is expected to be addressed in two new strategies
which are due to be adopted in late spring 2013.

research and innovation systems and enhance
cooperation between businesses, higher education
and research institutions.

4. Improve energy efficiency, in particular in
buildings and  transport, and  strengthen
environmental incentives concerning vehicles and
waste, including by considering incentives such as
the taxation of vehicles. Foster renewable energy
use, including through upgraded infrastructure and
legislation. Continue the development of cross-
border connections to end relative market isolation.

Limited progress

The government has taken action to improve the
energy efficiency and reduce the carbon intensity of
government buildings. Limited action has been
undertaken for nongovernment buildings despite the
huge potential.

In transport, measures undertaken so far
(electromobility programme, energy-efficient public
transport fleet) are relevant, but insufficient

Some progress has been made in energy efficiency
but it is difficult to evaluate whether the support
instruments will be sufficient. Steps have been
taken in the right direction for strengthening
environmental incentives in the area of waste.

Estonia has reached its interim target for 2011-12
for renewable energy consumption. Estonia would
need to complete the second electricity
interconnection with Finland, and diversify its
natural gas supply with a regional LNG terminal in
the Baltic States and a possible interconnection with
Poland. The internal Baltic transmission grid should
be strengthened for both electricity and gas to
contribute to the security of supply and regional
trade.

4. Improve energy efficiency, in particular in
buildings and transport, and  strengthen
environmental incentives concerning vehicles and
waste. Step up the development of cross- border
energy connections to diversify energy sources and
promote competition in the energy market.

5. Enhance fiscal sustainability of municipalities
while improving efficiency of local governments and
ensure effective service provision, notably through
stronger incentives for the merger of or increased
cooperation between municipalities. Relevant
reform proposals should be put in place within a
reasonable timeframe.

Limited progress

Limited adjustments have been made to two Acts to
facilitate voluntary mergers of municipalities, but
cover neither local government revenue nor
services, and their possible impact is likely to be
small. With respect to services, an action plan is
being prepared and pilot projects are ongoing, while
some clarity may soon be brought to respective

5. Better balance local government revenue
against devolved responsibilities. Improve the
efficiency of local governments and ensure quality
provision of local public services.
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responsibilities in the upper secondary education
sector. Nevertheless, low accessibility and quality of
services provided at local level remain a hindrance
to the re-employment of the long-term unemployed.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012

(based on COM staff documents)

Country Specific Recommendations 2013

Implement the measures laid down in Implementing
Decision 2011/77/EU and further specified in the
Memorandum of Understanding of 16 December
2010 and its subsequent supplements.

To avoid duplication with measures set out in the
Economic Adjustment Programme, there are no
additional recommendations for Ireland.
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ILig

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012

(based on COM staff documents)

Country Specific Recommendations 2013

Implement the measures laid down in Decision
2011/734/EU, as amended on 8 November 2011
and 13 March 2012, and the Memorandum of
Understanding on Specific Economic Policy
Conditionality, which was signed on 14 March 2012.

To avoid duplication with measures set out in the
Economic Adjustment Programme, there are no
additional recommendations for Greece.
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ES

Country Specific Recommendations 2012
MIP: 1, 3,4,5, 8

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1,2,3,4,5,7,8,9

1. Deliver an annual average structural fiscal
effort of above 1,5 % of GDP over the period
2010-13 as required by the  Council
recommendation under the EDP by implementing
the measures adopted in the 2012 budget and
adopting the announced multiannual budget plan for
2013-14 by end July 2012. Adopt and implement
measures at regional level in line with the approved
rebalancing plans and strictly apply the new
provisions of the Budgetary Stability Law
regarding transparency and control of budget
execution and continue improving the timeliness
and accuracy of budgetary reporting at all levels of
government. Establish an independent fiscal
institution to provide analysis, advice and monitor
fiscal policy. Implement reforms in the public sector
to improve the efficiency and quality of public
expenditure at all government levels.

Only partially implemented.

Spain has implemented a structural effort in 2012
and 2013 which, account taken of the unexpected
adverse economic developments compared to when
the Council recommendation was issued, is in line
with the EDP recommendation. However, Spain will
not meet the nominal budgetary targets established
in the Council Recommendation of 10 July 2012.
The provisions of the Budgetary Stability Laws
regarding the envisaged early warning and
corrective mechanisms to limit deviations from the
budgetary targets of the Autonomous Communities
have not been implemented in a fully transparent,
timely, and effective way. Progress has been made
with respect to budgetary reporting at central,
regional, and social security levels by publishing
monthly budgetary execution data on national
accounts basis. The submission of the draft law
providing for the setting up of an independent fiscal
authority was submitted to the Council of Ministers
in April 2013; contrary to initial expectations the
authority is unlikely to be fully operational in the
2014 budgetary procedure.

1. Deliver the structural fiscal effort as required
by the Council recommendation under the EDP to
ensure correction of the excessive deficit by
2016. To this end, implement the measures adopted
in the 2013 budget plans at all levels of government,
reinforce the medium-term budgetary strategy
with sufficiently specified structural measures
for the years 2014-16. A durable correction of the
fiscal imbalances is predicated upon the credible
implementation of ambitious structural reforms
which would increase the adjustment capacity and
boost potential growth and employment. After
achieving the correction of the excessive deficit,
pursue the structural adjustment at an appropriate
pace so as to reach the medium term objective by
2018. Ensure a strict and transparent enforcement
of the preventive and corrective measures provided
for in the Budgetary Stability Organic Law.
Establish an independent fiscal authority before
the end of 2013 to provide analysis, advice and
monitor compliance of fiscal policy with national and
EU fiscal rules. Improve the efficiency and quality of
public expenditure at all levels of government, and
conduct a systematic review of major spending
items by March 2014. Increase the cost-
effectiveness of the health-care sector, while
maintaining accessibility for vulnerable groups, for
example by reducing hospital pharmaceutical
spending, strengthening coordination across types
of care and improving incentives for an efficient use
of resources. Take measures to reduce the
outstanding amount of government arrears, avoid
their further accumulation and regularly publish data
on outstanding amounts. Adopt the dis-
indexation law to reduce the degree of price inertia
in public expenditures and revenues, in time to have
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it in force by the beginning of 2014 and consider
additional steps to limit the application of indexation
clauses. Finalise by end-2013 the regulation of the
sustainability factor so as to ensure the long-term
financial stability of the pension system, including
by increasing the effective retirement age by
aligning retirement age or pension benefits to
changes in life expectancy.

2. Ensure that the retirement age is rising in line
with  life expectancy when regulating the
sustainability factor foreseen in the recent pension
reform and underpin the Global Employment

Strategy for Older Workers with concrete
measures to develop lifelong learning further,
improve working conditions and foster the

reincorporation of this group in the job market.

Some progress.

In early 2013, access to early and partial retirement
was curbed. An experts group has been set up to
assess the sustainability factor, but a proposal on
the technical details is still pending.

The 2012-2014 Global Employment Strategy for
Older Workers has not yet been underpinned by
concrete measures, except for some progress in the
recognition and accreditation of professional
competencies based on work experience and formal
and non-formal learning and revision of the rules on
combining work and pension entitlements.

3. Introduce a taxation system consistent with the
fiscal consolidation efforts and more supportive of
growth, including a shift away from labour towards
consumption and environmental taxation. In
particular, address the low VAT revenue ratio by
broadening the tax base for VAT. Ensure less tax-
induced bias towards indebtedness and
homeownership (as opposed to renting).

Partially implemented. With effect from September
2012, VAT rates were increased (the standard rate
from 18% to 21%, and the reduced rate from 8% to
10%). The scope of application of the standard VAT
rate was also extended (second set of measures in
November 2012).

New environmental taxes (on electricity generation)
were introduced in 2013.

A 1% reduction in employers’ social security
contributions in 2013 and 2014 previously
announced was postponed until further notice due
to the challenge of fiscal consolidation. The abolition
of mortgage payment deductibility was adopted in
December 2012.

2. Conduct a systematic review of the tax system
by March 2014. Consider further limiting tax
expenditure in direct taxation, explore the scope to
further limit the application of the reduced VAT rates
and take additional steps in environmental taxation,
notably as regards excise duties and fuel taxes.
Take further measures to address the debt bias in
corporate taxation. Intensify the fight against the
shadow economy and undeclared work,

4. Implement the reform of the financial sector, in
particular complement the on-going restructuring of
the banking sector by addressing the situation of
remaining weak institutions, put forward a

Implementation is ongoing in the framework of
the bank recapitalisation programme.

3. Implement the financial sector programme for
the recapitalisation of the financial institutions,
including the measures promoting non-bank
intermediation adopted in November 2012.
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comprehensive strategy to deal effectively with the
legacy assets on the banks' balance sheets, and
define a clear stance on the funding and use of
backstop facilities.

5. Implement the labour market reforms and take
additional measures to increase the effectiveness of
active labour market policies by improving their
targeting, by increasing the use of training, advisory
and job matching services, by strengthening their
links with passive policies, and by strengthening
coordination between the national and regional
public employment services, including sharing
information about job vacancies.

Partially implemented

Implementation of the 2012 labour market reform
continues; its impact will be subject to an evaluation
currently being developed by the government.

The Royal Decree-Law of 13 July 2012 on
measures to ensure budget stability and promote
competitiveness has strengthened the links
between active and passive labour market policies,
tightening job-search conditionality and revising
conditions for unemployment assistance.

New measures were taken in the area of ALMPs,
namely as regards youth unemployment and the
links between ALMPs and PLMPs. Further reform is
considered urgent to increase employability.

6. Review spending priorities and reallocate funds
to support access to finance for small and
medium-sized enterprises (SMEs), research,
innovation and young people. Implement the Youth
Action Plan, in particular as regards the quality and
labour market relevance of vocational training and
education, and reinforce efforts to reduce early

school-leaving and increase participation in
vocational education and training through
prevention, intervention and  compensation
measures.

Partially implemented.

The Youth Employment and Entrepreneurship
Strategy 2013-2016 (in the pipeline) will encompass
around 100 short, medium and long-term measures
to support education and training, counterbalance
youth unemployment and enhance
entrepreneurship, with an overall budget of 3.5
billion.

Measures to fight ESL have been maintained in
2012 in cooperation with the Autonomous
Communities, but funding is no longer provided in
the 2013 budget. The main objective of the draft
Organic Law for the Improvement of Quality in
Education (LOMCE) is also fight against ESL.

The 2012 labour market reform significantly
amended the contract for training and
apprenticeship, and foundations were laid to launch
a dual vocational training system (Royal Decree
1529/2012 of November 2012). The 2013 NRP
does not provide for the reallocation of public

4. Finalise the evaluation of the 2012 labour
market reform covering the full range of its
objectives and measures by July 2013, and present
amendments, if necessary, by September 2013.
Adopt the 2013 national Employment Plan by July
2013 and enact swiftly a result- oriented reform of
active labour market policies, including by
strengthening the targeting and efficiency of
guidance. Reinforce and modernise public
employment services to ensure effective
individualised assistance to the unemployed
according to their profiles and training needs.
Reinforce the effectiveness of re-skilling training
programmes for older and low-skilled workers. Fully
operationalize the Single Job Portal and speed up
the implementation of public-private cooperation in
placement services to ensure its effective
application already in 2013.

5. Implement and monitor closely the effectiveness
of the measures to fight youth unemployment set
out in the Youth Entrepreneurship and Employment
Strategy 2013-2016, for example through a Youth
Guarantee. Continue with efforts to increase the
labour market relevance of education and
training, to reduce early school leaving and to
enhance life-long learning, namely by expanding the
application of dual vocational training beyond the
current pilot phase and by introducing a
comprehensive monitoring system of pupils’
performance by the end of 2013.
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spending to research and innovation, where no
progress has been made since 2009.

7. Improve the employability of vulnerable
groups, combined with effective child and family
support services in order to improve the situation of
people at risk of poverty and/or social exclusion,
and consequently to achieve the well-being of
children.

Limited progress.

The 2012 labour market reform presented a set of
general measures tending to promote employability,
but failed to take a specific approach to support the
active inclusion in the labour market of those
furthest away from the labour market. No additional
measures have been announced since the reform,
except for the revision and extension of the 40
PREPARA programme until unemployment rates
fall below 20 %. Spain also approved a National
Strategy for the Social Inclusion of the Roma
Population 2012-2020 and an Action Plan on Drugs
2013-2016, but budget allocations are yet to be
confirmed.

Limited progress was made on measures to tackle
child poverty and improve the efficiency of family
support services, although the approval in April
2013 of the Second National Strategic Plan for
Children and Adolescents 2013-2016 (PENIA 1)
gives a positive signal.

6. Adopt and implement the necessary measures to
reduce the number of people at risk of poverty
and/or social exclusion by reinforcing active
labour market policies to improve employability of
people further away from the labour market and by
improving the targeting and increasing efficiency
and effectiveness of support measures including
quality family support services.

8. Take additional measures to open up
professional services, including highly regulated
professions, reduce delays in obtaining business
licences and eliminate barriers to doing business
resulting from overlapping and multiple regulations
by different levels of government. Complete the
electricity and gas interconnections  with
neighbouring countries and address the electricity
tariff deficit in a comprehensive way, in particular by
improving the cost efficiency of the electricity supply
chain.

Limited progress.

Submission of the draft Law on Professional
Services has been repeatedly delayed. The
Entrepreneurship Plan was announced in February
2013 and confirmed in the NRP 2013. The
measures announced are being formally adopted
and should contribute to introducing more
dynamism into the economy.

Measures adopted in December 2012 (e.g. taxes on
electricity generation), and more announced in
February 2013 (e.g. revised support for renewable
energy sources) are intended to reduce the
electricity tariff deficit in 2013 and to finance the

7. Urgently adopt and implement the draft Law on
Market Unity and speed up all complementary
actions needed for its swift implementation. Ensure
the effectiveness, autonomy and independence of
the newly created regulatory authority. By the end of
2013, adopt and implement the Law on professional
associations and services, so as to remove any
unjustified restriction to the access and exercise of
professional activites, and the Law on
Entrepreneurship. Regroup and concentrate support
schemes for the internationalisation of firms.
Reduce the number and shorten licensing
procedures, including for industrial activities, and
spread the use of the "express licence" approach to

remainder from the state budget. Additional | activities other than retail. Review insolvency
systemic measures are needed. frameworks for companies and individuals,
including through limiting personal liability of
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entrepreneurs and easing second chances for failed
businesses. Remove unjustifiable restrictions to
the establishment of large-scale retail premises. By
March 2014, review the effectiveness of the
regulatory framework to support the development of
the housing rental market.

8. Tackle the electricity tariff deficit by adopting
and implementing a structural reform of the
electricity sector by the end of 2013. Intensify efforts
to complete the electricity and gas interconnections
with neighbouring countries. Reduce the contingent
liability for public finances stemming from
unprofitable transport infrastructure. Set up an
independent observatory to inform the assessment
of future major infrastructure projects. Take
measures to ensure effective competition in freight
and passenger rail services.

9. Adopt in line with the presented timetable the
reform of the local administration and define by
October 2013 a plan to enhance the efficiency of
the overall public administration. Adopt and
implement the on-going reforms to enhance the
efficiency of the judicial system.
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FR

Country Specific Recommendations 2012
MIP: 2,4,5

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1,2,3,4,5,6

1. Reinforce and implement the budgetary strategy,
supported by sufficiently specified measures,
notably on the expenditure side, for the year 2012
and beyond to ensure a correction of the
excessive deficit by 2013 and the achievement of
the structural adjustment effort specified in the
Council recommendations under the excessive
deficit procedure. Thereafter, ensure an adequate
structural adjustment effort to make sufficient
progress towards the MTO, including meeting the
expenditure benchmark, and ensure sufficient
progress towards compliance with the debt
reduction benchmark. Continue to review the
sustainability and adequacy of the pension system
and take additional measures if needed.

Some progress

Although  the  authorities  took  additional
consolidation measures shortly after they took office
to secure the 4.5% target for 2012, the deficit
eventually came out at 4.8% of GDP. As far as 2013
is concerned, the budget was based on a deficit
target of 3% of GDP. However, the deficit will likely
stay well above the reference threshold and the
stability programme now aims at 3.7% of GDP. The
Commission spring forecast projected the deficit to
reach 3.9%.

Regarding the pension system, the latest
projections by the Pensions Advisory Council point
to large deficits by 2020. The decision to reinstate
retirement at 60 for some categories of workers
goes against the recommendation. Furthermore,
this measure is financed by higher social security
contributions, hence further increasing the already
high tax burden on labour.

1. Reinforce and pursue the budgetary strategy in
2013. Enhance the credibility of the adjustment by
specifying by autumn 2013 and implementing the
necessary measures for the year 2014 and beyond
to ensure a correction of the excessive deficit in
a sustainable manner by 2015 at the latest and
the achievement of the structural adjustment effort
specified in the Council recommendations under the
EDP. Use all windfall gains for deficit reduction. A
durable correction of the fiscal imbalances requires
a credible implementation of ambitious structural
reforms to increase the adjustment capacity and
boost growth and employment. Maintain a growth-
friendly fiscal consolidation course and further
increase the efficiency of public expenditure, in
particular by proceeding as planned with a review of
spending categories across all sub-sectors of
general government. Take action through the
forthcoming decentralisation law to achieve better
synergies and savings between central and
local government levels. After the correction of
the excessive deficit, pursue the structural
adjustment effort at an adequate pace so as to
reach the MTO by 2016. Take measures by the
end of 2013 to bring the pension system into
balance in a sustainable manner no later than
2020, for example by adapting indexation rules, by
increasing the full-pension contribution period, by
further increasing the effective retirement age by
aligning retirement age or pension benefits to
changes in life expectancy and by reviewing special
schemes, while avoiding an increase in employers'
social contributions, and increase the cost-
effectiveness of healthcare expenditure,
including in the areas of pharmaceutical spending.
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2. Introduce further reforms to combat labour
market segmentation by reviewing selected
aspects of employment protection legislation, in
consultation with the social partners in accordance
with national practices, in particular related to
dismissals; continue to ensure that any
development in the minimum wage is supportive
of job creation and competitiveness; take actions
to increase adult participation in lifelong learning.

Some progress

A national agreement was reached by social
partners on 11 January. This agreement has two

main strands. It offers new rights to employees and
increases the flexibility of the labour contract for
employers. The implementing draft law was
presented to the Parliament in April and definitely
adopted by mid-May. The agreement reached is a
step in the right direction. At this stage, the
measures included in the agreement are in line with
the CSR as they address partly labour market
segmentation and reduce the uncertainties of
dismissals.

On the other hand, the discretionary hike in the
minimum wage decided in July 2012, although
limited, goes clearly against the recommendation.
Despite the reforms undertaken, the French
participation rate of adults in lifelong learning
remains below the EU average. The planned
transfer of additional lifelong learning competences
to the Regions provides an opportunity to address
the weaknesses of the current system.

3. Adopt labour market measures to ensure that
older workers stay in employment longer; improve
youth employability especially for those most at risk
of unemployment, by providing for example more
and better apprenticeship schemes which effectively
address their needs; step up active labour market
policies and ensure that public employment
services are more effective in delivering
individualised support.

Some progress

500000 generation contracts are expected to be
created within the next five years to promote the

creation of jobs for young workers along with the
retention of seniors in employment. Specifically
targeted toward deprived areas, the

‘emplois d’avenir’ scheme plans to offer 150000
jobs in the public sector to young people by the end
of 2014. A reform of apprenticeship and lifelong
learning was announced for the end of 2013 which
would aim to improve the vocational training system
and encourage training for jobseekers.

Regarding the public employment service, the
announced plan to increase staffing is positive but

2. Ensure that the reduction in the labour cost
resulting from the '‘credit d'impdt compétitivité et
emploi' yields the planned amount and that no other
measure will offset its effect. Take further action to
lower the cost of labour, in particular through further
measures to reduce employers’ social-security
contributions, in association with social partners.
Ensure that developments in the minimum wage
are supportive of competitiveness and job
creation, taking into account the existence of wage
support schemes and social contribution
exemptions.

6. Implement fully and without delay the January
2013 inter-professional agreement, in consultation
with the social partners. Take further action to
combat labour-market segmentation, in particular
to address the situation of interim agency workers.
Launch urgently a reform of the unemployment
benefit system in association with the social
partners and in accordance with national practices
to ensure sustainability of the system while ensuring
that it provides adequate incentives to return to
work. Enhance the employment rate of older
workers and stimulate their participation in the
labour market. Take specific action to improve the
employment perspective of older unemployed
people in particular through specific counselling and
training. Increase adult participation in lifelong
learning, especially of the least qualified and of the
unemployed. Ensure that public employment
services effectively deliver individualised support to
the unemployed and that active labour market
policies effectively target the most disadvantaged.
Take further measures to improve the transition
from school to work through, for example, a Youth
Guarantee and promotion of apprenticeship.
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insufficient to address the increasing number of
unemployed people.

4. Take further steps to introduce a more simple
and balanced taxation system, shifting the tax
burden from labour to other forms of taxation that
weigh less on growth and external competitiveness,
in particular environmental and consumption taxes;
continue efforts to reduce and streamline tax
expenditures  (in  particular those providing
incentives to  indebtedness); review the
effectiveness of the current reduced VAT rates in
support of growth and job creation.

Substantial progress

The tax credit introduced as part of the Pact on
competitiveness is financed by an increase in VAT
rates, by environmental taxation adjustments (still to
be defined) and by additional savings (idem). It is
therefore consistent with the recommendation to
shift taxation from labour to less distortive forms of
taxation, including consumption and environmental
taxes, although part of the measures are still to be
specified in sufficient detail. Concerns may be
raised on the effect of the tax credit on the
incentives to hire or maintain in employment low-
rather than high-skilled people. In addition, the
government has taken further measures to reduce
tax expenditures for both personal income tax and
corporate income tax. In particular, specific attention
has been paid to the need to reduce the

incentive to increase debt but at the same time,
incentives to equity investment seem to have been
reduced. Regarding the reduced VAT rates, the
intermediate rate will be increased by 3 pps.

5. Pursue efforts to simplify the tax system and
improve its efficiency, while ensuring continuity of
tax rules over time. Take additional measures to
remove the debt bias in corporate taxation. Step up
efforts to reduce and streamline personal and
corporate income tax expenditures while reducing
statutory rates; bring reduced VAT rates closer to
the standard rate and remove inefficient
reduced rates. Take further measures shifting the
tax burden from labour to environmental taxation or
consumption.

5. Pursue efforts to remove unjustified
restrictions on regulated trades and
professions, in particular in services and the retalil
sector; take further steps to liberalise network
industries, in particular in the electricity wholesale
market, develop energy interconnection capacity
and facilitate the entry of new operators into the rail
freight and international passenger transport
sectors.

Limited progress

No significant progress has been recorded on this
recommendation, with the exception of a major
electricity interconnection project under construction
between France and Spain. In the context of the
planned reform of the rail system, there is also room
for progress to ensure the necessary independence
of the infrastructure manager to guarantee fair and
non-discriminatory access to the network to all
operators in both freight and passenger transport.
On regulated sectors ad professions, despite a few
noticeable exceptions (including veterinaries,
lawyers and accountants), no progress has been
recorded in the removal of restrictions, in particular
in the retail sector.

3. Take further measures to improve the business
environment and develop the innovation and
export capacity of firms, in particular SMEs and
enterprises of intermediate size. In particular,
launch the announced simplification initiative of
the regulatory framework, and improve the
framework conditions for innovation, by enhancing
technology transfer and the commercial exploitation
of research, including through a reorientation of the
competitiveness poles.

4. Take action to enhance competition in
services; remove unjustified restrictions in the
access to and exercise of professional services,
notably regarding legal form, shareholding
structure, quotas and territorial restrictions; take
action to simplify authorisation for the opening of
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trade outlets and to remove the ban of sales at a
loss; remove regulated gas and electricity tariffs for
non-household customers and strengthen
interconnection  capacity = with  neighbouring
countries; in the railway sector, open domestic
passenger transport to competition.
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Country Specific Recommendations 2012
MIP: 1,4,5,6

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1, 2, 3,4,5,and 6

1. Implement the budgetary strategy as planned,
and ensure that the excessive deficit is corrected
in 2012. Ensure the planned structural primary
surpluses so as to put the debt- to-GDP ratio on a
declining path by 2013. Ensure adequate progress
towards the MTO, while meeting the expenditure
benchmark and making sufficient progress towards
compliance with the debt reduction benchmark.

Some progress.

On 10 April, the government presented the new
Economic and Financial Planning Document (DEF)
for 2013-17, with a worsened economic and
budgetary outlook. The deficit reached 3.0% of GDP
in 2012 (EDP deadline set by the Council). The
government deficit is planned to decrease slightly to
2.9% of GDP in 2013, to allow for the liquidation of
commercial debt of around 0.5% of GDP, and to fall
to 1.8% in 2014, 1.5% in 2015, 0.9% in 2016 and
0.4% in 2017. The deficit targets as from 2015 will
require some additional consolidation measures.
Also due to the payment of commercial debt, the
debt is projected to rise to 130.4% of GDP this year
and fall steadily thereafter, to 117.3% in 2017.

1. Ensure that the deficit remains below 3% of
GDP in 2013, by fully implementing the adopted
measures. Pursue the structural adjustment at an
appropriate pace and through growth-friendly fiscal
consolidation so as to achieve and maintain the
MTO as from 2014. Achieve the planned structural
primary surpluses in order to put the very high debt-
to-GDP ratio on a steadily declining path. Continue
pursuing a durable improvement of the efficiency
and quality of public expenditure by fully
implementing the measures adopted in 2012 and
taking the effort forward through regular in depth
spending reviews at all levels of government.

2. Ensure that the specification in the implementing
legislation of the key features of the balanced
budget rule set out in the Constitution, including
appropriate  coordination across levels of
government, is consistent with the EU framework.
Pursue a durable improvement of the efficiency and
quality of public expenditure through the planned
spending review and the implementation of the
2011 Cohesion Action Plan leading to improving
the absorption and management of EU funds, in
particular in the South of Italy.

The part dedicated to the balanced budget rule
has been fully addressed, while some progress
has been made towards addressing the
recommendation on public expenditure and
structural funds. In line with the CSR, the
secondary legislation related to the introduction of a
balanced budget rule in the Italian Constitution was
adopted in December 2012, in broad consistency
with the EU strengthened fiscal framework. A
spending review law was adopted last August and
complemented by measures to cut the costs of
elected bodies and further expenditure reshuffling
provisions in the December 2012 budget law for
2013-15. As regards the implementation of the
Cohesion Action Plan, while the part of the
recommendation regarding absorption has seen
positive developments, the management issue,
especially in the south of Italy, remains
unaddressed.

2. Ensure timely implementation of on-going
reforms by swiftly adopting the necessary enacting
legislation, following it up with concrete delivery at
all levels of government and with all relevant
stakeholders, and monitoring impact. Reinforce the
efficiency of public administration and improve
coordination between layers of government.
Simplify the administrative and regulatory
framework for citizens and business and reduce the
duration of case-handling and the high levels of
litigation in civil justice, including by fostering out-of-
court settlement procedures. Strengthen the legal
framework for the repression of corruption, including
by revising the rules governing limitation periods.
Adopt structural measures to improve the
management of EU funds in the southern regions
with regard to the 2014-2020 programming period.
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3. Take further action to address youth
unemployment, including by improving the labour-
market relevance of education and facilitating
transition to work, also through incentives for
business start-ups and for hiring employees.
Enforce nation-wide recognition of skills and
gualifications to promote labour mobility. Take
measures to reduce tertiary education dropout
rates and fight early school leaving.

Some progress.

Some measures have been taken to tackle early
school leaving and tertiary education dropout rates
and to adapt the supply of high-level skills to labour
market needs, yet they are still insufficient.
Nationwide recognition of skills and qualifications
has been implemented through the national system
for the certification of skills. Several measures have
been introduced to favour the creation of innovative
start-ups and the recruitment of high-skilled young
people but their scope is limited and some of them
still lack implementing legislation.

4. Adopt the labour market reform as a priority to
tackle the segmentation of the labour market and
establish an integrated unemployment benefit
scheme. Take further action to incentivise labour
market participation of women, in particular through
the provision of childcare and elderly care. Monitor
and if needed reinforce the implementation of the
new wage setting framework in order to contribute
to the alignment of wage growth and productivity at
sector and company level.

Some progress.
In line with the CSR, an ambitious reform of the

labour market was adopted in June 2012, but still
requires the adoption of implementing decrees for
some of its provisions. Although measures were
adopted to encourage female participation in the
labour market, their scope remains narrow.
Furthermore, the measures regarding the provision
of childcare and elderly care remain at a general
stage and have limited scope. On wage bargaining,
an agreement was signed by the social partners in
2012. It promotes decentralised bargaining and
acknowledges the need to link wages not only to
inflation but also to the economic and competitive
conditions of the country of the sector concerned.

4. Ensure the effective implementation of the
labour market and wage setting reforms to allow
better alignment of wages to productivity. Take
further action to foster labour market
participation, especially of women and young
people, for example through a Youth Guarantee.
Strengthen vocational education and training,
ensure more efficient public employment services
and improve career and counselling services for
tertiary students. Reduce financial disincentives
for second earners to work and improve the
provision of care, especially child- and long-term
care, and out-of-school services. Step up efforts to
prevent early school leaving. Improve school
guality and outcomes, also by enhancing teachers'
professional development and diversifying career
development. Ensure effectiveness of social
transfers, notably through better targeting of
benefits, especially for low-income households with
children.

5. Pursue the fight against tax evasion. Pursue
the shadow economy and undeclared work, for
instance by stepping up checks and controls. Take
measures to reduce the scope of tax exemptions,
allowances and reduced VAT rates and simplify the
tax code. Take further action to shift the tax burden
away from capital and labour to property and
consumption as well as environment.

Limited progress.

After the ambitious measures adopted over 2010-
11, progress towards further shifting the tax burden
from labour and capital to property and consumption
has been limited. Relevant measures were
contained in a draft enabling law for reforming the
tax system to improve tax compliance, simplify the
tax system and enhance its efficiency but remained
at the stage of projects since the law has not been
adopted by the Italian Parliament. Italy has
implemented targeted measures to enhance the
tools available to the tax administration to efficiently

5. Shift the tax burden from labour and capital to
consumption, property and the environment in a
budgetary neutral manner. To this purpose,
review the scope of VAT exemptions and reduced
rates and of direct tax expenditures, and reform the
cadastral system to align the tax base of recurrent
immovable property to market values. Pursue the
fight against tax evasion, improve tax
compliance and take decisive steps against the
shadow economy and undeclared work.
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tackle tax evasion.

6. Implement the adopted liberalisation and
simplification measures in the services sector.
Take further measures to improve market access in
network industries, as well as infrastructure capacity
and interconnections. Simplify further the regulatory
framework  for  businesses and enhance
administrative capacity. Improve access to financial
instruments, in particular equity, to finance growing
businesses and innovation. Implement the planned
reorganisation of the civil justice system, and
promote the use of alternative dispute settlement
mechanisms.

Some progress.

Important measures have been adopted to improve
market functioning in services and network
industries. Yet, risks can be identified as regards
the proper implementation of some of them, the
liberalisation of local public services halted, and
areas for further action remain, for instance in fuel
distribution, insurance, and postal services.
Besides, only limited progress has been registered
regarding the improvement of infrastructure in the
electricity and gas sectors.

Work on administrative simplification has continued.
However, the draft law on simplification expected to
supplement this effort has not been approved by the
Italian Parliament.

Several tools were introduced to ease firms’ access
to finance and improve research and innovation, but
remain limited in scope.

6. Ensure the proper implementation of the
measures aiming at market opening in the
services sector. Remove remaining restrictions
in professional services and foster market access
for instance in the provision of local public services
where the use of public procurement should be
advanced (instead of direct concessions). Pursue
deployment of the measures taken to improve
market access conditions in network industries, in
particular by setting- up the Transport Authority as a
priority. Upgrade infrastructure capacity with
focus on energy interconnections, intermodal
transport  and high-speed broadband in
telecommunications, also with a view to tackling the
North-South disparities.

3. Extend good corporate governance practices to
the whole banking sector conducive to higher
efficiency and profitability to support the flow of
credit to productive activities. Take forward the on-
going work as regards asset-quality screening
across the banking sector and facilitate the
resolution of non-performing loans on banks’
balance sheets. Promote further the development
of capital markets to diversify and enhance firms'
access to finance, especially into equity, and in turn
foster their innovation capacity and growth.
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CY

Country Specific Recommendations 2012
MIP: 1,2, 7

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Take additional measures to achieve a durable
correction of the excessive deficit in 2012.
Rigorously implement the budgetary strategy,
supported by sufficiently specified measures, for the
year 2013 and beyond to ensure the achievement
of the MTO by 2014 and compliance with the
expenditure benchmark and ensure sufficient
progress with the debt reduction benchmark.
Accelerate the phasing-in of an enforceable
multiannual budgetary framework with a binding
statutory basis and corrective mechanism. Take
measures to keep tight control over expenditure and
implement programme and performance budgeting
as soon as possible. Improve tax compliance and
fight against tax evasion.

Partially implemented.

» The Cypriot authorities had adopted a series of
packages of fiscal consolidation measures in 2011,
embedded in the 2012 Budget Law. In addition,
they adopted fiscal measures for 2012-14 outlined
in the MoU with the 2013 Budget Law and the
MTBF for 2013-2015. Based on the Commission's
Spring Forecast 2013, the general government
deficit for 2012 is projected at -6.3% of GDP.

» The Law on Regulation of the Medium-Term
Budgetary Framework and Fiscal Rules (MTBF
Law) was adopted with the 2013 Budget Law.

» The value of several indicators, such as the
administrative costs of tax collection and the share
of the shadow economy, indicate a need and scope
to improve both tax compliance and the tax
administration. The 2013 Budget Law included
special provisions to pursue the effort to fight
against fraud and tax evasion.

To avoid duplication with measures set out in the
Economic Adjustment Programme, there are no
additional recommendations for Cyprus.

2. Further harmonise the supervisory and the
regulatory framework for the cooperative credit
societies in line with the standards applied for
the commercial banks. Strengthen regulatory
provisions for the efficient recapitalisation of the
financial institutions in order to limit exposure of the
financial sector to external shocks.

Partially implemented.

» As per MoU, Cyprus committed to integrating the
supervision of the cooperative credit institutions into
the Central Bank of Cyprus and legislation will be
passed to strengthen governance of these
institutions (by June 2013 as per MoU).

> As per MoU, Cyprus committed to increase the
minimum Core Tier 1 capital ratio from the present
8% to 9%, with financial institutions to comply by
the end of December 2013 (ii) undercapitalised
institutions in comparison with a 9% core tier 1
capital target under stress conditions will be
required to submit funding plans and to increase
their capital to the extent possible by recourse to
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private investors; (iii) institutions borrowing from the
Central Bank of Cyprus (CBC) will establish and
submit quarterly medium-term funding plans, taking
into consideration the expected path of
deleveraging that would avoid asset fire sales or a
credit crunch; (iv) CBC will review its prudential
regulations on liquidity by end-2014.

3. Further improve the long-term sustainability
and adequacy of the pensions system and address
the high at-risk-of-poverty rate for the elderly.
Ensure an increase in the effective retirement age,
including through aligning the statutory retirement
age with the increase in life expectancy.

Partially implemented.

» The Cyprus authorities took measures for a
comprehensive pension reform encompassing both
the Government Employees Pension System
(GEPS) and the General Social Insurance System
(GSIS). In January 2013, the statutory retirement
age was increased by two years for the GEPS,
while the minimum age for entittement to an
unreduced pension is being raised by 6 month per
year in the GSIS to bring it into line with the
statutory retirement age. In addition, under the
GEPS, the indexation of all pension benefits has
been changed from wages to prices, while pension
benefits are to be calculated on a pro-rata basis
taking into account life-time service. Lump-sum
payments accruing under the GEPS from 1 January
2013 onwards are now taxed as personal income
with public sector employees having the option of
turning the lump sum into an annuity. Pensions
under both systems are frozen for the programme
period.

4. Complete and implement the national
healthcare system without delay, on the basis of a
roadmap, which should ensure its financial
sustainability while providing universal coverage.

Partially implemented.

» In June 2012, the Council of Ministers approved a
proposal for the implementation of the National
Health Insurance System (NHIS).

» As per MoU, an actuarial study is being carried out
to assess the potential fiscal risks and benefits of
the planned introduction of the National Health
System (foreseen for 2015) and is to be available
by the end of June 2013.

5. Improve the skills of the workforce to reinforce
their occupational mobility towards activities of high

Partially implemented.
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growth and high value added. Take further
measures to address youth unemployment, with
emphasis on work placements in companies and
promotion of self-employment. Take appropriate
policy measures on the demand side to stimulate
business innovation.

» In order to improve the skills of the workforce and
to promote productivity, Cyprus set up four post-
secondary institutions which opened in September
2012. It also further developed and is gradually
implementing a competence-based system of
vocational qualifications (SVQ). To improve basic
skills and address the drop-out and ESL, Cyprus
started the implementation in October 2012 of the
New Modern Apprenticeship (NMA) system directed
to young people between 14-25 years old.

> With a view to promoting employment, a new
incentive scheme was set up for the employment of
the long-term unemployed while two schemes were
envisaged to support youth employment

6. Remove unjustified obstacles in services
markets, in particular by improving the
implementation of the Services Directive in service
sectors with the most growth potential (including
tourism) and by opening up the provision of
professional services.

Partially implemented.

» Cyprus adopted legislation for eliminating: (i)
restrictions for the exercise of the profession of
opticians; (ii) minimum tariffs for tourist guides and
tourism agencies; and (iii) barriers to entry to the
technical professions as a legal person.

» Cyprus committed to removing obstacles in
services markets by easing the requirements

related to entry and establishment, and by
eliminating requirements concerning minimum
tariffs.

7. Improve competitiveness, including through the
reform of the system of wage indexation, in
consultation with social partners and in line with
national practices, to better reflect productivity
developments. Take steps to diversify the structure
of the economy. Redress the fiscal balance by
restraining expenditure.

Partially implemented.

» Cyprus adopted legislation to reform the wage
indexation mechanism (COLA) by reducing the
frequency of its adjustment, introducing a
mechanism for its automatic suspension during
adverse economic conditions and moving from full
to partial indexation of 50% of past inflation. COLA
is suspended in the public sector until end-2015
while the new system is expected to be extended
also to the private sector by means of a tripartite
agreement.
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LV

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Ensure planned progress towards the timely
correction of the excessive deficit. To this end,
implement the budget for the year 2012 as
envisaged and achieve the fiscal effort specified in
the Council recommendation under the excessive
deficit procedure. Thereafter, implement a
budgetary strategy, supported by sufficiently
specified structural measures, for the year 2013 and
beyond, to make sufficient progress towards the
MTO, and to respect the expenditure benchmark.
Use better than expected cyclical revenue to
reduce government debt.

Significant progress.

The general government deficit decreased in 2012
to the level of 1.2% of GDP, which is significantly
better than was envisaged in the 2012 programme.
As the structural balance improved substantially in
2012, partly reflecting measures to increase tax
efficiency, Latvia also reached its MTO in that year.
However, contrary to the CSR, the 2012 budget was
not implemented as envisaged, as the standard
VAT rate was lowered in mid-2012 and the
supplementary budget raising expenditure targets
were adopted in the second half of the year.

2. Implement measures to shift taxation away
from labour to consumption, property, and use of
natural and other resources while improving the
structural balance; ensure adoption of the Fiscal
Discipline Law and develop a medium term
budgetary framework law to support the long-term
sustainability = of  public  finances; restore
contributions to the mandatory funded private
pension scheme at 6 % of gross wages from
2013.

Some progress.

Latvia has reduced taxes on labour and plans
further steps in this regard in 2014-15. However,
focus on low-wage earners has been insufficient.
The Fiscal Discipline Law was approved by
parliament in January 2013 and entered into force
on 6 March 2013, and the first medium-term budget
law under the new framework is expected in the
second half of 2013. Latvia has increased
contributions to the mandatory funded private
pension scheme, although the increases were more
gradual than prescribed by the CSR.

1. Reinforce the budgetary strategy to ensure that
the deviation from the MTO only reflects the
incremental impact of the systemic pension
reform. Within this strategy, reduce taxation of low-
income earners by shifting taxation to areas such
as excise duties, recurrent property taxes
and/or environmental taxes. Maintain efforts to
improve tax compliance and combat the shadow
economy. Continue strengthening the fiscal
framework through effective implementation of
the Fiscal Discipline Law and multi-annual
budgeting.

3. Take measures to reduce long-term and youth
unemployment by fighting early school leaving,
promoting more efficient vocational education and
training and its apprenticeship component,
enhancing the quality, coverage and effectiveness
of active labour market policy and its training
component and through an effective wage subsidy
scheme.

Some progress.

Latvia has partially implemented the CSR by taking
the following steps: increased coverage of ALMPs;
development of new  ALMP measures;
modernisation of VET schools; and others.
However, since youth and long-term unemployment
is still high, further work is necessary. Also, several
measures are at an early stage of implementation.
There is scope for further action as regards
promoting apprenticeships  within VET and

3. Tackle long-term and youth unemployment by
increasing coverage and effectiveness of active
labour market policies and targeted social services.
Improve the employability of young people, for
example through a Youth Guarantee, establish
comprehensive career guidance, implement reforms
in the field of vocational education and training, and
improve the quality and accessibility of
apprenticeships.
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implementing the planned VET reforms.

4. Tackle high rates of poverty and social exclusion
by reforming the social assistance system to
make it more efficient, while better protecting the
poor. Ensure better targeting and increase
incentives to work.

No progress.
There has been little progress in addressing the
problems of social assistance and some steps

(abolishing central government financing for GMI;
reduction of the GMI amount) go against the spirit of
the CSR.

4. Tackle high rates of poverty by reforming social
assistance for better coverage, by improving benefit
adequacy and activation measures for benefit
recipients. Reinforce the delivery mechanisms to
effectively reduce child poverty.

5. Further encourage energy efficiency by
implementing measures and providing incentives for
reducing energy costs and shifting consumption
towards energy-efficient  products, including
vehicles, buildings and heating systems. Promote
competition in major energy networks and improve
connectivity with EU energy networks.

Some progress.

Progress achieved on liberalising the electricity
market. Some progress was identified regarding
energy network connections, as essential projects
are under development in cooperation with other
countries in the region. Limited progress was
achieved on gas infrastructure and markets, and
regional discussions continue. Some progress was
made on energy efficiency. Delivery of the 40%
RES target by 2020 requires further work, including
on the set-up of a stable and predictable support
framework.

6. Continue  improving  energy efficiency,
especially of residential buildings and district
heating networks, provide incentives for reducing
energy costs and shift consumption towards
energy- efficient products. Improve connectivity
with EU energy networks and take steps towards
liberalisation of the natural gas market, including
provision of clear rules for third-party access to
storage capacities.

6. Take measures to improve management and
efficiency of the judiciary, in particular to reduce
the backlog and length of procedures. Take steps to
improve the insolvency regime and the mediation
laws.

Some progress.

The following measures have been taken to
improve the efficiency of the judiciary. The results of
these measures cannot be assessed at such an
early stage. However, the following challenges have
not been addressed: the need to ensure proper
interpretation of the insolvency law; continuing
measures that further improve the quality of the
judiciary; and establishing a comprehensive policy
on human resources.

7. Complete pending reforms to improve the
efficiency and quality of the judiciary and reduce
the backlog and length of proceedings, including as
regards insolvency. Put in place a comprehensive
human resources policy and take steps to
implement the mediation laws and streamline the
arbitration court system.

7. Continue reforms in higher education, inter
alia, by implementing a new financing model that
rewards quality, strengthens links with market
needs and research institutions, and avoids
fragmentation of budget resources. Design and
implement an effective research and innovation
policy encouraging companies to innovate, including
via tax incentives, upgrading infrastructure and

Some progress.

The Ministry of Education and Science has
proposed several reforms. Although most reform
plans are at an early stage, they appear ambitious
and relevant. Further efforts are needed to
modernise and rationalise research and research
institutions, based on independent external
assessment. Such assessment should support

5. Implement the planned reforms of higher
education  concerning, in  particular, the
establishment of a quality-rewarding financing
model, reform of the accreditation system,
consolidation of the institutions and promotion of
internationalization. Take further steps to modernise
research institutions based on the on-going
independent assessment.
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rationalising research institutions.

future national and EU investment. Substantial
efforts are necessary to develop and apply the
Smart Specialisation Strategy promoting innovation
at company level and providing links to research
and education.

2. Continue to use micro and macro prudential
policies to prevent possible vulnerabilities that could
arise from future credit growth and non-resident
banking activities.
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LT

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Ensure planned progress towards the timely
correction of the excessive deficit. To this end,
fully implement the budget for the year 2012 and
achieve the structural adjustment effort specified in
the Council recommendation under the excessive
deficit procedure. Thereafter, specify the measures
necessary to ensure implementation of the
budgetary strategy for the year 2013 and beyond as
envisaged, ensuring an adequate structural
adjustment effort to make sufficient progress
towards the MTO, including meeting the
expenditure benchmark, while minimising cuts in

Some progress.

The general government deficit in 2012 for EDP
purposes was reduced to 3.0% when taking into
account the cost of systemic pension reform. A
decision on EDP abrogation is pending and the
structural effort was far below requirements. While
the downward trend of the structural deficit is
visible, progress towards the MTO according to the
latest Commission forecast is below the minimum
requirement of 0.5pp for 2013. No major progress
on taxation was made in 2012. An announced
review of taxes in 2013 is welcome, but has yet to

1. Ensure growth friendly fiscal consolidation and
implement the budgetary strategy as planned,
pursuing a structural adjustment effort that will
enable Lithuania to reach the medium-term
objective. Prioritise growth-enhancing expenditure.
Continue to strengthen the fiscal framework, in
particular by securing enforceable and binding
expenditure ceilings in the medium-term budgetary
framework. Review the tax system and consider
increasing those taxes that are least detrimental to
growth, such as recurrent property and
environmental taxation, including introducing car

growth-enhancing expenditure. In that respect, bring concrete results. The effect of (minor) taxation, while continuing to reinforce tax
Irevuivxéa{u_j cor15||d(tar mcrsvettrs]lng th;])se te:]xes _that arg changes in housing taxation and an extended compliance.
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introducing enforceable and binding expenditure needed

ceilings in the medium-term budgetary framework. '

2. Adopt legislation on a comprehensive pension | Limited progress. 2. Adopt and implement legislation on a

system reform. Align the statutory retirement age
with life expectancy, establish clear rules for the
indexation of pensions, and improve complementary
savings schemes. Underpin pension reform with
active ageing measures.

Legal amendments to complementary pension
savings adopted in late 2012 are a step in the right
direction and now need to be properly implemented.
However, legislation on a more comprehensive
pension system reform has yet to be introduced.

comprehensive pension system reform. Align the
statutory retirement age with life expectancy, restrict
access to early retirement, establish clear rules for
the indexation of pensions, and promote the use of
complementary savings schemes while ensuring
implementation of ongoing reforms. Underpin
pension reform with measures that promote the
employability of older workers.

3. Tackle high unemployment, in particular among
youth, low-skilled and long-term unemployed, by
focusing resources on active labour market policies
while improving their efficiency. Enhance the
effectiveness of apprenticeship schemes. Amend
the labour legislation with regard to flexible contract

Limited progress.

The government took numerous steps to tackle
youth unemployment, with some positive results.
ALMP measures were not refocused. The
promotion of apprenticeships remains insufficient.
Changes to the labour code were limited and will

3. Tackle high unemployment amongst low-skilled
and long-term by refocusing resources on active
labour market policies while improving their
coverage and efficiency. Improve the employability
of young people, for example through a Youth
Guarantee, enhance the implementation and
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agreements, dismissal provisions and flexible

working time arrangements.

have no major impact. Further reforms are
necessary. Initial reforms to support liberalisation of
fixed-term contracts in the private sector were
undertaken but are not sufficient.

effectiveness of apprenticeship schemes, and
address persistent skill mismatches. Review the
appropriateness of labour legislation with regard to
flexible contract agreements, dismissal provisions
and flexible working time arrangements, in
consultation with social partners.

4. Increase work incentives and strengthen the links
between the social assistance reform and
activation measures, in particular for the most
vulnerable, to reduce poverty and social exclusion.

Limited progress.

The implementation of cash social assistance
reform measures has been launched. Increases in
wages of social workers and the general minimum
wage are the only policy actions with a potential
poverty impact. There is no clear strategy or action
plan to reduce poverty and social exclusion.

4. Implement concrete targeted measures to reduce
poverty and social exclusion. Continue
strengthening the links between the cash social
assistance reform and activation measures.

5. Implement all aspects of the reform package of
state-owned enterprises and in particular ensure a
separation of ownership and regulatory functions
and a separation of commercial and non-
commercial activities. Install appropriate monitoring
tools to assess the effectiveness of the reforms and
ensure compliance of all state-owned enterprises
with the requirements of the reform.

Significant progress.

The government implemented large parts of the
SOE reform. However, it still has to complete the
proposed actions on the separation of commercial
and non-commercial activities of SOEs, guidelines
on separation of ownership and regulatory
functions, and to ensure 100% compliance with
reporting requirements.

5. Complete the implementation of the reform of
the State-Owned Enterprises, in particular to
ensure separation of ownership and regulatory
functions, and closely monitor compliance with the
requirements of the reform.

6. Step up measures to improve the energy
efficiency of buildings, including through removing
disincentives and a rapid implementation of the
holding fund. Promote competition in energy
networks by improving interconnectivity with the
Member States for both electricity and gas.

Limited progress.

On energy efficiency, steps have been taken to
speed up renovations. While Lithuania has removed
legal impediments for granting specific loans to
certain categories of owners, the measures taken
are not sufficient to address the overall
recommendation as regards energy efficiency.

On energy networks, steps have been taken but the
rate of implementation remains to be seen.

6. Step up measures to improve the energy
efficiency of buildings, including through removing
disincentives and rapid implementation of the
holding fund. Promote competition in energy
networks by improving interconnectivity with other
Member States for both electricity and gas.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Preserve a sound fiscal position by correcting
any departure from a MTO that ensures the long-
term sustainability of public finances, in particular
taking into account implicit liabilities related to
ageing. To this end, reinforce and rigorously
implement the budgetary strategy, supported by
sufficiently specified measures, for the year 2013
and beyond, including meeting the expenditure
benchmark.

Some progress

The general government deficit in 2012 is estimated
to have deteriorated at 0.8% of GDP, from 0.2% of
GDP in 2011. The structural balance is estimated at
0.1% of GDP, just below the MTO, chosen by the
country, of a surplus of 0.5% of GDP. The growth
rate of government expenditure, net of discretionary
revenue measures, is estimated to have exceeded
the expenditure benchmark in 2012, however, the
deviation is considered not significant. In addition,
given the consolidation package included in the
budget for 2013, estimated at around 2% of GDP,
the headline deficit in 2013 is expected to improve
substantially and return in compliance with the MTO
target. However, the correction is not sustainable
yet. On a no-policy-change assumption, the deficit
is projected to deteriorate in 2014 and the years
after.

1. Preserve a sound fiscal position and remain at
the medium-term objective so as to ensure the
long-term sustainability of public finances, in
particular by taking into account implicit liabilities
related to ageing. Strengthen fiscal governance by
adopting a medium-term budgetary framework
covering the general government and including
multi-annual expenditure ceilings, and by putting in
place the independent monitoring of fiscal rules.

2. Take measures to address the debt-bias in
corporate taxation and extend the application of
the standard VAT rate.

2. Strengthen the proposed pension reform by
taking additional measures to increase the
participation rate of older workers, in particular by
preventing early retirement, and by taking further
steps to increase the effective retirement age,
including through linking the statutory retirement
age to life expectancy, in order to ensure the long-
term sustainability of the pension system.

Limited progress

The pension reform adopted in December 2012 is
considered a light reform and should be followed by
stronger reforms over the next few years. Despite
the fact that age-related expenditure, and in
particular pension outlays, is projected to increase,
with unchanged policies, from 17.8% of GDP in
2010 to 29.8% of GDP in 2060, the highest increase
in the EU, there is a clear lack of ambition and the
situation would need to be reevaluated against the
long-term challenges. The measures taken on
lifelong learning should help increase labour market
participation of older workers and should be

3. Curb age-related expenditure by making long-
term care more cost effective, in particular through
a stronger focus on prevention, rehabilitation and
independent living, strengthening the recently
adopted pension reform, taking additional
measures to curb early retirement and increasing
the effective retirement age by aligning retirement
age or pension benefits to change in life
expectancy.
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continued.

3. Take further steps to reform, in consultation with
the social partners and in accordance with national
practice, the wage bargaining and wage
indexation system, with a view to preserve the
competitiveness of the Luxembourg economy in the
longer term, as a first step by maintaining the
current one-year indexation.

Limited progress

The measures taken by Luxembourg so far are only
temporary: the indexation system is being
modulated between 2012 and 2014. Luxembourg
should take further measures to reform the system
in itself to avoid future loss of competitiveness. A
better link between wages and productivity could be
achieved by introducing in a permanent way a link
between wage and productivity and sectoral
differentiation in the wage bargaining system.

4. Beyond the current freeze, take further
structural measures, in consultation with the social
partners and in accordance with national practices,
to reform the wage setting system, including
wage indexation, to improve its responsiveness to
productivity and sectoral developments and labour
market conditions and foster competitiveness. Step-
up efforts to diversify the structure of the
economy, fostering private investment in research,
notably by developing cooperation between public
research and firms.

4. Continue efforts to reduce youth unemployment
by reinforcing stakeholders' involvement, and by
strengthening training and education measures, in
particular for those with low education levels, with
the aim of better matching young people's skills and
qualifications to labour demand.

Limited progress

Luxembourg has taken a number of relevant
measures to tackle youth unemployment which
seem to point in the right direction but so far these
have been only partially implemented.

There is still the need of a coherent strategy. A
stronger collaboration between administration levels
(state, municipalities) and a more efficient use of
employment services would produce better results.
In order to address the skill mismatch, there is a
need to provide guidance to pupils to an earlier age,
already in the low secondary school.

5. Step up efforts to reduce youth unemployment
by improving the design and monitoring of active
labour market policies. Strengthen general and
vocational education to better match young
people’s skills with labour demand, in particular for
people with migrant background. Reinforce efforts
to increase the participation rate of older workers,
including by improving their employability through
lifelong learning.

5. Ensure that the targets for reducing
greenhouse gas emissions from non-ETS
(Emissions Trading System) activities will be met, in
particular by increasing taxation on energy
products.

Limited progress

Excise duties on diesel were increased in 2012. The
2013 budget law includes an increase of the excise
duties on diesel oil. Incentives for the purchase of
emission-efficient cars have been restricted and
now apply to a smaller group of vehicles than they
previously did. The CO2-related vehicle tax only
provides moderate incentives for the purchase of
clean vehicles.

6. Step up measures to meet the target for
reducing non-ETS greenhouse gas emissions, in
particular by increasing taxation on energy products
for transport.
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HU

Country Specific Recommendations 2012
MIP: 1, 3,4, 5

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1, 2,3,4,5,7

1. Correct the excessive deficit by 2012 in a
durable manner, by implementing the 2012 budget
and the subsequently approved consolidation
measures, while reducing the reliance on one-off
measures. Thereafter, specify all structural
measures necessary to ensure a durable correction
of the excessive deficit and to make sufficient
progress towards the MTO, including meeting the
expenditure benchmark, and ensure sufficient
progress towards compliance with the debt
reduction benchmark. Also to help mitigate the
accumulated macroeconomic imbalances, put the
public debt ratio on a firm downward path.

Broadly implemented.

Most of the budgeted consolidation measures and
additional ones announced in the course of the year
were rigorously implemented in 2012, which was
the deadline for Hungary to bring the excessive
deficit to an end. As a result, the deficit came out at
1.9% of GDP, well below the Council endorsed
deficit target of 2.5% of GDP. The structural effort,
corrected for the effects of revised potential output
growth and windfall revenues compared to the time
the Council recommendation was issued, is
estimated to be at 3.5% of GDP in 2012, which
substantially exceeds the recommended effort of

2.4% of GDP. The public debt ratio decreased from
81.4% in 2011 to 79.2% GDP in 2012.

On 13 May, following the release of the 2013 spring
forecast, the government adopted further corrective
measures of 0.3% of GDP for 2013 and 0.7% of
GDP for 2014 (in gross terms) in order to keep the
deficit both in 2013 and 2014 below the 3% of GDP
reference value.

2. Revise the cardinal law on economic stability by
putting the new numerical rules into a binding
medium-term budgetary framework. Continue to
broaden the analytical remit of the Fiscal Council,
with a view to increasing the transparency of public
finances.

Partially implemented.

There was no change to the medium-term
budgetary framework (MTBF), which is purely
indicative. Hungary would benefit from a revised
general (central) government numerical rule whose
design focuses on the structural deficit, as this
would be more conducive to effective multi-year
planning. The Hungarian authorities are of the
opinion that the numerical rules (linking debt
reduction to economic growth) that are currently in
place are well-founded and appropriately strict, but
they acknowledged that strengthening the MBTF is
necessary to make it binding, at least to some

1. Implement a credible and growth friendly fiscal
strategy by specifying the necessary measures
focusing on expenditure savings and preserve a
sound fiscal position in compliance with the
medium-term objective over the programme
horizon. Building on the above steps, put the
general government debt ratio on a firm
downward path, also with a view to mitigating the
accumulated macroeconomic imbalances. Enhance
the medium-term budgetary framework by
making it more binding and by closely linking it to
numerical rules. Broaden the mandatory remit and
enhance the transparency of the Fiscal Council,
including through systematic ex- post monitoring of
compliance with numerical fiscal rules as well as the
preparation of regular macro-fiscal forecasts and
budgetary impact assessments of major policy
proposals.
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extent (related amendments are planned to be
submitted to parliament before the autumn session,
as part of the package on transposing the Directive
on the minimum requirements of national budgetary
frameworks). As for institution building, an
amendment to the cardinal law was adopted in
September 2012 and reinforced the Fiscal Council
(FC) both in terms of tasks and resources. It is
crucial to monitor whether the on-going
reinforcement of the FC will make it strong enough
to be able to perform its analytical role.

2. Help restore normal lending to the economy
primarily by improving the capacity for capital
accumulation in the financial sector, inter alia by
lowering the extra burden currently imposed on it.
Improve portfolio quality by removing bad assets
from banks' balance sheets, closely consult
stakeholders on new policy initiatives and make
sure that new policy measures do not increase
moral hazard among borrowers. Enhance financial
regulation and supervision, notably by giving
more effective emergency powers to the Hungarian
Financial Supervisory Authority and by establishing
a bank resolution regime.

3. Make the taxation of labour more employment-
friendly by alleviating the impact of the 2011 and
2012 tax changes on low earners in a sustainable,
budget-neutral manner, for example by shifting part
of the tax burden to energy taxes and recurrent
taxes on property. Strengthen measures to
encourage women's participation in the labour
market, particularly by expanding childcare and
pre-school facilities.

Partially implemented.

The Job Protection Act, which came into force in
2013, is an adequate step towards last year's CSR
because it lowers social contributions for certain
categories of workers, thus reducing the tax wedge.
However, it does not efficiently target low-income
earners as the criteria are not set on the basis of
income. Therefore, a non-negligible share of lower
productivity workers does not have access to the
programme. At the same time, as a no-income
ceiling is applied, certain groups of high income
earners are also eligible for contribution cuts. In
2012, the government implemented several
measures aimed at further improving the labour
market participation of women.

3. Ensure a stable, more balanced and predictable
corporate tax system. Streamline corporate
taxation and minimise distortions of resource
allocation created by sector-specific taxes, so as to
foster growth and employment. Continue making
taxation of labour more employment- friendly by
alleviating the tax burden on low-wage earners,
inter alia by refining the eligibility criteria for the Job
Protection Act, and by shifting taxation away to
environmental taxes. Fully implement and step up
the already announced measures to improve tax
compliance and reduce the cost of tax compliance.
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4. Strengthen the capacity of the Public
Employment Service to increase the quality and
effectiveness of training, job search assistance and
individualised services, with particular regard for
disadvantaged groups. Strengthen the activation
element in the public work scheme through effective
training and job search assistance. Implement the
National Social (Roma) Inclusion Strategy, and
mainstream it with other policies.

Partially implemented.

The government strengthened active labour market
policies and the capacities of the Public
Employment Service.

However, the public work scheme is still a major
pillar of employment policy. Although training was
planned as part of the scheme, it was poorly
implemented

While a system to monitor the social inclusion
strategy was presented, mid-term targets were set
only in part. Although a number of targeted
measures are available to help disadvantaged
people get access to education, mainstream
education policy does not seem to appropriately
address the needs set out in the National Social
Inclusion Strategy.

4. Address youth unemployment, for example
through a Youth Guarantee. Strengthen active
labour market policy measures and enhance the
client profiling system of the Public Employment
Service. Reduce the dominance of the public works
scheme within employment measures and
strengthen its activation elements. Reinforce
training programmes to boost participation in
lifelong learning. Continue to expand child-care
facilities to encourage women's participation.
Ensure that the objective of the National Social
Inclusion Strategy is mainstreamed in all policy
fields in order to reduce poverty, particularly among
children and Roma.

5. Implement measures envisaged to reduce the
administrative burden. Ensure that public
procurement and the legislative process support
market competition and ensure a stable regulatory
and business-friendly environment for financial
and non-financial enterprises, including foreign
direct investors. Reduce tax compliance costs and
establish a stable, lawful and non-distortive
framework for corporate taxation. Remove
unjustifiable restrictions on the establishment of
large-scale retail premises. Provide specific well-
targeted incentive schemes to support innovative
SMEs in the new innovation strategy.

Partially implemented, but no progress was
achieved on improving the business environment.
The system of applying special taxes to certain
sectors and the restriction of large-scale retail
enterprises has been maintained. Entry costs in the
service sector have increased further. The bulk of
measures aimed at reducing the administrative
burden has slowed down somewhat. By mid-2013,
93 measures have been adopted, but further delay
is expected.

Low level of competition in public procurement
persists, although a new law entered into force on 1
January 2012. The new innovation strategy was
drafted and a consultation was launched at the end
of 2012.

5. Create a supportive business environment, in
particular restore an attractive environment for
foreign direct investors, by making the regulatory
framework more stable and by fostering market
competition. Ensure the full implementation of
measures envisaged to reduce the administrative
burden, improve  competition in  public
procurement and take further adequate measures
to tackle corruption. Strengthen further the
judiciary. Remove recently introduced barriers in
the services sector, including in retail services.
Provide targeted incentives to support innovative
enterprises.

6. Prepare and implement a national strategy on
early school-leaving by ensuring adequate
financing. Ensure that the implementation of the
higher education reform improves access to
education for disadvantaged groups.

Limited progress.

The early school leaving strategy will only be ready
at the end of 2013. The government has started
implementing some measures embedded in the
National Public Education Act, but results are not
visible yet. Exclusion from quality education is a
major problem for Roma children. The number of

6. Implement a national strategy on early school-
leaving and ensure that the education system
provides all young people with labour-market-
relevant skills, competences and qualifications.
Improve access to inclusive mainstream education,
for those with disadvantages, in particular Roma.
Support the transition between different stages of
education and towards the Ilabour market.
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Romamajority schools has increased, but their
quality of education remains below average.

The tertiary education strategy and thus the entire
higher education reform is not clear on its mid-term
strategy and the uncertainties around state-financed
places and additional loan schemes further limit
access of disadvantaged youth to tertiary education.

Hungary’s tertiary attainment rate is increasing, due
to the substantial expansion of higher education
between 2002 and 2010. However, current policy
developments might lead to a decrease of the
number of students in higher education.

Implement a higher-education reform that enables
greater tertiary attainment, particularly by
disadvantaged students.

7. Reform the public transport system to make it
more cost efficient. Increase the cross-border
capacities of the electricity network, ensure the
independence of the energy regulator and
gradually abolish regulated energy prices.

Limited progress.

Implementation of the reform in the transport sector
is slow at best. The policy response is not
sufficiently clear and precise, which raises
questions about the reform’s credibility. Increasing
cross-border electricity capacities is ongoing.
Independence of the National Regulator is still an
issue, as are regulated prices, with decisions on
which powers should be re-delegated to the
regulator being made at ministry level.

7. Gradually abolish regulated energy prices while
ensuring the effective protection of economically
vulnerable consumers. Take further steps to ensure
the independence of the national regulator.
Ensure the financial sustainability of state owned
enterprises in the transport sector by reducing
operating costs and increasing revenues.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 2,5

1. Reinforce the budgetary strategy in 2012 with
additional permanent measures so as to ensure
adequate progress towards the MTO and keep
the deficit below 3 % of GDP without recourse to
one-offs. Continue fiscal consolidation at an
appropriate pace thereafter, so as to make
sufficient progress towards the MTO, including
meeting the expenditure benchmark, and towards
compliance with the debt reduction benchmark, by
specifying the concrete measures to back up the
deficit targets from 2013, while standing ready to
take additional measures in case of slippages.
Implement, by end-2012 at the latest, a binding,
rule-based multi-annual fiscal framework. Increase
tax compliance and fight tax evasion, and reduce
incentives towards indebtedness in corporate
taxation.

Not been implemented.

The 2012 outturn was worse than targeted and
above the 3%-of-GDP reference value. In addition,
not all measures that underpin the strategy from
2013 onwards are outlined in the programme. The
programme plans a broadly appropriate pace of
adjustment towards the medium-term objective and
a gradual decrease in the debt ratio after 2014. By
contrast, the Commission services' 2013 spring
forecast projects only a marginal improvement in
the structural balance and a continued upward path
for the debt ratio in 2013-14. No concrete action has
been taken to reform the fiscal framework or to
address the debt bias in corporate taxation.

Some progress has been made in increasing tax
compliance and fighting tax evasion, but concrete
results are yet to materialise.

1. Specify and implement the measures needed to
achieve the annual structural adjustment effort set
out in the Council recommendations under the EDP
in order to correct the excessive deficit by 2014
in a sustainable and growth-friendly manner, limiting
recourse to one- offftemporary measures. After
correcting the excessive deficit, pursue the
structural adjustment effort at an appropriate pace
so as to reach the MTO by 2019. Put in place a
binding, rule-based multiannual fiscal framework in
2013. Ensure concrete delivery of measures taken
to increase tax compliance and fight tax evasion,
and take action to reduce the debt bias in
corporate taxation.

2. Take action, without further delay, to ensure the
long-term sustainability of the pension system,
comprising an increase in the effective retirement
age, including through a significant acceleration of
the progressive increase in the statutory retirement
age compared to current legislation and through a
clear link between the statutory retirement age and
life expectancy, and measures to encourage private
pension savings. Take measures to increase the
participation of older workers in the labour force and
discourage the use of early retirement schemes.

No progress in the implementation of this CSR
in terms of the pension system reform.

There has been only limited progress in terms of

attracting older workers onto the labour market. The
fiscal incentives put in place, together with the
current pension reform, have helped in increasing
the labour market participation of older workers,
although this age group still has vast growth
potential. An active ageing strategy is yet to be
delivered.

2. To ensure the long-term sustainability of public
finances, continue to reform the pension system
to curb the projected increase in expenditure,
including by measures such as accelerating the
increase in the statutory retirement age, increasing
the effective retirement age by aligning retirement
age or pension benefits to changes in life
expectancy and by encouraging private pension
savings. Take measures to increase the
employment rate of older workers by finalising and
implementing a comprehensive active ageing
strategy. Pursue health-care reforms to increase
the cost-effectiveness of the sector, in particular by
strengthening public primary care provision.
Improve the efficiency and reduce the length of
public procurement procedures.

3. Take steps to reduce the high rate of early

Some progress

3. Continue to pursue policy efforts to reduce early
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school leaving. Pursue policy efforts in the
education system to match the skills required by
the labour market. Enhance the provision and
affordability of more childcare and out-of-school
centres, with the aim of reducing the gender
employment gap.

The measures against early school leaving already
in place seem to be pointing in the right direction.
However, the issue remains an area of concern and
scope for further action remains. Due to the long-
term nature of many measures to promote skKill
matching, it is too early to assess their impact, but
the general principles seem to go in the right
direction. Malta is also positively addressing the
issue of childcare provision and out-of-school
facilities.

school leaving, notably by setting up a
comprehensive monitoring system, and increase
the labour-market relevance of education and
training to address skills gaps, including through the
announced reform of the apprenticeship system.
Continue supporting the improving labour-market
participation of women by promoting flexible
working arrangements, in particular by enhancing
the provision and affordability of child-care and
out-of-school centres.

4. Take the necessary further steps to reform, in
consultation with social partners and in accordance
with national practices, the system of wage
bargaining and wage indexation, so as to better
reflect developments in labour productivity and
reduce the impact of prices of imports on the index.

No progress.

5. In order to reduce Malta's dependence on
imported oil, step up efforts to promote energy
efficiency and increase the share of energy
produced from renewable sources by carefully
monitoring the existing incentivising mechanisms
and by prioritising the further development of
infrastructure, including by completing the electricity
link with Sicily.

Limited progress.

Although the focused structural funds on energy
production covered by the ETS and the RES
headline target, it moved them away from tackling
non-ETS sectors where emissions are increasing
beyond the committed target.

It is expected that the Interconnector project will be
implemented by the end of 2013.

Although  Malta might face problems in
implementing some of the wind projects, there is
certainly scope to promote other RES.

4. Continue efforts to diversify the energy mix and
energy sources, in particular through increasing the
take up of renewable energy and the timely
completion of the electricity link with Sicily. Maintain
efforts to promote energy efficiency and reduce
emissions from the transport sector.

6. To strengthen the banking sector, take
measures to mitigate potential risks arising from the
large exposure to the real estate market. Take
measures to further strengthen the provisions for
loan impairment losses.

Some progress.

The two national regulators, Central Bank of Malta
and the Malta Financial Services Authority, have
started talks on reforms of the Banking Act. The
planned measures are relevant, but they are still at
the drafting stage.

5. Take measures to further strengthen the
provisions for loan-impairment losses in the
banking sector to mitigate potential risks arising
from exposure to the real estate market. Maintain
policy effort to ensure strict banking sector
supervision, including for the non-core domestic
and internationally-oriented banks. Improve the
overall efficiency of the judicial system, for
example by reducing the time needed to resolve
insolvency cases.
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NL

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 2

1. Ensure timely and durable correction of the
excessive deficit. To this end, fully implement the
budgetary strategy for 2012 as envisaged. Specify
the measures necessary to ensure
implementation of the 2013 budget with a view
to ensuring the structural adjustment effort
specified in the Council recommendations under
the excessive deficit procedure. Thereafter, ensure
an adequate structural adjustment effort to
make sufficient progress towards the MTO,
including meeting the expenditure benchmark, and
ensure sufficient progress towards compliance with
the debt reduction benchmark whilst protecting
expenditure in areas directly relevant for growth
such as research and innovation, education and
training. To this end, after the formation of a new
Government, submit an update of the 2012
Stability Programme with substantiated targets
and measures for the period beyond 2013.

Partially implemented

The authorities fully implemented the budgetary
strategy for 2012 and submitted an update of the
2012 Stability Programme. Herein, they specified
substantiated targets and measures for the period
2013 and beyond, that were also foreseen to bring
the general government deficit below 3% of GDP in
2013 and to ensure the structural adjustment effort
specified in the Council recommendation under the
excessive deficit procedure. However, according to
the Commission Services' 2013 Spring Forecast the
deficit is expected to reach 3.6% of GDP, due to
unfavourable economic developments. In 2014 the
deficit is expected to remain above the 3% of GDP
threshold without additional measures. According to
the 2013 stability programme sufficient progress
towards the MTO, including meeting the
expenditure benchmark and sufficient progress
towards compliance with the debt reduction
benchmark, are not guaranteed.

1. Reinforce and implement the budgetary strategy,
supported by sufficiently specified measures, for the
year 2014 and beyond to ensure a timely
correction of the excessive deficit by 2014 in a
sustainable manner and achieve the structural
adjustment effort specified in the Council
recommendations under the EDP. Protect
expenditure in areas directly relevant for growth
such as education, innovation and research. After
the correction of the excessive deficit, pursue the
structural adjustment effort that will enable the
Netherlands reaching the medium- term
objective by 2015.

2. Take measures to increase the statutory
retirement age, including linking it to life
expectancy, and underpin these with labour market
measures to support raising the effective retirement
age, whilst improving the long-term sustainability of
public finances. Adjust the second pension pillar to
mirror the increase in the statutory retirement age,
while ensuring an appropriate intra- and inter-
generational division of costs and risks. Implement
the planned reform in long-term care and
complement it with further measures to contain the
increase in costs, in view of an ageing population.

Partially implemented

The statutory retirement age has been increased
and will be linked to life expectancy. The lowering
and eventual abolition of the partner allowance in
the first-pillar pension is expected to have a positive
effect on older workers participation in the labour
market and might therefore stimulate an increase
the effective retirement age.

Loosening employment protection legislation and
making unemployment benefits less generous is
expected to increase older workers’ labour mobility,
and might therefore contribute to Ilabour
participation, the effective retirement age and the
sustainability of public finances.

3. Adjust the second pension pillar, in consultation
with social partners, to ensure an appropriate intra-
and inter-generational division of costs and risks.
Underpin the gradual increase of the statutory
retirement age with measures to increase the
employability of older workers. Implement the
planned reform of the long-term care system to
ensure its cost-effectiveness and complement it
with further measures to contain the increase in
costs, with a view to ensure sustainability.
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However, these reforms have been watered down
or postponed based on the agreement reached with
the social partners.

Reforms to the second pension pillar, to mirror the
increase in  statutory retrement age are
implemented.

3. Enhance participation in the labour market,
particularly of older people, women, and people with
disabilities and migrants, including by further
reducing tax disincentives for second-income
earners, fostering labour market transitions, and
addressing rigidities.

Partially implemented

The Participation Act could reduce the number of
people on benefits by stimulating them to work, and
hence will contribute to budget savings.

The phasing-out of the transferrable tax credit for
single-breadwinner families is likely to contribute to
the participation of second-income earners,
although it is to be phased out very slowly

The increase in the general worker tax credit should
make work more attractive and thereby promote
labour market participation.

Loosening of employment protection legislation and
making unemployment benefits less generous is
expected to increase individual labour mobility, and
ultimately contribute to labour market participation.

However, these reforms have been watered down
or postponed further to the agreement reached with
the social partners.

4. Take further measures to enhance participation
in the labour market, particularly of people at the
margin of the labour market. Continue to reduce
tax disincentives on labour, including by phasing-
out of transferable tax credits for second income
earners. Foster labour market transitions and
address labour market rigidities, including by
reforming employment protection legislation and the
unemployment benefit system.

4. Promote innovation, private R&D investment
and closer science-business links, as well as foster
industrial renewal by providing suitable incentives in
the context of the enterprise policy, while
safeguarding accessibility beyond the strict
definition of top sectors and preserving fundamental
research.

Good progress in the implementation of the top
sectors business strategy which addresses
challenges for research and innovation mentioned
in this CSR. However, in view of the latest
budgetary measures, safeguarding of funding for
fundamental research in line with priorities set out in
the Annual Growth Survey does not appear certain.

5. Take steps to gradually reform the housing
market, including by: (i) modifying the favourable
tax treatment of home ownership, including by
phasing out mortgage interest deductibility and/or
through the system of imputed rents, (ii) providing
for a more market-oriented pricing mechanism in

The legislative changes on eligibility for mortgage
interest deductibility are welcome as a first step in
the right direction, but need to be stepped up for the
stock of existing mortgages. The planned reforms
for the rental housing market are equally relevant,
but fall short of full implementation of the CSR.

2. Step up efforts to gradually reform the housing
market by accelerating the planned reduction in
mortgage interest tax deductibility, while taking
into account the impact in the current economic
environment, and by providing for a more market-
oriented pricing mechanism in the rental market,
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the rental market, and (iii) for social housing, and by further relating rents to household income in
aligning rents with household income. the social housing sector. Refocus social housing
corporations to support households most in need.
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AT

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Implement the 2012 budget as envisaged and
reinforce and rigorously implement the budgetary
strategy for the year 2013 and beyond; sufficiently
specify measures (in particular at the sub-national
level), to ensure a timely correction of the
excessive deficit and the achievement of the
average annual structural adjustment effort
specified in the Council Recommendations
under the EDP. Thereafter, ensure an adequate
structural adjustment effort to make sufficient
progress towards the MTO, including meeting the
expenditure benchmark.

Substantial progress

Austria made substantial progress in reducing the
deficit below 3 % this year.

- Revenue raising measures in place.
- The planned savings have been achieved in 2012.

1. Implement the budget for the year 2013 as
envisaged so as to correct the excessive deficit in a
sustainable manner and achieve the average
annual structural adjustment effort specified in
the Council recommendations under the
Excessive Deficit Procedure. After correction of
the excessive deficit, pursue the structural
adjustment effort at an appropriate pace so as to
reach the MTO by 2015. Streamline fiscal relations
between layers of government, for example
simplifying the organisational setting and aligning
spending and funding responsibilities.

2. Take further steps to strengthen the national
budgetary framework by aligning responsibilities
across the federal, regional and local levels of
government, in particular by implementing concrete
reforms aimed at improving the organisation,
financing and efficiency of healthcare and
education.

Some progress

The recent agreement on a cost containment path
and a common target system for the healthcare
system is an important step towards more efficient
use of resources. However, implementation will rely
on a complex mechanism which constitutes a risk.

No major reforms to the governance of the
education system have been implemented. In order
to achieve progress in this area a change of the
constitution is required.

3. Bring forward the harmonisation of the statutory
retirement age between men and women; enhance
older workers' employability and monitor closely the
implementation of the recent reforms restricting
access to early exit channels in order to ensure that
the effective retirement age is rising including
through linking the statutory retirement age to life
expectancy.

Partial implementation

No action has been taken to bring forward the
harmonisation of the statutory retirement age
between men and women and to link the statutory
retirement age to life expectancy. The reforms
targeting early retirement and invalidity pension
schemes have the potential to reduce early
retirement over the medium term. The success will
depend on effective implementation, in particular of
the measures to improve the employability including
‘professional rehabilitation’/re-skilling measures, for

2. Bring forward the harmonisation of pensionable
age for men and women, increasing the effective
retirement age by aligning retirement age or
pension benefits to changes in life expectancy
implement and monitor the recent reforms
restricting access to early retirement and further
improve older workers’ employability in order to
raise the effective retirement age and the
employment rate of older workers.
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which substantial new funds have been allocated.

4. Take steps to reduce the effective tax and
social security burden on labour especially for
low income earners with a view to increasing
employment rates for older persons and women
given the need to counteract the impact of
demographic change on the working population.
Shift the tax burden in a budgetary neutral way,
towards real estate taxes, and environmental taxes.
Reduce the high gender pay gap and enhance full-
time employment opportunities for women, in
particular through the provision of additional care
services for dependants.

Partial implementation

No measures have been taken in order to shift
taxation from labour towards tax bases less
detrimental to GDP growth.

Almost no measures have been taken to increase
recurrent property taxation.

In the area of environmental taxation, the CO2-
based bonus/malus system for car registration tax
was tightened and reimbursement to farms and
regional bus operators was abolished. In addition
the exemption from the tax for railway was
terminated as of tax year 2013 and tax exemptions
to service industry on the energy levy have been
phased out.

No new measures have been taken to reduce the
gender pay gap.

Some additional funds have been made available
for childcare.

3. Take new measures to increase the labour
market participation of women, namely by further
improving child care and long-term care services
and address the high gender pay and pension gaps.
Fully use the labour market potential of people with
a migrant background by continuing to improve the
recognition of their qualifications and their education
outcomes. Reduce the effective tax and social
security burden on labour for low-income earners in
a budget-neutral way by relying more on other
sources of taxation less detrimental to growth, such
as recurrent property taxes.

5. Continue to implement measures to improve
educational outcomes, especially of disadvantaged
young people. Take measures to reduce drop-outs
from higher education.

Partial implementation

Austria has taken some measures, which have the
potential to enhance education outcomes, but
progress is slow.

Some measures have been taken to reduce drop-
outs from higher education, but a more
comprehensive and strategic approach is still
needed.

5. Improve educational outcomes, in particular of
disadvantaged young people, including by
enhancing early childhood education and reducing
the negative effects of early tracking. Further
improve strategic planning in higher education and
enhance measures to reduce drop- outs.

4. Effectively implement the recent reforms of the
health care system to make sure that the expected
cost efficiency gains materialise. Develop a
financially sustainable model for the provision of
long-term care and put a stronger focus on
prevention, rehabilitation and independent living.

6. Take further steps to foster competition, in the
services sectors, by removing barriers to market
entry in the communications, transport and energy

Partial implementation

the consumer-related
internal energy market

Austria has transposed
provisions of the third

6. Further strengthen the powers and resources of
the federal competition authority and monitor the
implementation of the competition law reform.
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retail markets. Where unjustified restrictions on
access to liberal professions exist, they should be
removed. Enhance the powers of the federal
competition authority and speed up the
implementation of the competition law reform.

package into law. New rules have simplified the

switching procedures for electricity and gas
consumers.
Postal services: substantial progress with the

replacement of mail delivery has been made, but
the process has not been finalised.

Austria has not taken any particular steps to foster
competition in the rail markets.

Restrictions on access to and exercise of the
professions in the services sector persist in Austria,.

A change of the competition law was recently
adopted that will strengthen the powers of the
Austrian Competition Authority.

Remove excessive barriers for service providers.
This includes reviewing whether existing restrictions
on entry and conduct in regulated professions are
justified by general interest and fostering
competition notably in the railway sector.

7. Further restructure and continue to monitor those
banks that benefited from public support, while
avoiding excessive deleveraging. Further improve
the cooperation and coordination of national policy
decisions with financial sector supervisors in other
countries.

Some progress

Progress has been made as regards the
restructuring of (partially) nationalised banks
(Volksbanken and Hypo Alpe Adria). Home-host
supervisory coordination has been enhanced.
Nevertheless, not all vulnerabilities have been
reduced.

7. With a view to maintaining financial stability
continue to closely oversee the nationalised and
partly nationalised banks and speed up their
restructuring.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Ensure planned progress towards the correction
of the excessive deficit. To this end, fully
implement the budget for the year 2012 and
achieve the structural adjustment effort
specified in the Council recommendations
under the EDP. Thereafter, specify the measures
necessary to ensure implementation of the
budgetary strategy for the year 2013 and beyond
as envisaged, ensuring an adequate structural
adjustment effort to make sufficient progress
towards the MTO, including meeting the
expenditure benchmark. Minimise cuts in growth-
enhancing expenditure in the future and improve
tax compliance.

Limited progress

Poland did not correct the excessive deficit in 2012,
which came in at 3.9% of GDP. It made very limited
progress in minimising cuts in growth enhancing
expenditure as significant part of deficit reduction
comes from cuts in investments. The same applies
to tax compliance — tax compliance rules will be
relaxed as, upon taxpayer's request, the tax
authorities will have to reduce the tax advances
payable and tax base will be broadened.

1. Reinforce and implement the budgetary strategy
for the year 2013 and beyond, supported by
sufficiently specified measures for both 2013 and
2014, to ensure a timely correction of the
excessive deficit by 2014 in a sustainable
manner and the achievement of the fiscal effort
specified in the Council recommendations
under the EDP. A durable correction of the fiscal
imbalances requires credible implementation of
ambitious structural reforms, which would increase
the adjustment capacity and boost potential growth
and employment. After the correction of the
excessive deficit, pursue the structural adjustment
effort that will enable Poland reaching the medium-
term objective by 2016. With a view to improving
the quality of public finances minimise cuts in
growth-enhancing investment, reassess
expenditure policies improving the targeting of
social policies and increasing the cost effectiveness
and efficiency of spending in the healthcare sector.
Improve tax compliance, in particular by increasing
the efficiency of the tax administration

2. Speed up the reform of the fiscal framework by
enacting legislation with a view to introducing a
permanent expenditure rule by 2013. This rule
should be consistent with the ESA. Take measures

Limited progress

The permanent expenditure rule is still pending and
the government plans to enact it by the end of 2013.
The current draft is not consistent with ESA. Very

2. Ensure the enactment of a permanent
expenditure rule in 2013 consistent with the
rules of the European System of Accounts. Take
measures to strengthen annual and medium-term

tomstr:en?r:hegif;h(ra r:??c\r/\alnlsrrs c\)/f ri%)rg;niitlt%n limited progress on strengthening mechanisms of mﬁgftg;yl Vccl)or(:masopnmmnetchamsms among
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medium-term and annual budgetary processes. government argues that no further effort required.

3. To reduce youth unemployment, increase the | Some progress 3. Strengthen efforts to reduce youth

availability of apprenticeships and work-based
learning, improve the quality of vocational training
and adopt the proposed lifelong learning strategy.
Better match education outcomes with the needs
of the labour market and improve the quality of

While efforts have been undertaken to reduce youth
unemployment, they should have been more
ambitious given the scale of the challenge. Poland
has introduced several reforms in the area of

unemployment, for example through a Youth

Guarantee, increase the availability of
apprenticeships and work-based learning,
strengthen cooperation between schools and

employers and improve the quality of teaching.
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teaching. To combat labour market segmentation
and in-work poverty, limit excessive use of civil law
contracts and extend the probationary period to
permanent contracts.

education and training. There need to be more
efforts to enhance better cooperation between
companies and schools and to raise the quality of
the teaching offer. Improving the access to
apprenticeships and work-based learning remains a
priority. The adoption of the lifelong learning
strategy is pending.

Adopt the proposed life- long learning strategy.
Combat in-work poverty and labour market
segmentation including through better transition
from fixed-term to permanent employment and by
reducing the excessive use of civil law contracts.

4. Reinforce efforts to increase the labour market
participation of women and raise enrolment rates
of children in both early childcare and pre-school
education, by ensuring stable funding and
investment in public infrastructure, the provision of
qualified staff, and affordable access. Tackle
entrenched practices of early retirement to
increase exit ages from the labour market. Phase
out the special pension scheme for miners with a
view to integrating them into the general scheme.
Take more ambitious, permanent steps to reform
the KRUS to better reflect individual incomes.

Some progress

The number of childcare places is growing, but the
offer of nurseries remains far too low to satisfy the
needs. Poland has set a target to offer a place in
preschool education for every eligible child by 2016
but the funding to meet this target has not been
increased. The Government proposal to extend the
parental leave to 12 months could make it more
difficult for mothers to come back onto the labour
market and will also absorb substantial costs. A
permanent and credible reform of KRUS still needs
to be implemented. The draft Law reducing early
retirement possibilities only for miners working
underground has not yet been adopted.

4. Continue efforts to increase female labour
market participation, in particular by investing in
affordable quality childcare and pre-school
education, by ensuring stable funding and qualified
staff. With a view to improving sectoral labour
mobility, take permanent steps to reform the
farmers' social security scheme KRUS. Phase out
the special pension system for miners with a view to
integrating them into the general scheme. Underpin
the general pension reform with measures
promoting the employability of older workers to
raise exit ages from the labour market.

5. Take additional measures to ensure an
innovation-friendly business environment, by
ensuring better links between research, innovation
and industry, and by establishing common priority
areas and instruments supporting the whole
innovation cycle; improve access to finance for
research and innovation activities through
guarantees and bridge financing.

Limited progress

The reform of science and higher education has
been a step in the right direction but only partially
addresses the problem of poor innovation
performance of Polish companies through fostering
science-industry  cooperation.  More  holistic
approach is needed linking efforts under research,
innovation and industry policy. There are no new
initiatives in terms of facilitating access to finance.

5. Take additional measures to ensure an
innovation-friendly business environment by
strengthening the links between research,
innovation and industrial policy, by further
developing revolving instruments and tax incentives
and by better targeting existing instruments to the
different stages of the innovation cycle.

6. Step up efforts to improve incentives for
investment in energy generation capacity and
energy efficiency in the whole energy chain, speed
up the development of the electricity grid,
including cross-border interconnections,
eliminate obstacles in electricity cross border
exchange, and strengthen competition in the gas
sector by phasing out regulated prices and by
creating a gas trading platform. Strengthen the role

Some progress

Most of the measures in this sector are only at the
preparation stage and therefore the outcome is
unclear. However, in both electricity and gas sector
some progress has been noticed, with launch of
some projects in development and upgrade of the
electricity grid and gas trading platform opened in
December 2012. Railway investment projects are

6. Renew and extend energy generation capacity
and improve efficiency in the whole energy chain.
Speed up and extend the development of the
electricity grid, including cross-border
interconnections, and eliminate obstacles in
electricity cross border exchange. Reinforce
competition in the gas sector by phasing out
regulated prices. Strengthen the role and resources
of the railway market regulator and ensure effective
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and resources of the railway market regulator and
ensure effective and swift implementation of
railway investment projects. Reduce restrictions
on professional services and simplify contract
enforcement and requirements for construction
permits.

still largely delayed

Poland has set a serious reform agenda to
eliminate or reduce qualification requirements for up
to 230 professions, although the reform is behind
schedule.

Concerning energy efficiency, there was some
progress in 2012 mainly as regards investments in
energy efficiency of public buildings using support
from ERDF. However, in the view of the large needs
for energy efficiency improvements in all sectors of
economy, it may be necessary to consider a major
increasing of energy efficiency allocations under the
future financial framework 2014-2020.

implementation of railway investment projects
without further delay. Accelerate efforts to increase
broadband coverage. Improve waste and water
management.

7. Take further steps to improve the business
environment by simplifying contract enforcement
and requirements for construction permits and by
reducing tax compliance costs. Adopt and
implement the planned liberalisation of access to
professional services.
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PT

%

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012

(based on COM staff documents)

Country Specific Recommendations 2013

Implement the measures as laid down in
Implementing Decision 2011/344/EU and further
specified in the Memorandum of Understanding of
17 May 2011 and its subsequent supplements.

To avoid duplication with measures set out in the
Economic Adjustment Programme, there are no
additional recommendations for Portugal.
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RO

Country Specific Recommendations 2012

Assessment of implementation of CSR 2012

(based on COM staff documents)

Country Specific Recommendations 2013

Implement the measures laid down in Decision
2009/459/EC, as amended by Decision
2010/183/EU, together with the measures laid down
in Decision 2011/288/EU and further specified in the
Memorandum of Understanding of 23 June 2009
and its subsequent supplements, and in the
Memorandum of Understanding of 29 June 2011
and its subsequent supplements.

1. Complete the EU/IMF financial assistance
programme.

2. Ensure growth-friendly fiscal consolidation and
implement the budgetary strategy for the year 2013
and beyond as envisaged, thus ensuring
achievement of the medium-term objective by
2015. Improve tax collection by implementing a
comprehensive tax compliance strategy and fight
undeclared work. In parallel, explore ways to
increase reliance on environmental taxes. Continue
the pension reform started in 2010 by equalising the
pensionable age for men and women and by
promoting the employability of older workers.

3. Pursue health sector reforms to increase its
efficiency, quality and accessibility, in particular for
disadvantaged people and remote and isolated
communities. Reduce the excessive use of hospital
care including by strengthening outpatient care.

4. Improve labour market participation, as well as
employability and productivity of the labour force, by
reviewing and strengthening active labour market
policies, to provide training and individualised
services and promoting lifelong learning. Enhance
the capacity of the National Employment Agency to
increase the quality and coverage of its services. To
fight youth unemployment, implement rapidly the
National Plan for Youth Employment, including for
example through a Youth Guarantee. To alleviate
poverty, improve the effectiveness and efficiency of
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social transfers with a particular focus on children.
Complete the social assistance reform by
adopting the relevant legislation and strengthening
its link with activation measures. Ensure concrete
delivery of the National Roma integration strategy.

5. Speed up the education reform including the
building up of administrative capacity at both central
and local level and evaluate the impact of the
reforms. Step up reforms in vocational education
and training. Further align tertiary education with the
needs of the labour market and improve access for
disadvantaged people. Implement a national
strategy on early school leaving focusing on better
access to quality early childhood education,
including for Roma children. Speed up the transition
from institutional to alternative care for children
deprived of parental care.

6. Strengthen governance and the quality of
institutions and the public administration, in
particular by improving the capacity for strategic
and budgetary planning, by increasing the
professionalism of the public service through
improved human resource management and by
strengthening the mechanisms for coordination
between the different levels of government.
Significantly improve the quality of regulations
through the use of impact assessments, and
systematic evaluations. Step wup efforts to
accelerate the absorption of EU funds in particular
by strengthening management and control systems
and improving public procurement.

7. Improve and simplify the business
environment in particular through reducing
administrative burdens on SMEs and implementing
a coherent e-government strategy. Ease and
diversify access to finance for SMEs. Ensure closer
links between research, innovation and industry, in
particular by prioritising research and development
activities that have the potential to attract private
investment. Step up efforts to improve the quality,

60




independence and efficiency of the judicial system
in resolving cases and fight corruption more
effectively.

8. Promote competition and efficiency in network
industries, by ensuring the independence and
capacity of national regulatory authorities, and by
continuing the corporate governance reform of
state-owned enterprises in the energy and transport
sectors. Adopt a comprehensive long- term
transport plan and improve broadband
infrastructure. Continue to remove regulated gas
and electricity prices and improve energy efficiency.
Improve the cross-border integration of energy
networks and speed up implementation of the gas
interconnection projects.
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Sl

Country Specific Recommendations 2012
MIP: 3,6, 7

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 1,2,3,4,5,6,7,8,9

1. Implement the 2012 budget, and reinforce the
budgetary strategy for 2013 with sufficiently
specified structural measures, standing ready to
take additional measures so as to ensure a
correction of the excessive deficit in a
sustainable manner by 2013 and the achievement
of the structural adjustment effort specified in the
Council recommendations under the excessive
deficit procedure. Thereafter, ensure an adequate
structural adjustment effort to make sufficient
progress towards an appropriate MTO for the
budgetary position, including meeting the
expenditure benchmark. Strengthen the medium-
term  budgetary framework, including the
expenditure rule, by making it more binding and
transparent.

Partially implemented.

The May 2012 Act on Balancing Public Finances
underpinning the 2012 supplementary budget has
contributed to a significant improvement in the
structural balance by 2.0% of GDP in 2012 and its
positive budgetary implications continue into 2013.
The 2013 budget introduced new revenue
increasing measures.

According to the Commission's 2013 Spring
Forecast, Slovenia is not expected to correct the
excessive deficit by 2013. Limited progress has
been achieved in other components of CSR1. The
authorities have not set an appropriate MTO.
Parliament adopted a constitutional basis for
establishing a general government budget
balance/surplus rule in structural terms, but no other
action has been taken to strengthen the medium-
term budgetary framework.

1. For the year 2013 and beyond, implement and
reinforce the budgetary strategy, supported by
sufficiently specified structural measures, to ensure
the correction of the excessive deficit by 2015 in a
sustainable manner and the improvement of the
structural balance specified in the Council
recommendation under the EDP. After the
correction of the excessive deficit, pursue a
structural adjustment effort that will enable Slovenia
to reach the MTO which should be set in line
with the Stability and Growth Pact by 2017.
Durable correction of the fiscal imbalances requires
the implementation of ambitious structural reforms,
which would increase the adjustment capacity of the
economy and boost potential growth and
employment. Safeguard growth-friendly spending,
adopt measures to improve tax compliance and
implement measures on the expenditure side
underpinned by systematic reviews of public
expenditure at all government levels. To improve
the credibility of consolidation, complete the
adoption of a general government budget
balance/surplus rule in structural terms, make the
medium-term budgetary framework binding,
encompassing and transparent, and strengthen
the role of independent bodies monitoring fiscal
policy by end 2013. Take measures to gradually
reduce the contingent liabilities of the state.

2. Take urgent steps to ensure the long-term
sustainability of the pension system, while
preserving the adequacy of pensions, by: (i)
equalising the statutory retirement age for men and
women; (ii) ensuring an increase in the effective
retirement age, including through linking the
statutory retirement age to life expectancy; (iii)
reducing early retirement possibilities; and (iv)

Partially implemented.

The pension reform entered into force in January
2013. Different intervention acts have frozen or
reduced pension indexation over 2012-2014.

The reform addresses challenges identified in the
CSR though not sufficiently. It increases and
equalises the statutory retirement age for both

2. Strengthen the long-term sustainability of the
pension system beyond 2020 by further adjusting
all relevant parameters, including through linking
the statutory retirement age to gains in life
expectancy, while preserving the adequacy of
pensions. Contain age-related expenditure on long-
term care and improve access to services by
refocusing care provision from institutional to home
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reviewing the indexation system for pensions. | genders; however it does not introduce an | care, sharpening targeting of benefits, and
Increase the employment rate of older workers also | automatic link between the increase in life | reinforcing prevention to reduce disability/
by further developing active labour market policies | expectancy and statutory retirement age. It reduces | dependency.
and lifelong learning measures. early retirement possibilities and proposes changes

to the indexation of pensions.

No tailor-made lifelong learning or active labour

market measures have been adopted to increase

employment of older workers.
3. Take the required steps to build sufficient capital | Partially implemented. 4. Take the necessary steps, with input from

buffers in the banking sector and strongly promote
the cleaning of balance sheets so that appropriate
lending to productive activities can resume. Obtain
fully-fledged third party verification of systemically
important banks' stress loan-loss estimates.

Following adoption of reform bills on the recovery of
the banking sector, the government has set up the
Bank Assets Managing Company (BAMC) and the
Bank Stabilisation Fund to repair the state-owned
banks. However, the selection of banks and
balance sheet cleaning tools still needs to be
specified.

Jurisdiction of Bank of Slovenia was strengthened
so that the Bank of Slovenia can intervene faster.
The supervisory and resolution framework has been
strengthened, but more measures are required and
effective action has to follow.

European partners, to contract an independent
external adviser in June 2013 to conduct a
system-wide bank asset quality review.
Complete this exercise in 2013, with faster progress
in the cases of the two banks already subject to the
state aid procedure, to accelerate their balance
sheet repair. Stand ready to provide additional
capital should the asset transfer or asset quality
review reveal additional shortfalls. All measures,
including objective assessments of capital needs,
transfer of assets to Bank Asset Management
Company, asset protection scheme, operational
implementation of the restructuring measures
should be implemented in full compliance with state
aid rules in case state aid is involved. In parallel,
develop by March 2014 and implement a
comprehensive sector strategy to ensure arms-
length management of reformed banks and to
substantially improve governance, risk management
and profitability in the sector, including through
consolidation where appropriate. Swiftly proceed
with preparations for the announced privatisation
of NKBM and establish, by September 2013, an
ambitious timetable for the divestment of direct and
indirect state shareholdings of banks.

5. Review the bank regulatory framework by end
2013, and based on this review, strengthen
supervisory capacity, transparency and statistical
disclosure.

4. Adjust employment protection legislation as

Partially implemented.

3. Ensure that wage developments, including the
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regards permanent contracts in order to reduce
labour market segmentation, in consultation with
social partners and in accordance with national
practices. Further tackle the parallel labour market
caused by student work.

A reform of employment protection legislation was
adopted in March 2013 to reduce labour market
segmentation and increase its flexibility. The reform
reduces protection of permanent contracts by
simplifying dismissal procedures. At the same time
the protection of fixed-term contracts is increased to
prevent abuse. Whereas the reform goes in the
right direction, it remains to be seen whether the
reform is sufficiently ambitious to have a significant
impact on the labour market segmentation and
flexibility.

No systemic measures have been taken to address
the widespread and unprotected student work
available to pupils and students.

5. Improve the matching of skills with labour
market demand, particularly of low-skilled workers
and tertiary graduates, and continue reforms of
vocational education and training.

Partially implemented.

A pilot project on how to evaluate labour market
needs is being carried out at the Public Employment
Service. The first results, which will be used as a
basis for policy design, are expected for the second
half of 2013.

There is only some progress in addressing the skills
gap in tertiary education; links with enterprises have
not been strengthened. Reforms of vocational
education and training show limited progress and
the role of employers has not been strengthened.

minimum wage, support competitiveness and
job creation. Monitor closely the effects of the
recent labour market reform and if necessary
identify the areas where further action is needed to
foster job creation and tackle segmentation,
including through the regulation for student work.
Take further measures to increase employment of
young tertiary graduates, older persons and the
low-skilled by focusing resources on tailor-made
active labour market policy measures while
improving their effectiveness. Address the skills
mismatch by improving the attractiveness of the
relevant vocational education and training
programmes and by further developing cooperation
with the relevant stakeholders in assessing labour
market needs.

6. Take further steps to strengthen market opening
and speed up the reorganisation of professional
services. Improve the business environment
through: (i) implementing the reform of the
Competition Protection Office, (ii) establishing a
framework for state-owned enterprises
guaranteeing arms-length management and high
standards of corporate governance, and (iii)
improving bankruptcy procedures, in particular in
terms of timeliness and efficiency.

Partially implemented.

A reform of professional services has been
launched mid-2012. However, the reform is behind
schedule.

(i) The Competition Protection Agency (CPA) was
established on January 1, 201.

(i) The government abolished the Agency on
Managing Capital Assets and replaced it with the
new Slovenian Sovereign Holding (SSH). The new
holding is intended to consolidate management and
ownership of all investments by the Republic of
Slovenia and the state funds under one structure

6. Accelerate the reform of regulated services,
including a significant reduction of entry barriers.
Improve the business environment, including
through ensuring the independence of and
providing sufficient and autonomous financing to the
Competition Protection Agency.

7. Build on previous efforts to further reduce the
length of judicial proceedings at first instance in
litigious civil and commercial cases and the number
of pending cases, in particular enforcement cases.
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and allow for privatisation of some of these assets.

(i) The government adopted an amended law on
Financial Operations, Insolvency Proceedings and
Compulsory Dissolution Act (ZFPPIPP) in April
2013. The amendments aim at refining definition of
insolvency and incentivise management to file for
insolvency on time.

7. Following consultation with social partners and in
accordance with national practice, ensure that
wage growth, including minimum wage
adaptation, supports competitiveness and job
creation.

Partially implemented.

The government has cut nominal gross wage per
employee in the public sector by around 3% in 2012
and agreed with social partners to cut the wage bill
further in 2013.

No measure has been taken to adapt the minimum
wage.

8. As part of the planned strategy of the
government, to be completed by September 2013,
classify core and non-core state assets according
to economic criteria, with a view to divesting non-
core assets. Make the Slovenia Sovereign
Holding (SSH) fully operational in a timely manner,
and transfer both ownership and management of all
stakes to the SSH, potentially excluding those that
are on the list for immediate full privatisation.
Ensure professional management of the SSH from
the outset, potentially including international
expertise, and a clearly defined arms' length
relationship with the companies involved. For core
stakes, develop sector-specific strategies to
improve profitability and corporate governance.
Introduce an obligatory and publicly available
register of management and supervisory board
appointments in state-owned enterprises with
requirements for disclosure of interests. Ensure that
the regulatory framework facilitates divestment of
non-core state assets and that administrative
hurdles are minimised.

9. Identify and start to work on removing all existing
legal and administrative  impediments to
sustainable restructuring of over-

65




indebted/undercapitalised but viable companies
through market-based solutions. In this context,
take measures to ensure sufficient private burden
sharing, to increase private investment, including
foreign direct investment, and to achieve efficiency
gains in troubled companies as part of the
restructuring process. Adopt the necessary legal
framework for out-of-court restructuring by
September 2013, ensuring that it is coherent with
the existing provisions on insolvency and provides
incentives for both creditors and shareholders to
reach out-of-court restructuring agreements.
Improve the enforcement of corporate insolvency
procedures and in-court settlements, including
swiftly resolving pending court cases related to
bankruptcy procedures, in order to maximise
recovery value and to facilitate the timely and
efficient resolution of non-performing loans.
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Country Specific Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013

1. Take additional measures in 2012 and specify
the necessary measures in 2013, to correct the
excessive deficit in a sustainable manner and
ensure the structural adjustment effort specified in
the Council recommendations under the excessive
deficit procedure. Implement targeted spending
cuts, while safeguarding  growth-enhancing
expenditure, and step up efforts to improve the
efficiency of public spending. Thereafter, ensure an
adequate structural adjustment effort to make
sufficient progress towards the MTO, including
meeting the expenditure benchmark. Accelerate the
setting up of the Fiscal Council and adopt rules on
expenditure ceilings.

Slovakia is expected to make progress in terms of
fiscal consolidation but at this stage it is premature
to comment on the EDP. Limited progress has been
made on safeguarding growth-enhancing
expenditure, making public spending more efficient
and laying down an adequate structural adjustment
towards the medium-term objective. The Fiscal
Council has been set-up. The original plan to adopt
rules on expenditure ceilings has been postponed
to the first quarter of 2013. No information on
current progress towards reaching this goal is
available.

1. Implement as envisaged the budget for the year
2013, so as to correct the excessive deficit in a
sustainable manner and achieve the fiscal effort
specified in the Council recommendations
under EDP. After the correction of the excessive
deficit, pursue the structural adjustment effort that
will enable Slovakia to reach the medium-term
objective by 2017. Avoid cuts in growth enhancing
expenditure and step up efforts to improve the
efficiency of public spending. Building on the
pension reform already adopted, further improve the
long term sustainability of public finance by
reducing the financing gap in the public pension
system and increasing the cost-effectiveness of
the health-care sector.

2. Speed up the implementation of the action plan
to combat tax fraud and continue efforts to improve
VAT collection, in particular by strengthening the
analytical and audit capacity of the tax
administration. Improve tax compliance. Link real-
estate taxation to the market value of property.

2. Increase tax compliance, in particular by
improving the efficiency of VAT collection; reduce
distortions in taxation of labour across different
employment types, also by limiting tax deductions;
link real estate taxation to the market value of
property; make greater use of environmental
taxation.

Progress has been made on reducing distortions in
the taxation of labour across different employment
types. However, no review of tax deductions has
been carried out. The legislative changes adopted
to fight VAT evasion go in the right direction and
can help make VAT collection more efficient.
Nevertheless, there continued to be shortfalls in
VAT revenue in 2012 and the challenge in this area
remains. No progress has been made on real estate
and environmental taxation.

3. Further adjust the pay-as-you-go pension pillar,
mainly by changing the indexation mechanism,
introducing a direct link between the statutory
retirement age and life expectancy and introducing

A comprehensive pension reform has been
adopted. Within the pay-as-you-go pillar, the
indexation mechanism was changed and the link
between the statutory retirement age and life
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a sustainability factor in the pension calculation
formula reflecting demographic change. Ensure the
stability and viability also of the fully funded pillar.

expectancy introduced. The sustainability factor in
the pension calculation has not been introduced.
Repetitive opening of the fully funded pillar, the
reintroduction of voluntary participation and several
other changes undermined the stability of its set-up.
Preliminary estimates show that they have
improved the long-term sustainability of public
finances but the long-term financing gap remains
high compared to that of other Member States.

4. Enhance the administrative capacity of public
employment services with a view to improving the
targeting, design and evaluation of active labour
market policies to ensure more individualised
employment services for the young, the long-term
unemployed, older workers and women. Ensure the
provision of childcare facilities. Reduce the tax
wedge for low-paid workers and adapt the benefit
system.

Partially implemented

The ALMP reform entered into force in May 2013
and is expected to improve the targeting and design
of activation policies and introduced obligatory
evaluation by public employment services.
However, despite additional responsibilities and
increased needs for analytical capacity, public
employment services have not been strengthened.
No sufficient progress made on ensuring the
provision of childcare facilities and reducing the tax
wedge.

3. Take measures to enhance the capacity of
public employment services to provide
personalised services to jobseekers and strengthen
the link between activation measures and social
assistance. More effectively address long-term
unemployment through activation measures and
tailored training. Improve incentives for women
employment, by enhancing the provision of child-
care facilities, in particular for children below three
years of age. Reduce the tax wedge for low-paid
workers and adapt the benefit system.

5. Adopt and implement the youth action plan, in
particular as regards the quality and labour market
relevance of education and vocational training,
including through the introduction of an
apprenticeship scheme. Improve the quality of
higher education by strengthening quality
assurance and result orientation.

Partially implemented

The youth action plan was adopted in October
2012. In the area of employment, a limited number
of actions were taken (e.g. two national projects co-
financed by the structural funds, supporting job
creation for young people); a more systematic
approach to supporting people seeking a job for the
first time is lacking.

4, Step up efforts to address high youth
unemployment, for example through a Youth
Guarantee. Take steps to attract young people to
the teaching profession and raise educational
outcomes. In vocational education and training,
reinforce the provision of work-based learning in
companies. In higher education, create more job-
oriented bachelor programmes. Foster effective
knowledge transfer by promoting cooperation
between academia, research and the business
sector. Step up efforts to improve access to high-
quality and inclusive pre-school and school
education for marginalised communities,
including Roma.

5. Step up efforts to make the energy market
function better; in particular, to increase the
transparency of the tariff-setting mechanism,
enhance the accountability of the regulator.
Strengthen interconnections with neighbouring
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countries. Improve energy efficiency in particular in
buildings and industry.

6. Take active measures to improve access to and
quality of schooling and pre-school education of
vulnerable groups, including Roma. Ensure labour
market reintegration of adults through activation
measures and targeted employment services,
second-chance  education and  short-cycle
vocational training.

Implemented to a limited extent

A Roma reform has been publicly announced.
However, this has not been followed up by the
required legislative acts or by the allocation of
additional resources. Slovakia launched a number
of projects supporting social inclusion. They are
relevant but their sustainability and scale is
inadequate given the magnitude of the problems.

7. Strengthen the quality of the public service,
including by improving management of human
resources and strengthening analytical capacities.
Further shorten the length of judicial
proceedings and strengthen the role of the
Public Procurement office as an independent
body.

Implemented to a limited extent.

A comprehensive reform to make local
administration more efficient was launched this
year. However, a strategic policy framework to
improve the quality, human resource management
practices and analytical capacities of central
administration is still lacking. No measures were
adopted to mitigate the impact of the political cycle
on staffing decisions, nor were mechanisms to
reduce corruption put in place. The improvement of
analytical capacities does not seem to be supported
by sufficient budget allocations.

6. Take measures, including by amending the Act
on Civil Service, to strengthen the independence
of the public service. Improve the management of
human resources in public administration. Step up
efforts to strengthen analytical capacities in key
ministries, also with a view to improving the
absorption of EU funds. Implement measures to
improve the efficiency of the judicial system.
Promote alternative dispute resolution procedures
and encourage their greater use.
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Country Specific Recommendations 2012
MIP: 5

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 3,4,5

1. Preserve a sound fiscal position in 2012 and
beyond by correcting any departure from the
MTO that ensures the long-term sustainability of
public finances. To this end, reinforce and
rigorously implement the budgetary strategy,
supported by sufficiently specified measures, for the
year 2013 and beyond, including meeting the
expenditure benchmark.

Continue to carry out annual assessments of the
size of the ageing-related sustainability gap and
adjust public revenue and expenditure in
accordance with the long-term objectives and
needs. Integrate the local government sector better
in the system of multi-annual fiscal framework
including through measures to control expenditure.

Some progress

The general government deficit reached 1.9% of
GDP in 2012 and in its spring forecast the
Commission predicts a 1.8% deficit for 2013. The
structural balance was -0.7 % in 2012 and is
forecast to be -0.6 % in 2013 and -0.5 % in 2014.

Finland did not meet its MTO (0.5%) in 2012, but
due to the negative growth, the improvement in
structural balance was not achievable.

No measures to establish expenditure ceilings have
been proposed at general government level, but
local government expenditure is being adjusted
through the adjustment of central government
transfer payments to the municipalities.

1. Pursue a growth-friendly fiscal policy and
preserve a sound fiscal position as envisaged,
ensuring compliance with the MTO over the
programme horizon. Continue to carry out annual
assessments of the size of the ageing-related
sustainability gap and adjust public revenue and
expenditure in accordance with long-term objectives
and needs. Ensure the cost-effectiveness and
sustainability of long-term care and put a stronger
focus on prevention, rehabilitation and independent
living.

2. Take further measures to achieve productivity
gains and cost savings in public service
provision, including structural changes and
efficiency-enhancing territorial administrative
reforms, also in order to respond to the challenges
arising from an ageing population.

Some progress

Reform on the number and structure of
municipalities is progressing. Legislation currently
being proposed for adoption in July 2013
establishes criteria for municipalities that should
consider and analyse mergers. There will be
financial incentives for mergers but no forced
mergers are envisaged. Furthermore, reform on
health and social services being planned.

2. Ensure effective implementation of the on-going
administrative reforms concerning the municipal
structure, in order to deliver productivity gains and
cost savings in the provision of public services,
including social and healthcare services.

3. Implement the ongoing measures to improve the
labour market position of young people and the
long-term unemployed, with a particular focus on
skills development. Take further steps to improve
the employment rate of older workers, including
by reducing early exit pathways. Take measures to
increase the effective retirement age taking into
account the improved life expectancy.

Substantial progress

The measures to reduce long-term and youth
unemployment are relevant, ambitious and credible.
However, the underlying policy challenges remain.
As regards older workers, it is not clear what
measures are being envisaged. Since no concrete
initiatives or numbers have been set, it is difficult to
assess relevance, ambition or credibility. Early exit
pathways, such as the ‘unemployment pathway’,

3. Take further steps to increase the employment
rate of older workers, including by improving their
employability and reducing early exit pathways,
increasing the effective retirement age by aligning
retirement age or pension benefits to changes in life
expectancy. Implement and monitor closely the
impact of on-going measures to improve the
labour-market position of young people and the
long-term unemployed, with a particular focus on
the development of job-relevant skills.
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remain.

4. Continue enhancing competition in product
and service markets, especially in the retail sector,
by ensuring the effective implementation of the new
Competition Act and the new programme on
promoting healthy competition. Continue to take
measures to increase the efficiency of municipal
service provision, including increasing, where
appropriate, the share of services subject to
competitive bidding, and to ensure competition
neutrality between private and public undertakings.
Take further steps to ensure that competition law
fines have a sufficiently deterrent effect.

Some progress

To improve competition, a programme to promote
healthy competition was set up, aimed at increasing
competition on the domestic market. Furthermore,
on 1 January 2013 the Finnish Competition and
Consumer  Authority came into  operation.
Furthermore, a legislative proposal on dominant
market position has been under discussion at
government level since September 2012.

4. Continue efforts to enhance competition in
product and service markets, especially in the
retail sector, by implementing the new programme
on promoting healthy competition.

5. In order to strengthen productivity growth and
external competitiveness, continue efforts to
diversify the business structure, in particular by
hastening the introduction of planned measures to
broaden the innovation base while continuing to
align wage and productivity developments fully
respecting the role of social partners and in line with
national practices.

Some progress

The government's measures are in the right
direction in relation to diversification of the business
structure. The problem of competitiveness and the
need to facilitate the restructuring in the ICT sector
are ongoing issues in the public policy debate.

The current wage agreement comes to an end in
2013, but the labour market partners have not yet
reached an agreement on its follow-on. There has
not been an ambitious, relevant or credible
response to the recommendation as regards the
wage component.

5. Boost Finland's capacity to deliver innovative
products, services and high-growth companies in a
rapidly changing environment, and continue
diversification of the industry; continue to
improve the overall energy efficiency in the
economy. In the current low-growth environment,
support the alignment of real wage and productivity
developments whilst fully respecting the role of
social partners and in line with national practices.
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Country Specific Recommendations 2012
MIP: 2

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 2,3

1. Preserve a sound fiscal position in 2012 and
beyond by implementing the budgetary strategy as
envisaged and ensuring continued achievement
of the MTO.

Fully addressed

The 2013 Budget Bill is also in line with the
recommendation.

The general government budget is expected to
have a small deficit in 2013. Taking into account the
downward revision of the medium-term objective in
the 2012 convergence programme (from a surplus
of 1 % of GDP to a deficit of 1 % of GDP), Sweden
is likely to continue to meet its commitment under
the Stability and Growth Pact and fulfil the CSR.
The pro-growth composition of the fiscal stimulus in
the 2013 budget is commendable.

1. Implement the measures necessary to pursue a
growth-friendly fiscal policy and preserve a sound
fiscal position ensuring compliance with the
medium-term objective over the programme
horizon.

2. Take further preventive measures to strengthen
the stability of the housing and mortgage market
in the medium term, including by fostering prudent
lending, reducing the debt bias in the financing of
housing investments, and tackling constraints in
housing supply and rent regulations.

Some progress

House prices and household debt have been stable
over the last year. Several measures are in the
pipeline to foster prudent lending: stricter capital
and liquidity requirements; higher risk weights for
mortgages; and discussions on introducing
amortisation requirements. No measures have been
taken to address the debt-bias in housing taxation.

On the rental market, progress has been made
through a partial reform of the rent-setting system in
2011 and by simplifying private lettings in 2013.

2. Continue addressing risks related to private debt
by reducing the debt bias in housing taxation by
phasing out tax deductibility of interest payments on
mortgages or/and increasing property taxes. Take
further measures to foster prudent lending by
measures promoting amortisation of mortgages.
Further reduce the debt-bias in corporate taxation.

3. Improve the efficiency of the housing market by
continued reforms of the rent setting system and
strengthening the freedom of contract between
individual tenants and landlords. Promote increased
competition in the construction sector and review
the planning, zoning and approval processes with
the aim of increasing transparency, shortening lead
times and reducing entry barriers for construction
companies.

3. Take further measures to improve the labour
market participation of youth and vulnerable
groups, e.g. by improving the effectiveness of active
labour market measures, facilitating the transition
from school to work, promoting policies to increase
demand for vulnerable groups and improving the

Some progress

A number of measures have been taken on various
fronts, in particular to speed up the integration of
people with a migrant background into the labour
market, facilitate the transition from school to work,

4. Reinforce efforts to improve the labour-market
integration of low-skilled young people and people
with a migrant background by stronger and better
targeted measures to improve their employability
and the labour demand for these groups. Step up
efforts to facilitate the transition from school to work,
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functioning of the labour market. Review the
effectiveness of the current reduced VAT rate
for restaurants and catering services in support
of job creation.

promote demand for vulnerable groups and improve
the functioning of the labour market. The ‘youth
package’ provides for a number of extra temporary
student places in universities and adult vocational
education establishments. The government has
commissioned a review of the effectiveness of the
VAT cut in restaurant and catering services in
relation to prices and employment in the sector.

including via a wider use of work-based learning,
apprenticeships and other forms of contracts
combining employment and education. Complete
the Youth Guarantee to better cover young people
not in education or training. Complete and draw
conclusions from the review of the effectiveness
of the current reduced VAT rate for restaurants
and catering services in support of job creation.

4. Take further measures in the upcoming research
and innovation bill to continue improving the
excellence in research and to focus on improving
the commercialisation of innovative products and
the development of new technologies.

Fully addressed

The Swedish Research and Innovation Bill has
been adopted, as has the National Innovation
Strategy. In line with the Commission’s
recommendation in 2012, the emphasis has been
on ensuring a higher return on R&D investment
than in the past. The challenge of getting ideas to
the market for innovative and high-growth
enterprises is clearly recognised. However, the
actual implementation of the strategy will have to be
followed closely over time.
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Country Specific Recommendations 2012
MIP: 2,3, 6

Assessment of implementation of CSR 2012
(based on COM staff documents)

Country Specific Recommendations 2013
MIP: 2,3,5,6

1. Fully implement the budgetary strategy for the
financial year 2012-13 and beyond, supported by
sufficiently specified measures, to ensure a timely
correction of the excessive deficit in a
sustainable manner and the achievement of the
structural adjustment effort specified in the
Council recommendations under the EDP and to
set the high public debt ratio on a sustained
downward path. Subject to reinforcing the
budgetary strategy for the financial year 2013-14
and beyond, prioritise growth-enhancing
expenditure to avoid the risk that a further
weakening of the medium-term outlook for growth
will negatively impact on the long-term sustainability
of public finances.

Limited progress.

At 6.4%, structural borrowing in FY 2012-13 was
only 0.3 pp. lower than in 2011-12, despite the UK
government sticking to its fiscal consolidation
strategy. The deficit is forecast at 6.8% in 2013-14
and 6.3% in 2014. Some modest progress has been
made on making the structure of consolidation more
growth-friendly by shifting spending towards capital
budgets.

1. Implement a reinforced budgetary strategy,
supported by sufficiently specified measures, for the
year 2013-14 and beyond. Ensure the correction of
the excessive deficit in a sustainable manner by
2014/15, and the achievement of the fiscal effort
specified in the Council recommendations under the
EDP and set the high public debt ratio on a
sustained downward path. A durable correction of
the fiscal imbalances requires the credible
implementation of ambitious structural reforms
which would increase the adjustment capacity and
boost potential growth. Pursue a differentiated,
growth-friendly approach to fiscal tightening,
including through prioritising timely capital
expenditure with high economic returns and through
a balanced approach to the composition of
consolidation measures and promoting medium and
long-term fiscal sustainability. In order to raise
revenue, make greater use of the standard rate
of VAT.

2. Address the destabilising impact of high and
volatile house prices and high household debt
by implementing a comprehensive housing reform
programme to increase housing supply and
alleviate problems of affordability and the need for
state subsidisation of housing. Pursue further
reforms to the housing market, including the
mortgage and rental markets, financial regulation
and property taxation to prevent excessive volatility
and distortions in the housing market.

Some progress.

Government has reformed the planning system and
put in place a number of regulatory and fiscal
measures aimed at increasing residential
construction, but it is not yet clear how effective
these will be in boosting the supply of housing. Both
residential construction and new mortgage lending
remain low, affected by a weak economy and policy
constraints. There is also a risk that recent
government interventions that stimulate housing
demand more than supply, in particular Help to Buy,
could reflate a housing bubble and consequently
household debt. This could also further decrease
housing affordability.

2. Take further action to increase housing supply,
including through further liberalisation of spatial
planning laws and an efficient operation of the
planning system. Ensure that housing policy,
including the Help to Buy scheme does not
encourage excessive and imprudent mortgage
lending; and promote greater supply to avoid higher
house prices.. Pursue reforms including to land and
property taxation to reduce distortions and promote
timely residential construction. Take steps to
improve the functioning of rental markets, in
particular by making longer rental terms more
attractive to both tenants and landlords.

3. Continue to improve the employability of young

Some progress.

3. Building on the Youth Contract, step up
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people, in particular those not in education,
employment or training, including by using the
Youth Contract. Ensure that apprenticeship
schemes are taken up by more young people, have
a sufficient focus on advanced and higher-level
skills, and involve more small and medium-sized
businesses. Take measures to reduce the high
proportion of young people aged 18-24 with very
poor basic skills.

If implemented effectively, with a proper focus on
increasing the quality of  apprenticeship
programmes, including their level and duration, a
number of measures taken may increase the labour
market relevance of apprenticeships. The measures
in the education system to improve the skill levels
and employability of young people have a long-term
nature and therefore it is too early to assess their
impact.

measures to address youth unemployment, for
example through a Youth Guarantee. Increase the
quality and duration of apprenticeships, simplify the
system of qualifications and strengthen the
engagement of employers, particularly in the
provision of advanced and intermediate technical
skills. Reduce the number of young people aged
18-24 who have very poor basic skills, including
through effectively implementing the Traineeships
programme.

4. Step up measures to facilitate the labour market
integration of people from jobless households.
Ensure that planned welfare reforms do not
translate into increased child poverty. Fully
implement measures aiming to facilitate access to
childcare services.

Some progress.

The introduction of Universal Credit will be a
positive step, with its focus on benefits simplification
and improving work incentives, although the
employment impact is likely to depend in part on
effective implementation. However reforms to
Council Tax benefit appear likely to increase
poverty and make the benefits system more
complex, partially offsetting the simplification
benefits of Universal Credit.

Early evidence on the impact of the new flagship
Work Programme for the unemployed s
disappointing.

Poverty is likely to increase in future due to a range
of real terms reductions to working age welfare
payments that the government is making as part of
its fiscal consolidation strategy.

4. Enhance efforts to support low-income
households and reduce child poverty by ensuring
that the Universal Credit and other welfare reforms
deliver a fair tax-benefit system with clearer work
incentives and support services. Accelerate the
implementation of planned measures to reduce the
costs of childcare and improve its quality and
availability.

5. Further improve the availability of bank and non-
bank financing to the private sector, in particular
to SMEs. Support competition within the banking
sector, in particular through measures to reduce
barriers to entry, increase transparency and
facilitate switching between banks as recommended
by the Independent Commission on Banking and
explore ways to improve access to venture and risk
capital and other forms of non-bank lending.

Some progress.

The government has put in place a number of
schemes aimed at increasing lending but net credit
trends remained weak throughout 2012. Many
firms, notably SMEs, are experiencing difficulties in
obtaining credit to finance investment.

The FLS has contributed to ease bank funding
costs and credit conditions, but there is a risk of it
being primarily channelled to sectors that are less in
need of funding.

The government is addressing a number of the

5. Take further steps to improve the availability of
bank and non-bank financing to the corporate
sector, while ensuring that the measures primarily
target viable companies, especially SMEs. Reduce
barriers to entry in the banking sector, lower
switching costs and facilitate the emergence of
challenger banks through a divestiture of banking
assets. Effectively implement the Financial Policy
Committee’s recommendations on prudent
assessment of bank capital requirements and on
addressing identified capital shortfalls.
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recommendations put forth in the Breedon review,
but access to non-bank lending remains largely
restricted to bigger firms.

There remains limited competition in the banking
industry, but some actions to tackle barriers to entry
have been announced. Lloyds bank and RBS are
yet to divest of part of their assets to comply with
state aid rules and to facilitate the creation of new
challenger banks.

6. Pursue a long-term strategy for improving the
capacity and quality of the UK's network
infrastructure, including measures to address
pressures in transport and energy networks by
promoting more efficient and robust planning and

decision-making  processes, and harnessing
appropriate public or private financing
arrangements.

Some progress.

Quality and congestion of transport infrastructure
remains a structural weakness affecting the whole
economy, and especially goods producing and
exporting companies. The rail investment pipeline
should help to accommodate the forecast continued
increase in rail traffic. The government has
announced a lot of initiatives to boost private
investment in the road network but most remain
aspirational and the UK needs to be careful not to
repeat past mistakes. Limited progress has been
made in addressing the need for additional hub
airport capacity. There has been a lot of uncertainty
over the prospects for energy investment, due in
part to regulatory risks. UK assessments show an
increasing need for new generating capacity, both
renewable and non-renewable. The energy bill aims
to put in place measures to attract the GBP 110
billion (EUR 130 billion) investment that is needed
to replace current generating capacity and upgrade
the grid by 2020.

6. Take measures to facilitate a timely increase in
network infrastructure investment, especially by
promoting more efficient and robust planning and
decision-making processes. Provide a stable
regulatory framework for investment in new energy
capacity, including in renewable energy. Improve
the capacity and quality of transport networks by
providing greater predictability and certainty on
planning and funding and by harnessing the most
effective mix of public and private capital sources.
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Euro
Area

Council Recommendations 2012

Assessment of implementation of CSR 2012
(based on COM staff documents)

Council Recommendations 2013

1. Strengthen the working methods of the
Eurogroup to allow it to take responsibility for the
aggregate policy stance in the euro area, effectively
responding to changes in the economic
environment, and to lead the coordination of
economic policy in the context of the strengthened
surveillance framework which applies to the euro
area Member States.

2. Intensify policy cooperation in the Eurogroup
by sharing information and discussing budgetary
plans and the plans of major reforms with potential
spillovers effects on the euro area. Ensure that such
reforms are undertaken that are necessary for a
stable and robust euro area, including the
implementation of the recommendations which the
Council has addressed to individual euro area
Member States and which, in addition to addressing
challenges at national level, have an impact on the
euro area as a whole.

1. Take responsibility for the aggregate policy
stance in the euro area in order to ensure the good
functioning of the euro area to increase growth
and employment, and to take forward the work on
deepening Economic and Monetary Union. Allow
the Eurogroup to play a central role in the
strengthened surveillance framework applicable to
euro area Member States to coordinate and monitor
reforms at national and at the euro area level that
are necessary for a stable and robust euro area and
to ensure policy coherence, and in the preparation
of the Euro Summits.

3. Strengthen fiscal discipline and fiscal
institutions at both national and sub-national levels
to enhance market confidence in the medium and
long-term sustainability of public finances in the
euro area. Following the agreement by the euro
area Heads of State or Government in July and
October 2011 and on 2 March 2012, advance the
transposition of Directive 2011/85/EU to the end of
2012 and strengthen fiscal governance further, in
particular by introducing in the national legislation of
all euro area Member States the rules for balanced
budget in structural terms and the automatic
correction mechanisms.

The strengthening of fiscal frameworks continues
across the euro area. While the Directive on
national budgetary frameworks has to be
transposed by the end of 2013, euro area Member
States pledged to advance this process to end
2012.

Progress is somewhat more advanced regarding
numerical fiscal rules: a wide array of national
instruments are either in place or are being
prepared to buttress national fiscal policy-making.
Beyond the Directive itself, the framework for
strengthened EU governance introduced with the
other legislative texts of the ‘six-pack’ reform of the
Stability and Growth Pact has helped to place the
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issue of effective national numerical fiscal rules high
on the Member States’ reform agenda. This is also
supported by the TSCG. The more recent
agreement on the 'two-pack’ legislation will further
reinforce domestic fiscal frameworks in the context
of enhanced surveillance of budgetary processes;
this will in particular feature a stronger role for
independent fiscal institutions.

4. Based on the European Council Conclusions of
1-2 March 2012, ensure a coherent aggregate
fiscal stance in the euro area by pursuing fiscal
consolidation as set out in Council
recommendations and decisions, in line with the
rules of the Stability and Growth Pact, which take
into account the country-specific macro-financial
situations. Member States affected by significant
and potentially rising risk premia should limit
deviations from the nominal balance targets even
against  worse-than-expected macroeconomic
conditions; other Member States should let the
automatic stabilisers play along the adjustment path
assessed in structural terms and stand ready to

review the pace of consolidation should
macroeconomic conditions deteriorate further.
Composition of government expenditure and

revenues should reflect the growth impact of
spending items and revenue sources. In particular,
all the available budgetary margins should be
used to foster public investment in the euro
area, including by taking into account cross-country
differences in the cost of funding.

Significant progress has been made on fiscal
consolidation in the euro area. The headline deficit
continued to improve by 0.4 pps and fell to 3.7% of
GDP. However the debt-to-GDP ratio continued to
rise in 2012, as the effects of the consolidation
programmes on debt will become visible only with
time. The speed of consolidation over the period
2010 and 2013 for the euro area as a whole as well
as the differentiation according to fiscal space was
broadly appropriate. Nonetheless, there remain
substantial consolidation needs in some euro area
countries as there are still a number of countries in
excessive deficit procedure and countries in the
preventive arm need to make progress of 0.5% as a
benchmark towards the MTO. Consolidation efforts
in the euro area have been broadly balanced
between the revenue and expenditure side. Going
forward, there is still scope for many euro area
Member States to improve the structure of the tax
systems further. Many Member States have room to
make the tax systems more growth friendly and
raise additional revenue by broadening the tax
bases.

2. Ensure that the Eurogroup monitors and
coordinates fiscal policies of the euro area
Member States and the aggregate fiscal stance for
the euro area as a whole to ensure a growth friendly
and differentiated fiscal policy. To this end the
Eurogroup should discuss the Commission opinions
of the draft budgetary plans of each of the euro
area Member States, and the budgetary situation
and prospects for the euro area as a whole on the
basis of the overall assessment by the Commission
of the draft budgetary plans and their interaction.
The coordination shall contribute to ensuring that
the pace of fiscal consolidation is differentiated
according to the fiscal and economic situation of the
euro area Member States with the budgetary
adjustment defined in structural terms in line with
the Stability and Growth Pact, allowing the
automatic stabilisers to function along the
adjustment path and that, in view of reinforcing the
credibility of fiscal policy over the medium term,
fiscal consolidation is supported by an overall
efficient and growth-friendly mix of expenditure and
revenue and by appropriate structural reforms
which enhance the economic growth potential.

5. Take action to improve the functioning and
stability of the financial system in the euro area.
Accelerate the steps towards a more integrated
financial architecture, comprising banking
supervision and cross-border crisis resolution.

The positive market sentiment was spurred by
several European level policy measures that
impacted the markets in the last year. Perceptions
about euro breakup have receded significantly
starting in the last quarter of 2012. On the monetary
side the ECB's announced a new programme aimed
at restoring the transmission of monetary policy
Outright Monetary Transactions (OMT) in

3. Assess, in the framework of the Eurogroup, the
reasons behind the differences in lending rates
especially to SMEs across the euro area Member
States; explore the consequences of the
fragmentation of the financial markets in the
euro area and contribute to ways to overcome it.

4. Building on the recapitalisation and the
restructuring of the past years, promote further
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September 2012. On the regulatory front, progress
in economic and fiscal governance as well as the
agreement on the Single Supervisory Mechanism
(SSM) also contributed to the reduction of risk
premia. The SSM should be fully operational by July
2014 radically changing the supervisory landscape
in Europe. This will enhance high quality and
impartial banking supervision across the board,
contributing to boost the resilience of the banking
system in the medium term and dissipate doubts
about the quality of banks' assets. Finally the
permanent European Stability Mechanism has
become operational.

Market conditions have not normalised and market
fragmentation did not disappear which means that
funding strains for banks in vulnerable countries
remains prevalent. The return to full financial
integration depends crucially on the preservation of
a positive and ambitious effort to reform the
financial framework. A number of other initiatives
could be considered to ease SMEs access to bank
and nonbank financing in the EU and the euro area

balance-sheet repair among banks as a means to
reverse fragmentation in the single market and
improve the flow of credit to the real economy,
particularly SMEs. To this end: (a) ensure that the
balance sheet assessments and stress tests to be
conducted by the Single Supervisory Mechanism
(SSM) in co-operation with the European Banking
Authority (EBA) are concluded in accordance with
the agreed timeline; (b) ensure a level playing field
in applying burden-sharing requirements in the
recapitalisation of banks; (c) ensure the availability
of credible fiscal backstops in the context of
balance sheet assessments and stress tests; (d)
remove supervisory incentives for banks to match
asset and liabilities within national borders; and (e)
accelerate the necessary steps to establish the
Banking Union, as outlined by the European
Council.

6. Implement structural reforms, which also
promote flexible wage adjustments, and which —
together with a differentiated fiscal stance — would
promote an orderly unwinding of intra-euro area
macroeconomic imbalances and thus growth and
jobs. This would include action at national level
which reflects the country-specific situation and
takes account of the Council recommendations to
individual euro area Member States.

Progress has been made with reforms of pension
systems, less so with health care. A majority of
Member States have adapted pension systems with
the aim of putting them on a more sustainable
footing against the background of population
ageing. Further reform efforts are needed to align
retirement age with life expectancy, restrict access
to early retirement schemes, and enable longer
working lives but also in the fields of health care
and long-term care policies. Several Member States
in the euro area have undertaken key structural
reforms in product and service markets during the
last year. The reform effort has been particularly
substantial in countries under financial assistance
programmes and/or under market pressure. Still a
strong reform effort is needed in the competition
framework, in particular as concerns the reduction
of barriers in professional services. Reforms of the

5. Coordinate ex ante the major economic reform
plans of the Member States whose currency is the
euro. Monitor the implementation of structural
reforms, notably in the labour and product markets
and assess their impact on the euro area, taking
into account the Council recommendations to
individual euro area Member States. Promote
further adjustment in the euro area, ensuring a
correction of external and internal imbalances, inter
alia by following thoroughly the reforms that
address distortions to saving and investment
behaviour in Member States with both current
account deficits and surpluses. Take the necessary
steps for an effective implementation of the
Macroeconomic Imbalances Procedure, notably
by assessing progress in reform commitments in
Member States experiencing excessive imbalances
and in reform implementation in Member States
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housing and rental markets are also ongoing.

Reforms enhancing labour market adjustment and
reducing labour market segmentation have been
recently enacted or are ongoing in many of the euro
area countries that were characterised by less
flexible regulatory settings. In some countries, still
rigid and segmented labour markets are by
themselves obstacles to the process of reallocation,
especially of the re-employment of workers that
have been made redundant during the adjustment,
who now face significant entry barriers back into the
labour market.

with imbalances requiring decisive action to limit
negative spillovers to the rest of the euro area.

6. In line with the AGS 2013, it is crucial for the euro
area member states to take collective and
significant measures in order to tackle the social
consequences of the crisis and the rising
unemployment levels. The situation of unemployed
young people is particularly worrying and bold
action is recommended along the lines of the
Compact for Growth and jobs and the EU Youth
Guarantee. Further reforms to facilitate access to
employment, prevent early withdrawals from the
labour market, reduce the cost of labour, combat
labour market segmentation and support innovation
are recommended.
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1. RESUMO
Per spetivas econdmicas

A recessao aprofundou-se no ultimo trimestre de 2012 e o PIB contraiu-se em 3,2 % no
ano passado, mais do que era previsto. A Comissao reviu em baixa as suas previsdes para
2013-2015 e prevé que 0 PIB se contraia em 2,3% este ano para depois aumentar 0,6% em
2014 e 1,5% em 2015. O declinio maior do que o esperado da atividade economica foi
impulsionado por uma acentuada contragdo da procura interna e por uma forte desacel eragcéo
das exportacOes liquidas. O desemprego também atingiu niveis mais elevados do que o
previsto, 17,3% no Ultimo trimestre de 2012, e deverd atingir um pico de 18,5% em 2014.
Entretanto, o processo de reequilibrio no sentido de um crescimento mais orientado para as
exportagdes prossegue a bom ritmo e a baanca de transacGes correntes devera estar
equilibrada em 2013, pela primeiravez em mais de 40 anos.

O défice atingiu 6,4% do PIB em 2012, nomeadamente devido ao tratamento estatistico
de varias operacles extraordinarias. Na 7.2 revisdo do programa, o pessoal da Comissdo,
do Banco Central Europeu e do FMI apoiou uma ateragdo dos objetivos para o défice de
4,5% para 5,5% do PIB em 2013 e de 2,5 % para 4% do PIB em 2014, a fim de permitir o
funcionamento dos estabilizadores automaticos. No inicio de abril, o Tribunal Constitucional
decidiu contra uma série de medidas que constavam da Lel do Orcamento de 2013 no valor
de cerca de 0,8% do PIB e, para cobrir o défice orcamental dai resultante, 0 Governo adotou
um pacote de medidas permanentes de reducdo da despesa num valor cumulativo de 4,7 mil
milhdes de euros (2,8% do PIB) durante o periodo de 2013-14. A consolidacdo orgamental
devera prosseguir para além do periodo de vigéncia do programa, por forma a reconduzir o
défice para um nivel claramente inferior ao limiar de 3% do PIB até 2015. A divida publica
aumentou para 123,6% do PIB em 2012 e as projecdes apontam para que venha a diminuir
gradualmente depois atingir um pico em 2014.

Questdes fundamentais

A aplicacdo do Programa de Ajustamento Econdmico esta, em linhas gerais, a decorrer
de acordo com as previsdes. JA foi alcangada uma consolidagdo orcamental significativa
desde o inicio do programa, a estabilizacdo do setor bancario esta a progredir de acordo com
o calendario previsto e estdo a ser executadas grandes reformas estruturais.

No entanto, subsistem importantes desafios, e as autoridades terdo de prosseguir a
consolidacdo orcamental a fim de colocar as finangas publicas numa trajetéria
sustentavel e fazer face ao répido aumento do desemprego, nhomeadamente entre o0s
trabalhadores mais jovens e mais idosos. As familias e as empresas precisam de dar
continuidade ao processo de desalavancagem em curso, 0 que congtitui uma condicdo
fundamental para restabelecer a confianca e criar condi¢fes para um crescimento econdémico
sustentavel. Além disso, sdo ainda necess&rias reformas estruturais importantes,
nomeadamente para reduzir ainda mais 0s custos excessivos no setor da energia e nos portos
e para reduzir as barreiras a atividade das empresas ao nivel administrativo e do
licenciamento.

Q) Politica orcamental: Apesar de ja ter sido alcangado um significativo agjustamento
estrutural, o cumprimento dos objetivos orgcamentais exigira uma aplicacao rigorosa
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do Orcamento para 2013 e das medidas identificadas na revisdo das despesas
publicas que estd em curso. Apés o periodo de programacdo, sera necessario
prosseguir os esforgos de consolidagdo por forma a respeitar 0 novo quadro de
governacdo orcamental da UE. 2013 sera um ano crucial para obter novas e
importantes poupancas no setor dos cuidados de salide, em particular no que respeita
aos produtos farmacéuticos, e no setor hospitalar, para conseguir alcancar 0s
objetivos estabel ecidos no programa.

Setor bancario: A recapitalizagcdo do setor bancario esta concluida, as condicdes de
financiamento e de liquidez dos bancos voltaram a melhoraram e o refor¢co dos
enquadramentos da supervisdo e da resolucdo bancaria esta quase concluido. Foram
criados novos instrumentos para a reestruturacéo do endividamento das empresas e
das familias, que comecam a dar os seus frutos, embora a eficacia destes
instrumentos precise de ser acompanhada de perto. O acesso ao crédito continua a
ser dispendioso e dificil em relacdo a média da area do euro, em particular para as
peguenas e médias empresas.

Reformas estruturais. O ritmo de execucdo da agenda de reformas estruturais €, em
geral, satisfatorio, com importantes progressos em matéria de reforma da
administracdo publica, das privatizacdes, da educagéo, das concessdes rodoviarias,
da habitac&o, do setor dos servicos e do exercicio das profissdes regulamentadas. O
combate ao elevado nivel de desemprego constitui uma das principais prioridades da
agenda politica, tendo uma reforma global dos mercados de trabalho sido aprovada e
entrado em vigor em 2012. No entanto, 0 aumento do desemprego, que é
particularmente elevado entre os jovens, tem implicacOes em termos de pobreza e de
desigualdades, com cerca de um quarto da populacdo em risco de pobreza e de
exclusdo social em 2012. Entretanto, a reforma do setor ferroviario tem vindo a
progredir lentamente. E também necessario progredir mais rapidamente na criagéo
dos portais que servirdo de balcdo Unico (BU) para os empresarios, tendo em vista
reduzir os encargos administrativos para as empresas e atrair o investimento.



4) Introducéo

Na sequéncia de um pedido apresentado por Portugal em 7 de abril de 2011, a Troica
constituida pela Comissdo Europeia, pelo Banco Central Europeu (BCE) e pelo Fundo
Monetario Internacional (FM1) negociou com as autoridades portuguesas um Programa
de Ajustamento Econdmico. O programa aprovado pelo Conselho ECOFIN e pelo Conselho
de Administragdo do FMI em maio de 2011 abrange o periodo 2011-2014 e mobilizou 78 mil
milhGes de euros para as eventuais necessidades de financiamento or¢camental e para o apoio
ao sistema bancario. Inclui contribuicdes de (no maximo) 26 mil milhdes de euros da Unido
Europeia ao abrigo do Mecanismo Europeu de Estabilizagcdo Financeira (MEEF), outro terco
do Fundo Europeu de Estabilidade Financeira (FEEF) e 26 mil milhdes de euros do FMI ao
abrigo de um Mecanismo Alargado de Financiamento.

O programa procura restaurar a confianga, colocar as finangas publicas numa
trajetoria sustentavel, assegurar o regresso da economia a um crescimento equilibrado e
salvaguardar a estabilidade financeira. Para o efeito, o programa prevé uma vasta acéo
global em trés frentes:

1) Uma estratégia credivel e equilibrada de consolidacgo orcamental, apoiada por
medidas estruturais no dominio das finangas publicas e por um melhor controlo
orcamental das parcerias publico-privadas (PPP) e das empresas publicas (EP), afim
de colocar o récio divida publica bruta/PIB numa firme trajetoria descendente a médio
prazo. As autoridades estdo empenhadas em reduzir o défice para 2.5 % do PIB até
2015.

2) Esforcos para estabilizar o setor financeiro através de mecanismos baseados no
mercado, sustentados por recursos de reserva. Entende-se por aspetos fundamentais as
medidas destinadas a promover a desalavancagem gradual e ordenada, reforcar a
congtituicdo de capitais proprios por parte dos bancos e reforco da supervisdo
bancaria.

3) Adocdo, na fase inicial, de reformas estruturais profundas para estimular o
crescimento potencial, criar emprego e melhorar a competitividade. Em particular, o
programa implica reformas do mercado laboral, dos servigos e das industrias de rede,
do sistema judicial, do licenciamento e do mercado de aluguer, a fim de reforcar o
potencial de crescimento da economia, melhorar a competitividade e facilitar o
ajustamento econémico.

Os progressos realizados na execu¢cdo do programa de ajustamento econOmico sdo
controlados pela Comisséo, pelo BCE e pelo FMI numa base trimestral, de acordo com
as disposicoes do Memorando de Entendimento (ME). A conformidade com os termos
estabelecidos no ME e no Memorando de Politicas Econémicas e Financeiras (MEFP) do
FMI é avaliada antes de cada pagamento trimestral do empréstimo. Tendo em conta a
condicionalidade associada ao programa no quadro do ME e os requisitos de apresentacéo de
relatorios periodicos e de monitorizacdo, os paises objeto de um programa foram dispensados
da obrigacdo de apresentar programas nacionais de reformas (PNR) e programas de



estabilidade ou de convergéncia'. No entanto, Portugal optou por apresentar um programa de
estabilidade atualizado em 30 de abril de 2013 e uma atualizacdo do programa nacional de
reformas, apresentada em 2 de maio de 2013, com informagdes sobre as reformas estruturais
em dominios de intervencdo importantes que contribuem para a realizaco dos objetivos da
estratégia Europa 2020. Ambos os documentos sdo coerentes e estdo em conformidade com
os objetivos do Programa de Ajustamento Economico. O presente documento de trabalho no
ambito do Semestre Europeu de 2013 apresenta um resumo dos mais recentes progressos
sobre a execucdo do programa e a consecucao dos objetivos da estratégia Europa 2020. Para
mais informagdes, consultar os relatdrios sobre o estado de execugéo do programa,
publicados pela Comissdo Europeia ha sequéncia de cada missao realizada’.

O Grupo de Apoio (SGPT) prestou assisténcia ao Governo portugués em varios
dominios politicos. O SGPT foi criado no final de 2011 e tem vindo a assistir o Governo
através da prestacdo de assisténcia técnica em dominios como a gestéo das finangas publicas
(quadros orcamentais regionais e locais, administracéo fiscal), os fundos estruturais, os
transportes, a agricultura, o0 mercado interno, a reforma do sistema judicial e a educagdo. A
criacdo do SGPT pela Comissdo Europeia representa um forte sinal de gjuda e facilitagéo da
execucao do Programa de Ajustamento em Portugal, tendo em vista a partilha de recursos e 0
aumento da confianga por forma a restabelecer o crescimento, a competitividade, 0 emprego
e a estabilidade social no pais.

(5) Situacao e perspetivas economicas

O PIB real diminuiu 3,2% em 2012. O declinio da atividade econémica superior ao
esperado foi impulsionado por uma acentuada contragcéo da procura interna, bem como por
uma forte desacel eracdo das exportagdes liquidas no final do ano.

O reequilibrio no sentido de uma estrutura econdmica mais orientada para as
exportacgdes estd a avancar a bom ritmo. O comportamento das exportacfes foi notavel em
2012, apesar do declinio observado no ultimo trimestre do ano, mantendo a tendéncia para o
aumento observada nos Ultimos anos. A parte das exportacdes no PIB passou de 28% em
2009 para 38,7% em 2012. Em consequéncia, o défice da balanca de transacfes correntes
passou de mais de 10% em 2010 para menos de 2% em 2012. As projecdes apontam para que
a balanca de transacBes correntes atinja o equilibrio este ano, pela primeira vez em mais de
40 anos.

As perspetivas no mercado de trabalho deterioram-se, com as previsdes atuais a
apontarem para um pico da taxa de desemprego de 185% em 2014. A taxa de
desemprego atingiu 17,5% da forca de trabalho no primeiro trimestre de 2013 e continua a
aumentar. A evolucdo pior do que O previsto deve-se a uma contracdo da atividade
econémica superior ao previsto e ao significativo gjustamento do emprego no setor publico.
O desemprego jovem continua a constituir especial preocupacdo, com a taxa a aumentar para
38,2% no primeiro trimestre de 2013. A populagdo empregada diminuiu 4,2% em 2012 e a

! Como indicado no oficio dirigido pelo Secretariado Geral aos Embaixadores em 13 de setembro de 2012 (Ares
(2012) 1063684).

2 Estes relatérios, juntamente com outras informagdes relativas ao Programa de Ajustamento Econémico, podem
ser consultados em http://ec.europa.eu/economy_finance/assistance_eu_ms/portugal/index_en.htm.
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taxa de emprego diminuiu 2,6 pontos percentuais. O numero de trabalhadores
subempregados, a tempo parcial, que corresponde a 5,9% do total da populacdo empregada,
aumentou 16,6% desde o final de 2011. A percentagem de jovens com idades compreendidas
entre 0s 15 e 0s 24 anos que ndo tém emprego nem estdo inscritos no ensino ou em formagao
(NEET) também tem vindo a aumentar, tendo atingido 14,1% no Ultimo trimestre de 2012, e
32,8% dos desempregados com menos de 25 anos de idade estdo sem emprego ha mais de 12
meses. Uma outra fonte de preocupagdo importante € o aumento do desemprego de longa
duracéo, que representava 51,1% do desemprego total no final de 2012.

O PIB real devera diminuir 2,3% este ano e aumentar 0,6% e 1,5% em 2014 e 2015,
respetivamente. O ultimo trimestre de 2012 foi significativamente pior do que o previsto,
tanto no que respeita & atividade econdmica como a evolucdo do mercado laboral. A
contragdo em 3,2% do PIB em 2012 foi induzida por uma queda da procura interna de cerca
de 7%, que s6 foi parciamente compensada pelas exportacOes liquidas. Para além das
repercussoes negativas da contragdo superior ao que era previsto no quarto trimestre de 2012,
arevisdo em baixa das previsdes macroecondmicas em 2013 deve-se principa mente a uma
deterioracéo das perspetivas de crescimento nos mercados de exportacéo de Portugal, bem
como a uma quebra mais forte e mais persistente do consumo privado devido a um
desemprego superior ao previsto e ao aumento dos impostos. Embora seja de esperar que a
atividade econdémica atinja o fundo na segunda metade do ano, o abrandamento da procura
interna e a fragilidade do mercado laboral deverdo continuar a exercer pressdo no sentido da
diminuicdo dos sal&rios e dos pregos. O crescimento econdmico devera tornar-se mais
equilibrado em 2015, quando se prevé que a contribuicdo da procura interna passe a ser
positiva.

Portugal comegou a recuperar parcialmente o acesso aos mer cados de capital. Em 2013,
tiveram lugar vendas bem-sucedidas de divida publica a 5 e a 10 anos, no montante de 2,5
mil milhdes de euros e de 3 mil milhdes de euros, respetivamente. Além do mais, o Tesouro
Portugués tem vindo a leiloar regularmente cupdes a 3, 6, 12 e 18 meses, apoiando-se huma
forte procura e em rendimentos significativamente inferiores a0 que acontecia em 2011.
Assim, o Tesouro constituiu uma reserva de tesouraria substancial no inicio de 2013. Essa
reserva elimina a pressdo de financiamento e permite dispor de uma margem caso as
condi¢des de mercado das emissdes de obrigaces venham a deteriorar-se. Por outro lado, o
Eurogrupo e o Conselho ECOFIN concordaram em prolongar os prazos de vencimento dos
empréstimos do MEEF e do FEEF a Portugal através do aumento em 7 anos do seu
vencimento médio ponderado, em resultado da execucéo eficaz do programa.

(6) Desafios econémicos

@) POLITICA ORCAMENTAL E FISCALIDADE

O défice das administracdes publicas atingiu 6,4% do PIB em 2012, em termos de
contabilidade nacional, ultrapassando o limiar de 5%. Vé&rias grandes operacfes pontuais,
como ainjecdo de capital no banco publico, a CGD, e o reencaminhamento da conversdo dos
empréstimos acionistas para uma empresa publica (Sagestamo) contribuiram para esse
resultado. Além disso, a venda da concessdo do aeroporto de Lisboa ndo foi registada como
uma operacdo que contribuiu para a reducéo do défice, como estava inicialmente previsto. O
objetivo para o défice no final do ano em termos de tesouraria das administragdes publicas foi
cumprido em resultado de uma contragdo significativa das despesas para compensar uma

7



guebra generalizada das receitas fiscais devido ao abrandamento da atividade econdémica. A
contencdo de despesas foi alcancada, nomeadamente, através de uma reducdo mais répida do
gue o previsto dafuncdo publica, de poupancgas nos consumos intermédios e do congel amento
das dotacbes orcamentais para novos projetos de investimento. A execucdo dos or¢amentos
regionais e locais correu melhor do que o esperado.

A consolidacdo orcamental devera continuar nos proximos anos. Na 7.2 avaliagéo
trimestral do programa, a misséo da CE-BCE-FMI deu o seu apoio a uma revisdo dos
objetivos para o défice, que passariam de 4,5% para 5,5% do PIB em 2013 e de 2,5% para
4% do PIB em 2014. Esta trajetéria mantém um gjustamento estrutural priméario de quase 9%
ao longo do periodo 2011-2015, permitindo a0 mesmo tempo a entrada em funcionamento
dos estabilizadores orgamentais automaticos e tomando em conta os condicionalismos de
financiamento e da divida, assim como 0s custos sociais do gjustamento. A consolidacéo
devera prosseguir para além do periodo de vigéncia do programa, por forma a reconduzir o
défice paraum nivel claramente inferior ao limiar de 3% do PIB até 2015.

Com um valor de 33,2% em 2011, o racio receita fiscal/PIB em Portugal esta abaixo da
média da UE-27, que é de 38,8%. A estrutura fiscal caracteriza-se por uma forte
dependéncia dos impostos indiretos, que representam 42,2% da receita total. Apos uma queda
abrupta em 2009, a coleta do imposto sobre o rendimento das pessoas coletivas e do IVA
melhorou, em percentagem do PIB. Cabe aqui notar que tanto a taxa normal como as taxas
reduzidas de IVA tém vindo a ser progressivamente aumentadas desde 2010. A carga fiscal
implicita sobre o fator trabalho é a terceira mais baixa da UE, atingindo 25,5%. O ré&cio entre
0s impostos ambientais e 0 PIB € semelhante & média da UE, mas os impostos sobre a
propriedade, que representam 1,1% do PIB, estéo abaixo da média da UE, que é de 2,1%.

A trajetéria do ajustamento orcamental para 2013 e 2014 assenta num esforco
permanente e orientado de consolidagdo com base em medidas discricionérias. A Lei
Orcamental de 2013 inclui, no lado da despesa, redugdes da massa salarial do setor publico,
esforcos de racionalizacdo no setor da salde, nas empresas publicas e nas PPP e a
racionalizag&o das despesas sociais. Do lado da receita, o programa prevé uma reestruturagcéo
do imposto sobre o rendimento das pessoas singulares (IRS), uma maoracdo de 3,5%
imposta a parte do rendimento tributéavel acima do sal&io minimo e uma sobretaxa de
solidariedade para os rendimentos mais altos, uma contribuicdo extraordindria e progressiva
para a seguranca social que ird recair sobre as pensdes de reforma de modo a fazer face a
desafios de sustentabilidade ligados ao envelhecimento da populacéo, impostos especiais
sobre 0 consumo mais elevados sobre dlcool, tabaco e gés natural e o alargamento do ambito
de aplicacdo do IMI na sequéncia da reavaiacdo dos imoveis. Globalmente, as medidas
orcamentais previstas ascendem a mais de 3% do PIB. Em 5 de abril, porém, o Tribunal
Constitucional regjeitou algumas medidas que estavam inscritas no Orcamento para 2013, no
valor de 0,8% do PIB.

Em abril e no inicio de maio de 2013, o Governo adotou um pacote de medidas
permanentes de reducdo da despesa com um valor cumulativo de 4,7 mil milhdes de
euros (2.8% do PIB) em 2013 e 2014. Estas medidas foram principalmente elaboradas na
sequéncia da ampla revisdo das despesas publicas recentemente levada a cabo e identificam a
maior parte das poupancas necessarias para cobrir o desvio orcamental criado pelo acordéo
do Tribunal Constitucional e para cumprir os objetivos estabelecidos para o défice em 2013-
2014. As medidas permanentes do lado da despesa em causa visam racionalizar e modernizar



a administracdo publica, aumentar a sustentabilidade do sistema de penses e alcancar
poupancas suplementares no ambito dos ministérios setoriais.

O racio divida/PIB atingiu cerca de 123,6% em 2012, em parte devido ao tratamento
estatistico das transferéncias das receitas da privatizacao da Parpublica para o Estado.
No futuro, a divida das administracBes publicas devera diminuir graduamente, depois de
atingir um pico em 2014, em consequéncia da consolidacdo orcamental prevista, associada a
medidas especificas parainverter atendéncia de aumento da divida.

O quadro orcamental esta a ser reforcado. A Lei de Enquadramento Orcamental foi
alterada em janeiro de 2013, com o objetivo de integrar os requisitos que exigem um reforgo
do quadro nacional de governacéo orcamental, decorrentes em particular do «pacote de seis»
e do Tratado sobre Estabilidade, Coordenacdo e Governagdo na Unido Econdmica e
Monetéria®, que Portugal ratificou. O enquadramento da politicaregional elocal esta também
a ser reforcado. Foram adotados projetos legidativos respeitantes as financas regionais e
locais, que aplicam os principios daLei de Enquadramento Orcamental e do quadro reforcado
de politica orcamental da UE. Esses diplomas determinam mecanismos de coordenagdo
melhorados entre a administracéo central e as administracdes locais e regionais, um quadro
orcamental plurianual e regras orcamentais mais estritas. O regime juridico da reorganizagdo
administrativa das entidades locais entrou em vigor no ano passado, prevendo a reducéo do
numero de freguesias em pelo menos 25%. Por outro lado, a nova lei-quadro das atribuigdes e
competéncias locais foi adotada pela Assembleia da Republica e constitui a base juridica para
uma divisdo mais eficiente do trabalho entre as administragdes central e local. O Governo
Regional da Madeira efetuou progressos em matéria de consolidacdo orcamental e de
reformas na gestdo das finangas publicas. Apesar das receitas dececionantes, o objetivo para
0 défice regional em 2012 foi atingido, devido a um bom controlo das despesas.

A execucdo de medidas no setor da saude continua, em termos gerais, a decorrer em
confor midade com os obj etivos estabelecidos, e comega a gerar poupancas significativas.
As receitas das taxas moderadoras (co-pagamento) e das taxas cobradas aos pacientes
transfronteiras/estrangeiros duplicaram em 2012 comparativamente a 2011 (num montante
suplementar de 110 milhGes de euros). Estd a ser aplicado um vasto conjunto de medidas
destinadas a racionalizar as despesas com produtos farmacéuticos e a melhorar a relagdo
custo/eficacia na utilizagdo dos medicamentos. Estas medidas estdo a dar origem a
importantes poupangas tanto no setor publico (470 milhes de euros desde 2010) como em
termos de despesa privada (cerca de 100 milhdes de euros). Foram igualmente conseguidas
poupancas significativas no setor hospitalar. Os custos operacionais sofreram uma reducéo de
6% em 2012, por comparacdo com 2011 (cerca de 316 milhdes de euros). Cerca de 1,5 mil
milhdes de euros de divida vencida e pagamentos em atraso foram regularizados e um
montante adicional de 1 432 milhdes de euros esta disponivel para o pagamento de grande
parte dos restantes pagamentos em atraso. O ano de 2013 serg, contudo, crucial: sera
necessario garantir novas e importantes poupancas, tanto em termos de produtos
farmacéuticos como no setor hospitalar em termos gerais, para atingir as metas fixadas no
ME. Mais especificamente, devera comecar a ser aplicado o plano de reorganizagéo
hospitalar que as autoridades se comprometeram alevar a cabo.

® O prazo para a transposicdo da Diretiva 2011/85/UE, que estabelece requisitos aplicveis aos quadros
orcamentais dos Estados-Membros, decorre até 31 de dezembro de 2013, e 0 prazo para o Tratado
Intergovernamental até 1 de janeiro de 2014.



(8 Setor financeiro

Os riscos para a estabilidade financeira estédo a ser bem geridos. A recapitalizacéo do
setor bancério foi concluida, aumentando a sua capacidade de resisténcia as condicionantes
macroecondmicas. As condicdes de financiamento e de liquidez dos bancos continuaram a
melhorar. Alguns bancos exploraram 0os mercados internacionais através de obrigacfes
cobertas e de empréstimos ndo garantidos. A contragdo de empréstimos junto do Banco
Central Europeu diminuiu, em parte devido a maior liquidez injetada no sistema. Os
depdsitos mantiveram-se em niveis muito semelhantes ao periodo anterior ao programa de
assisténcia. O reforgo dos enquadramentos da supervisdo e da resolugdo bancérias esté quase
concluido. Foram criados novos instrumentos para a reestruturacdo do endividamento das
empresas e das familias, que comegam a dar os seus frutos, embora a eficicia destes
instrumentos precise de ser acompanhada de perto. As taxas de juro cobradas pelos bancos
continuam aregistar valores elevados em comparacéo com outros paises da area do euro.

As condigdes de crédito para as empresas melhoraram ligeiramente mas continuam a
ser dificels, em particular para as PME, com as taxas de juro para 0S novos
empr éstimos a serem frequentemente mais elevadas do que a média da area do euro. As
medidas destinadas a assegurar um financiamento adequado as PME viaveis incluem uma
avaliacdo da eficacia das linhas de crédito com garantia do Estado. A fim de limitar o
impacto das estratégias de desalavancagem dos bancos sobre a sua capacidade de
financiamento do setor empresarial, estdo a ser consideradas novas opcdes de financiamento,
como o desenvolvimento de um mercado de papel comercial para as PME ou a melhor
partilha de informagtes sobre a qualidade de crédito gracas a um registo central.

9 Mercado de trabalho, politica de educacédo e politicas sociais

A taxa de emprego atingiu um pico em 2008, com 73,1%, e tem vindo a baixar desde
entdo. Em 2012, atingiu um nivel historicamente baixo, de 66,5%. Esta tendéncia muito
negativa € explicada pela rapida deterioracdo do mercado laboral durante a crise econdmica.
O cumprimento do objetivo nacional 75% até 2020 esta a revelar-se um desafio. A reforma
do mercado laboral adotada no ano passado, a aplicacdo de um conjunto de politicas ativas
para o mercado de trabalho cofinanciadas pelos Fundos Estruturais e a reforma dos servicos
publicos de emprego destinam-se ainverter as tendéncias negativas e a promover a criacdo de
emprego.

Foi aprovada uma reforma global do mercado laboral, que entrou em vigor no ano
passado. O novo quadro juridico reduziu as indemnizagdes por despedimento, simplificou a
definicdo de despedimento individual por justa causa, aumentou a flexibilidade do tempo de
trabalho, alargou a margem de manobra para a negociacdo a nivel das empresas e procedeu a
uma revisdo do regime de prestaces de desemprego no sentido de aumentar os incentivos a
um rapido regresso ao trabaho, garantindo simultaneamente um nivel suficiente de protegéo,
em especial durante a recessdo em curso. A promocdo de uma vida ativa mais longa e o
adiamento das decisdes de passagem a reforma deverdo também contribuir para melhorar a
adequacdo das futuras pensdes. Além disso, os acordos coletivos setoriais terdo de cumprir
um limiar de representatividade antes que se possa considerar a sua possivel extensdo a todo
o setor. Mais recentemente, foi apresentado na Assembleia da Republica um projeto de lei
gue prevé uma nova reducdo das indemnizacOes por despedimento. Paralelamente, as
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autoridades reforcaram as politicas ativas do mercado de trabalho através do reforco da
ativacdo, do lancamento de um regime de subvencdo dos salarios, da melhoria da oferta de
formacao e da execucdo de agdes especificas que visam o desemprego dos jovens, tais como
estagios e incentivos a contratacdo no contexto da iniciativa «Oportunidades para a
Juventude», lancada pela Comissdo Europeia. Esta também em curso uma reforma dos
servigos publicos de emprego, com vista a aumentar a sua eficacia. Contudo, e apesar de
todas estas medidas, a realizagdo da estratégia Europa 2020 para 0 emprego continuara a
representar um grande desafio. Além disso, Portugal visa reduzir em 200 000 até 2020 o
numero de pessoas em risco de pobreza ou de exclusdo social.

A reducéo das taxas de abandono escolar precoce tem sido significativa. O abandono
escolar precoce tem vindo a diminuir gradualmente ao longo da ultima década, passando de
45% em 2002 para 20,8% em 2012. No entanto, continua a ser dos mais altos na UE, estando
significativamente acima da média. As medidas politicas mais importantes para atingir o
objetivo nacional de 10% sdo o desenvolvimento de uma ferramenta de monitorizaco que
prevé os meios necessarios para acompanhar os resultados por escola e por aluno, o reforgo
da avaliagdo externa das escolas, 0 alargamento das redes de escolas com acordos de
autonomia e a criagdo de um sistema de formag&o dual no ensino secundério, no qual parte do
ensino sera desenvolvido em cooperacdo com a comunidade empresarial.

A percentagem de pessoas da classe etaria dos 30-34 anos com ensino superior tem
vindo a aumentar gradualmente. Atingiu 27,2% em 2012, contra 17,7% em 2005, mas
continua a ser bastante inferior a média da UE. Além disso, existe uma parte substancial da
populacdo com baixos niveis de educacdo. O objetivo de 40% até 2020 exigira esforgos
significativos e um grande empenhamento das autoridades portuguesas. A revisdo do sistema
de ensino superior para gque este se adeque melhor as necessidades do mercado e o reforco da
capacidade e da qualidade das institui¢des de ensino superior afim de astornar mais flexiveis
contam-se entre as principais medidas neste dominio.

Portugal comprometeu-se a reduzir em 200 000 até 2020 o numero de pessoas em risco
de pobreza. Apesar da crise econdmica, entre 2008 e 2011 o0 nimero de pessoas em risco de
pobreza diminuiu em 92 000, mas mantém-se elevado, atingindo 2,6 milhdes de pessoas. Em
geral, as medidas adotadas no contexto da aplicacéo do Programa de Ajustamento Econémico
foram concebidas de forma a proteger os grupos mais vulneraveis da sociedade. Além disso,
esses grupos foram particularmente objeto de medidas ativas do mercado de trabalho
destinadas a facilitar o seu acesso ao mercado de trabal ho.

(10) Reformas estruturais em prol do crescimento e da competitividade

Em 23 de abril de 2013, o Conselho de Ministros aprovou uma «estratégia para o
crescimento, o emprego e o desenvolvimento industrial no periodo 2013-2020». Os
desequilibrios estruturais e a perda de competitividade sdo identificados como os motivos
subjacentes para o fraco crescimento de Portugal na Ultima década. E defendida a
reindustrializagdo, na medida em que a industria transformadora € considerada fundamental
para 0 desenvolvimento no contexto de um mundo globalizado. A estratégia faz também
referéncia a «nova politicaindustrial europeia» apresentada pela Comissdo. Sdo identificados
pontos fracos da indUstria portuguesa, ao nivel das tecnologias e da inovacdo, de uma forte
concentragdo regiona e da estrutura fragment&ria das empresas. S80 igualmente descritas
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outras das deficiéncias mais frequentemente referidas, como a burocracia, as ligagdes entre o
sistema de ensino e as empresas, 0s portos e o transporte ferroviario, o reduzido nimero de
patentes ou o0 aparelho judicial. As principais vantagens concorrenciais sao identificadas nas
infraestruturas rodoviarias e de telecomunicacdes, na posicao geoestratégica e linguistica de
Portugal, no potencial econdbmico do mar, nos recursos naturais e em determinadas
caracteristicas da populacdo. A estratégia estabelece objetivos quantitativos a atingir até
2020: um crescimento potencial de 2% (0,7% no periodo 2000-2010), que colocaria Portugal
entre os 5 primeiros paises da UE na classificacdo Doing Business (12.°, em 2013), aumento
do récio exportacOes/PIB para 50% (29% no periodo 2000-2010), aumento da percentagem
da industria no VAB tota para 17% (14% em 2012), taxa de emprego de 75% (66,5% em
2012), 200 000 participantes em agOes de formag&o profissional dual (140 000 em 2012) e
aumento das despesas em 1&D para 3,3% do PIB (1,5% em 2011). A estratégia € constituida
por oito eixos de agdo, com diversas medidas. 1) qualificacéo e formagdo profissional; 2)
financiamento das empresas; 3) consolidacéo e revitalizacdo do setor empresarial; 4) reducéo
dos «custos de contexto» para os investimentos; 5) tributagdo mais moderna, competitiva e
estavel das empresas; 6) internacionalizacdo da economia; 7) empreendedorismo; 8)
infraestrutura logistica.

O notavel progresso observado até 2008 em termos de aumento do nivel da despesa
interna bruta em investigacdo e desenvolvimento, tanto publica como privada, estagnou.
As despesas neste dominio atingiram 1,5% do PIB em 2011, o que continua a estar longe
tanto da média da UE como do objetivo nacional até 2020, que é de 2,7% do PIB. As
principais acOes destinadas a alcancar esse objetivo sdo a estratégia nacional de investigacéo,
desenvolvimento e inovagdo, 0 programa de investigagdo aplicada e transferéncia de
tecnologias para as empresas e 0 novo sistema de incentivos financeiros a investigacéo e aos
desenvolvimentos comerciais.

Foram realizados progressos significativos na transposicido do terceiro pacote
energético, e estd em curso um processo de reducdo do défice tarifario do setor da
eletricidade, por forma a garantir a sustentabilidade do sistema. A economia portuguesa,
em especial no setor industrial, continua a apresentar uma elevada intensidade de utilizacdo
de energia e de emissdes de carbono. O Governo aplicou diversas medidas para resolver a
guestdo do défice tarifario do setor da eletricidade, reduzindo os custos/subsidios aos
produtores. No entanto, algumas das poupancas previstas ndo foram conseguidas. O impasse
nas negociacbes sobre as centrais de Sines e do Pego, associado a determinados fatores
externos, como a contracdo da procura, implicard uma reavaliagdo das projecdes da evolucéo
do défice tarifario, o que podera exigir medidas adicionais. A politica de reducdo de custos
através da revisdo em baixa dos custos irrecuperéveis do extinto Contrato de Aquisicdo de
Eletricidade (CMEC) e de dois outros acordos a longo prazo permitiu obter uma poupanca de
120 milhdes de euros. A legislacdo que visa compensar os produtores de energia edlica foi
aprovada. Foi também introduzida uma duracdo maxima para as tarifas de aquisicdo de
energia produzida em centrais mini-hidricas. O novo regime de subvencBes ao abrigo do
mecanismo de garantia de poténcia foi aprovado em 2012, prevendo-se poupancas de
440 milhdes de euros. No que respeita a co-geracao, o regime de remuneragao foi revisto e as
novas tarifas de referéncia foram aprovadas, com poupancas superiores as projegdes iniciais.
Foi adotada nova legislagdo de aplicacdo do terceiro pacote energético, que confere ao
regulador a necessdria autonomia, independéncia e poderes de aplicacdo de sangdes. Tendo
em vista cumprir a primeira etapa do mercado pan-ibérico do gas, ou sga, a harmonizagéo
das tarifas de transporte transfronteiras entre Portugal e Espanha, 0 primeiro passo foi a
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realizacdo uma consulta publica sobre uma estrutura tariféria comum. A segunda etapa sera a
introducdo de um mecanismo harmonizado de afetaco e gestdo dos congestionamentos, a
fim de assegurar a capacidade de interligagdo. O acompanhamento num formato harmonizado
da realizacdo do objetivo de 20% para a eficiéncia energética sera assegurado com base na
Diretiva Eficiéncia Energética a partir de abril de 2013.

Portugal comunicou poupancgas energéticas de 16,5%, em 2011, por comparacdo com
2005, na recente atualizacdo dos objetivos da estratégia Eur opa 2020. Esse valor coloca o
pais em boa posi¢do para atingir o objetivo de 20% até 2020. A quota das energias renovaveis
no consumo final de energia era de 24,9% em 2011, muito proximo dos 24,6% observados
em 2000. Apesar de ser muito superior a media da UE, o objetivo naciona de 31% até 2020
exigira esforgos significativos. As emissoes de gases com efeito de estufa em 2011 foram 8%
inferiores as de 2005. Este valor €, no entanto, explicado em grande medida pela reducéo da
atividade econémica causada pela crise econdmica.

No setor dostransportes, 0s progressos conseguidos na reforma do setor ferroviario tém
sido lentos, embora se preveja que as reformas no setor portuario permitam reduzir os
custos em 25% a 30% nos proximos anos. O gestor da infraestrutura ferroviaria (REFER)
registou progressos no sentido de alcangar o equilibrio operacional até 2015 através da
racionalizagéo, do encerramento das linhas néo rentaveis e de reducdes do pessoal, mas 0 seu
elevado endividamento continua a ser um problema. A privatizagdo da CP Carga e a
transferéncia dos seus terminais ferroviarios sofreram atrasos. O facto de os terminais
ferroviarios de carga ndo estarem separados da restante atividade (unbundling) € um dos
principais entraves a entrada no setor. Foi adotado um Decreto-Lei que estabelece a base
juridica para o novo regulador dos transportes (IMT), resultante da fusdo dos trés antigos
reguladores (caminhos-de-ferro, portos e estradas). Terdo de ser assegurados recursos
adequados para esse novo organismo. Os planos respeitantes ao lancamento das concessoes
para as empresas que prestam servicos de transporte nas areas metropolitanas de Lisboa e do
Porto estéo em preparacéo e deverdo estar concluidos até ao final do ano. A nova legislacéo
para os trabalhos portuérios entrou em vigor em fevereiro de 2013. Além disso, o Governo
anunciou a revisao dos contratos de concesséo com 0s operadores portuarios, que constitui
um passo fundamental para reduzir os custos e aumentar a competitividade dos portos
portugueses. Em novembro de 2012, entrou em vigor uma reducdo das tarifas portuérias em
20%.

Foram adotadas medidas significativas em matéria de liberalizacdo tanto dos servigos
como das profissdes regulamentadas, sendo necessarios progressos mais decisivos ha
criacdo dos balcdes Unicos. Mais de dois tercos das alteracdes setoriais que serdo necessarias
para a integral aplicacdo da Diretiva Servicos ja foram adotadas ou apresentadas a
Assembleia da Republica para esse fim. Essas alteracfes sdo necessarias para reduzir os
obstéculos a entrada no mercado e facilitar o funcionamento das empresas que se confrontam
com 68 regimes juridicos diferentes, com significado econémico variavel. Ainda deverdo ser
adotadas alteracdes a restante legislacdo setorial, nomeadamente nas éreas da construcéo e do
ensino superior. Além disso, foi adotada legislacdo horizontal para a reforma dos servicos
regidos por associagoes profissionais. Para concluir areforma, essas associagdes profissionais
terdo de apresentar propostas de alteracdo dos respetivos estatutos e regulamentos internos a
fim de assegurar a conformidade com os principios estabel ecidos na legislacéo pela supressdo
de requisitos para o0 exercicio da profissdo que ndo sejam justificados ou proporcionados.
Trata-se de um passo decisivo na liberalizacdo do exercicio e da atividade das profissdes
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fortemente regulamentadas. No que respeita ao processo de desregulamentagdo das profissoes
ndo regulamentadas por associacOes profissionais, e apos a eliminacdo das reservas de
atividade em sete desses casos, foi langada uma segunda fase que consiste em identificar e
reduzir os requisitos para 0 acesso a profissdo que possam ter deixado de ser justificados ou
proporcionados. Além disso, entraram em vigor alteracOes a legislagdo de transposicéo da
Diretiva Qualificagcdes Profissionais, que visam facilitar a livre circulacdo dos profissionais
entre Portugal e os outros Estados-Membros. E necessario progredir mais rapidamente para a
plena criacdo do balcdo unico, de modo a complementar os progressos realizados na
transposicéo da Diretiva Servicos e da Diretiva Qualificagdes Profissionais e a aumentar a
visibilidade dos esforgos destinados a reduzir a carga administrativa para 0s empresarios e a
atrair o investimento.

Diver sos atos legidlativos estdo a ser revistos no sentido de reduzir os procedimentos de
licenciamento em excesso. Essa ambiciosa reforma legisativa devera estar concluida até ao
final do ano e abrange os dominios do ambiente e do ordenamento do territério, da utilizacdo
dos solos, industrial, comercial, da producdo mineira e do turismo. Inclui a revisdo de
importantes regimes juridicos como alei de base para a utilizagcdo dos solos e o planeamento
territorial e urbano, um novo quadro juridico para as Reservas Ecoldgicas Nacionais, um
novo quadro juridico para o urbanismo e a constru¢do, um novo quadro para o0 registo
cadastral e um regime renovado de licenciamento industrial. Os principios que regem estas
reformas estdo a evoluir de uma abordagem «ex ante», que implica um controlo e uma
autorizacdo prévia pela administragdo, para o principio da «autorizaco zero», baseado no
controlo «ex post» pela administracdo. Além disso, devera ser criado um grupo de trabalho
interministerial para realizar um inventério completo e uma andlise dos custos de toda a
regulamentacéo para a economia a nivel central, regional e local. Esses elementos serviréo de
base para um futuro roteiro de simplificagdo do quadro regulamentar.

Uma reforma abrangente do mercado de arrendamento habitacional entrou em vigor
em novembro de 2012. O novo quadro juridico devera aumentar o dinamismo do mercado
da habitacdo. Procura estabelecer um equilibrio entre os direitos e obrigacfes dos senhorios e
dos inquilinos, eliminando gradualmente, ao longo de um periodo transitorio méximo de
5 anos, o0 antigo sistema de contratos de duragdo indeterminada assinados antes da década de
1990, cujas rendas estiveram congeladas e que ndo podem ser rescindidos pelos senhorios.
Prevé ainda uma atualizacdo das rendas e maior flexibilidade na escolha do periodo de
vigéncia do contrato, estabelecendo ainda mais incentivos a renovacdo € um novo
procedimento extrgjudicia de despejo, muito mais rapido. Uma nova lei que simplifica os
procedimentos administrativos para as obras de renovacdo foi adotada no quadro desse
mesmo pacote.

(11) Modernizar a administracéo publica

As autoridades estdo a progredir significativamente em matéria de racionalizacdo da
administracdo central. Foi concluida a reducdo do nimero de gestores e unidades
administrativas nos termos do programa para a reducéo e melhoria da administracéo central
(PREMAC). Foi adotada nova legislacdo em matéria de tempo de trabalho e de mobilidade
geogréfica. Ao longo do préximo ano, serd de prever um aprofundamento da reforma da
administracdo publica ja levada a cabo, abordando as questdes da formacdo e da
requalificaco por forma a assegurar uma melhor atribuicgdo dos recursos humanos,
nomeadamente através do regime de mobilidade especia. A reducdo de efetivos esta a
progredir a um ritmo mais rdpido do que o inicialmente previsto, com uma reducéo global de
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4,6% em 2012, por comparagdo com 0 objetivo de 2%, de acordo com as mais recentes
estimativas das autoridades portuguesas. O processo de racionalizacdo do apoio publico as
fundacBes, um tipo especifico de entidades parapublicas, esta praticamente concluido.

Véarios diplomas legisativos ja adotados dever &o refor car os poder es dos reguladores no
sentido da preservacao e promocao da concorréncia e do aceleramento dos pagamentos
pela administracdo publica e pelas empresas. O Governo apresentou a Assembleia da
Republica um projeto de lei-quadro que estabelece os principios fundamentais do
funcionamento das principais Autoridades Reguladoras Nacionais (ARN) e da autoridade da
concorréncia, norma essa que constitui um importante marco na habilitagdo das ARN
identificadas (reguladores dos setores dos seguros, do mercado de valores mobiliarios, da
energia, das comunicagdes, dos transportes aéreos, da salde, da &gua e do tratamento de
residuos, bem como a autoridade da concorréncia) e de garantia da sua forte independéncia e
autonomia, importante condicdo prévia para o funcionamento eficiente dos setores
envolvidos e para uma aplicagéo efetiva das regras de concorréncia no conjunto da economia.
Em junho de 2012, entrou em vigor uma nova Lei da Concorréncia. O objetivo dessa lei é
assegurar que a autoridade da concorréncia de Portugal esteja em condicOes de aplicar
efetivamente as regras da concorréncia e sgja equipada de poderes de investigacdo
adequados, tal como acontece com outras autoridades da concorréncia na UE. Foi também
adotado m quadro juridico revisto em matéria de contratos publicos. O novo quadro visa em
particular o regime de adjudicacéo de obras e servicos complementares, bem como os erros e
omissdes, elimina as isengdes que permitiam o guste direto, e retira o requisito de investir em
projetos de 1& D para os contratos de valor superior a 25 milhdes de euros. O Governo adotou
também um Decreto-Lel que transpde a Diretiva Atrasos de Pagamento (Diretiva 2011/7/CE).
De acordo com essa diretiva, 0 prazo de pagamento nas transagbes comerciais em que 0
devedor é uma entidade publica ndo deve exceder 30 dias de calendario, ndo devendo ser
superior a 60dias de calend&rio nas transacbes entre empresas. Estes prazos serdo
obrigatoriamente aplicaveis as operacOes comerciais celebradas apos 16 de marco de 2013 e
deverdo contribuir para atenuar os problemas de liquidez das empresas.

As empresas estatais atingiram, globalmente, o equilibrio operacional. Do lado da
despesa, as reducdes de custos resultaram, na sua maioria, de cortes salariais (suspenséo do
13.° e 14.° més em 2012) e da reducéo no emprego, combinados com medidas na melhoria da
eficiéncia. Do lado da receita, foram aumentadas as diferentes taxas e diminuidas as i sengoes.
Em 2013, a reposicéo do 13.° e do 14.° més deverd ser compensada por novas medidas
destinadas a diminuir o emprego, a conter os salarios, a reduzir as despesas correntes e a
racionalizar os investimentos, assegurando ao mesmo tempo uma aplicacdo estrita da lei de
controlo dos compromissos.

O calendario de privatizagdes constante do Programa de Ajustamento Econémico foi
confirmado. Apds a venda das participacfes do Estado nas empresas Energias de Portugal
(EDP) e Rede Elétrica Nacional (REN), no inicio de 2012, num montante global de cerca de
3,3 mil milhBes de euros, o operador aeroportuario Aeroportos de Portugal (ANA) foi
vendido em 2013, gerando uma receita superior a 3 mil milhdes de euros. A privatizagdo da
companhia aérea TAP, que € propriedade do Estado, bem como do operador de transporte
ferroviario Comboios de Portugal (CP) devera ser assinada ainda este ano.

O Governo lancou a uma renegociacao das parcerias publico-privadas (PPP) no setor
rodoviario, a partir da qual se preveem poupancas significativas. A primeira fase das
negociagdes, que incidiu sobre uma redugdo do ambito dos contratos de subconcessdo
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rodovié&ria ainda em fase de construgdo, concluida em outubro, visava obter poupancas de
1 000 milhdes de euros. A segunda fase da renegociacéo tera lugar em conformidade com o
novo quadro juridico para as PPP. O objetivo é rever o cen&rio de base em todas as PPP
rodoviarias, de modo a que o parceiro privado possa assumir uma parte maior dos riscos e
impondo uma menor taxa de rentabilidade interna para 0s acionistas. As poupangas
adicionais previstas no orcamento para 2013 incluem medidas operacionais ao nivel da
cobranca de portagens e da revisdo dos critérios de nivel de servigo, decorrentes do quadro
regulamentar que est4 atualmente a ser atualizado. Este esforco de renegociacéo, a ser
mantido, tera um impacto positivo significativo sobre o or¢camento publico, garantindo ao
mesmo tempo uma reducéo sustentavel do passivo das administractes publicas.

As reformas do setor judicial continuam a progredir. A legisacdo em matéria de
insolvéncia foi aterada com vista a dar mais apoio a rapida recuperacdo das empresas
viaveis. Em 2012, entraram na fase operacional os tribunais especializados em matéria de
concorréncia e de direitos de propriedade intelectual. Continuam a ser desenvolvidos esforcos
para diminuir o nimero de processos em atraso, nomeadamente pela criagdo de uma
task force para acelerar o processo e pelo acompanhamento trimestral da evolucdo da
situagcdo. O numero total de casos de aplicacdo foi reduzido em cerca de 165000 desde
novembro de 2011. No que respeita a organizagdo dos tribunais, foi apresentado a
Assembleia da Republica um roteiro para a reforma do sistema judiciario que visa alinhar a
reparticdo administrativa e judicial do territério, racionalizar a estrutura dos tribunais e
melhorar a sua gestédo. O Governo portugués realizou também progressos significativos na
consolidacdo do mecanismo alternativo para a resolucdo de litigios, a fim de facilitar a
resolucéo extrgjudicial de litigios. No seguimento da adocdo de uma Lei da Arbitragem, em
2011, as autoridades tomaram as medidas juridicas, administrativas e outras necessarias para
a plena operacionalidade da arbitragem, antes do final do prazo previsto para esse efeito. Por
outro lado, o Governo apresentou a Assembleia da Republica uma proposta com vista a uma
ambiciosa reforma do Cédigo de Processo Civil, incluindo um certo nimero de medidas
destinadas a acelerar atramitagdo judicial.

(12 Progressos na realiza¢ao dos objetivos da estratégia Europa 2020

Os progressos no sentido da realizagdo dos objetivos da estratégia Europa 2020 séo variavels.
Embora a tendéncia sga satisfatdria no que respeita aos objetivos relacionados com a
educacdo e com a eficiéncia energética, as tendéncias positivas que vinham sendo observadas
a nivel do no emprego e da I&D inverteram-se nos ultimos anos. Até a data, os indicadores
de pobreza tém permanecido relativamente estaveis, mas € importante ter em conta que
costumam apresentar um desfasamento de dois anos.
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Objetivos da Estratégia Europa 2020

Situacao atual Evolucéo no ultimo Objetivosda
ano Estratégia Europa
2020
Abandono escolar | 20,8% em 2012. A Decisdo 2011/344/UE | 10%
precoce (%) O abandono  escolar do Conseho e 0
| programa de assisténcia
precoce diminuiu

graduamente na Ultima
década, a partir de uma
taxa de 45% em 2002. No
entanto, a taxa continua a
sr uma das mais
elevadas da UE e mais do
dobro da médiada UE.

Em termos de
competéncias bésicas, o
desempenho dos jovens
de 15anos nos testes
PISA tem evoluido de
forma positiva na dltima
década. Enquanto nos
inquéritos PISA 2000 e
PISA 2006 a percentagem
de aunos com fraco
desempenho foi
significativamente
superior a média da UE
nos  trés dominios
avaiados, em 2009 essa
percentagem ja foi
inferior a média da UE
para a leitura e a literacia
cientifica

instam as autoridades
portuguesas a lutar contra
0 abandono  escolar
precoce e a melhorar a
qualidade do ensino
secundério e profissional
e da formagéo, com vista
a aumentar a qualidade
do capita humano e
facilitar a resposta as
necessidades do mercado
do trabalho.

Neste contexto, 0s
sistemas de andlise
acompanhamento,

avaliagdo e informagéo
em matéria de educacdo e
formagdo permitem obter
dados inteiramente
fiaveis sobre a gestdo
financeira e as medidas
de poupanca.

Foi levada a cabo uma

revisio da  estrutura
curricular do  ensino
badsico e secundério,

acompanhada da fixacéo
de objetivos curriculares.

Foi aprovada nova
legisacdo  sobre  os
contratos de autonomia
(Decreto-Lei

n.%137/2012 e Portaria
n.% 265/2012. A oferta e
os curriculos do ensino e

formacéo profissional
(EFP) foram analisados e
estA em curso a

reestruturacdo do seu
atual modelo; procuram-
se desenvolver escolas
profissionais de
referéncia em parceria
com o setor privado.
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Nivel de habilitacbes do
ensino superior (%)

27,2% em 2012.

Registaram-se progressos
notéveis, partindo de
taxas a rondar 0s 11% no
inicio da Ultima década.

Contudo, a taxa de
frequéncia do ensino
superior continua

significativamente abaixo
da média da UE. Além
disso, existe uma parte
substancia da populagdo
com baixos niveis de
habilitacdo  académica.
Mais de 7 em cada 10
portugueses possuem um
baixo nivel de
habilitagbes, o que
corresponde quase ao
triplo da média da UE
(28,1%).

As medidas mais recentes
que contribuem para a
realizacdo deste objetivo,
incluem: a racionalizacéo
e diversificacdo da oferta
de ensino superior e
formagdo, em especid
medidas destinadas a
facilitar a resposta as
necessidades do mercado
do trabalho, o que inclui a
criacdo de novos cursos
de nivel 5 ministrados por
institutos politécnicos
(Cursos Superiores
Especializados); o reforco
da capacidade e da
qualidade das instituicdes
de ensino superior; e 0
apoio a contratagdo de
licenciados.

No entanto, os dados
respeitantes as taxas de
inscricdo em 2011
mostram que o nimero de
novos alunos inscritos no
ensino superior diminuiu
pela primeira vez desde
2006. As razdes
subjacentes devem ser
examinadas de forma
mais aprofundada para
identificar a resposta
adequada tendo em conta
arealizacdo dos objetivos
de Portugal .

40%

Eficiéncia energética

Portugal comunicou no
seu PNR um objetivo
naciona para 2020. S0
referidas melhorias
significativas nos setores
residencial e dos servigos,
principalmente através de
medidas destinadas a
aumentar o numero de
edificios com certificado
de desempenho
energético e a melhorar
0s sistemas de iluminagéo
e os eletrodomésticos. As
indlstrias  portuguesas
continuam a  utilizar
energia intensivamente,
claramente acima da
meédia da UE, apesar da
proporcdo relativamente

O acompanhamento num
formato harmonizado da
realizacdo do objetivo de
20% para a eficiéncia
energética sera
assegurado com base na
Diretiva Eficiéncia
Energética a partir de
abril de 2013.

Objetivos indicativos
nacionais de eficiéncia
energética para 2020:
reducdo em 25%, por
comparagdo com  as
projecBes, da utilizacdo
de energia priméria em
2002. Isso implica que o
consumo de energia
priméria devera limitar-se
a 225 Mtep em 2020.
Portugal estabeleceu um

objetivo indicativo
naciona de eficiéncia
energética em
conformidade com o0s
artigos3.° e 24° da
Diretiva Eficiéncia

Energética (2012/27/UE).
Expressou também esse
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baixa das chamadas
indUstrias com grande
intensidade energética.

Portugal estd atuamente
a rever 0 seu Plano
Naciona de Ac¢do para a
Eficiéncia Energética
(PNAEE). Considerando
0s beneficios da
eficiéncia energética em
termos de
competitividade,
crescimento e criagdo de
emprego, Portugal tera de
manter um elevado nivel
de ambicdo nos seus
objetivos de eficiéncia
energética.

Além disso, Portugal
ainda ndo notificou a
Comissdo as suas
medidas de aplicacdo da
Diretiva Desempenho
Energético dos Edificios,
como deveria ter feito até
meados de 2012.

Observase uma baixa
taxa de utilizacdo das
possibilidades existentes
no &mbito dos Fundos de
Coesdo, que poderiam
nomeadamente ter sido
utilizados para incentivar
programas de aumento da
renovagdo do patriménio
imobiliario (por exemplo,
apenas 0,3% de taxa de
atribuicdo a projetos de
eficiéncia energética em
2010, com uma baixa
taxa de selegcdo, 35,6%).
A aribuicdo de maior
financiamento a
eficiéncia energética é
fortemente recomendada
(em especia nos setores
industrial, dos transportes
eresidencial).

objetivo, como solicitado,
em termos de nivel
absoluto de consumo de
energia primaria  em
2020, fornecendo
informacdo sobre os
dados utilizados para o
cdlculo. N&o o0 expressou
claramente, contudo, em
termos de nivel absoluto
de consumo finad de
energiaem 2020.

Energiasrenovaveis

Portugal comunicou um
objetivo nacional para

2020, 31% de quota
global das FER.
No que respeita as

centrais mini-hidricas, foi
introduzida nova
legislacdo.

Congratulamo-nos com o
acordo acangado com os
produtores de energia
elica e com a
recentemente adotada
legidagdo que introduz
um mecanismo de apoio
baseado no mercado.
Paralelamente, o trabalho

31%
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com vista a integra
aplicacdo das regras do
mercado  interno  de
energia da UE e ao
desenvolvimento de
novas interconexdes com
a Espanha, assim como a
simplificacéo

administrativa e  0s
procedimentos de gestdo
das redes, agudardo a
desenvolver aindamais as
fontes de energia
renovaveis. Em matéria
de biocombustiveis,
Portugal poderia adotar
uma abordagem mais
eficaz em termos de
custos, permitindo que
todos os tipos de
biocombustiveis possam
entrar no seu mercado em

condicdes de
concorréncia equitativas
para beneficio da

economia em geral e dos
consumidores.

Objetivo de reducéo dos
GEE

Objetivo para as emissdes
de gases com efeito de
estufa (GEE):

+1% (em relacdo as
emissdes de 2005, as
emissBes abrangidas pelo
regime RCLE-UE né&o
ficam cobertas por este
objetivo nacional).

Evolugéo das emissdes de
gases com efeito de
estufa ndo abrangidas
pelo regime RCLE-UE
entre 2005 e 2011: -11 %.

De acordo com as
projecles nacionais
apresentadas em 2011 a
Comissdo e a Agéncia
Europeia do Ambiente, e
tomando em consideracdo
as medidas em vigor, 0
objetivo  devera  ser
atingido (com uma
margem de 17 pontos
percentuais).

+1%

1&D

Portugal tem vindo a
adlargar 0 seu sistema de
investigacdo e inovagdo
a0 longo da dltima
década, tendo aumentado
0 seu investimento em
investigagdo a uma
notavel taxa rea de
crescimento anual médio
de 7% entre 2000 e 2007.
No entanto, a partir de
2009 a tendéncia é
negativa e em 2011 a
intensidade da 1&D

Portugal desenvolve
todos os esforcos para
garantir a

sustentabilidade do seu
sistema de investigagdo e
inovagéo e para,
juntamente com outras
politicas que promovam
0 crescimento e a
eficiéncia  energética,
estimular a absorgdo de
conhecimentos pelas
empresas. O programa
SIFIDE, que oferece
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portuguesa voltou a cair
para 1,5%, com 0,69%
no setor publico e 0,69%
nas empresas.

Os principais problemas
que se colocam a
Portugal no dominio da
investigacdo e da
inovagdo incluem: i) a
baixa densidade e &mbito
limitado das ligaches
estabelecidas  entre  os
participantes (empresas,
universidades e institutos
de investigacéo e
tecnologia) no sistema
nacional de investigacdo
e inovagdo, i) O
desfasamento parcial
entre as necessidades da
economia e as
qualificacbes
universitarias, nao
obstante 0s progressos
realizados recentemente
na formacéo de
doutorados; e iii) a fraca
capacidade gera de
absorcéo de competéncias
pelas empresas, que
reflete a reduzida
propor¢do de setores com
forte intensidade de
investigagdo no valor
acrescentado total.

créditos  fiscas a0
investimento em 1&D, &
considerado um
componente  importante
deste sistema de apoio.

Taxa de emprego

66,5% em 2012.

A taxa de emprego
atingiu um pico em 2008,
com 73,1%, etem vindo a
baixar desde entdo. Em
2012, atingiu um nivel
historicamente baixo, de
66,5%.

N&o obstante a
substancial reforma do
mercado laboral, que cria
condi¢Bes para promover
a criagdo de emprego e
potenciar o crescimento,
a contracdo da atividade
econdbmica conduziu a
uma diminuicdo da taxa
de emprego em Portugal.

Durante o Udltimo ano
foram tomadas diversas
medidas para melhorar o

funcionamento do
mercado de trabalho. As
indemnizagdes por
despedimento foram

reduzidas para 20dias
por ano de trabalho tanto
para contratos por termo
indeterminado como para
0s contratos a termo

certo, com um limite
maximo de 12 meses, a
definicdo de

despedimento individual
por razbes econdémicas e
por falta de competéncia
do trabalhador foi
flexibilizada, a duracdo e

75%
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0 montante das prestacdes
de desemprego foram
reduzidos, o pagamento
maximo de horas
extraordinarias sofreu
uma reducdo de 50 % e a
flexibilidade do tempo de
trabalho foi aumentada
para 150 horas por ano.
Em dezembro de 2012, o
Governo portugués
enviou a Assembleia da
Repulblica uma proposta
que visa reduzir ainda
mais as indemnizacOes
por despedimento até
12 dias por ano, medida
que se vem adicionar a
importante reforma do
mercado de trabalho
realizada no ano passado.

Além disso, o Governo
portugués esta a levar a
cabo uma reforma dos
servicos publicos de
emprego, com vista a
aumentar a sua eficacia, e
adotou um conjunto de
politicas ativas para o
mercado de trabalho
destinadas a apoiar a
criacdo de emprego e
reforcar a ativagdo e a
oferta de oportunidades
de  formagéo mais
eficazes.

Em agosto de 2012, foi
adotado um plano
estratégico de combate ao
desemprego  entre  0s
jovens, o Impulso Jovem.
As suas medidas,

cofinanciadas pelos
Fundos Estruturais,
incluem estagios

profissionais e apoios a
contratacdo de pessoas
com idade compreendida
entre os 18 e os 30 anos
através de reembol sos das
contribuicbes  patronais
para a seguranca social.
Espera-se que venham a
abranger 90 000 jovens.

Estdo iguamente a ser
preparadas medidas para
melhorar a qualidade da
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formagdo  profissional,
com um reforco do
sistema de formag&o dual.

Reducdo do numero de
pessoas em risco de
pobreza ou exclusio

Em 2011, um em cada
quatro cidaddos
portugueses estava em
risco de pobreza ou

exclusdo (24,4%).
Contabilizando as
transferéncias sociais,

18% da populagdo estava
em risco de pobreza e
83% da populacdo
enfrentava graves
privacOes materiais.

Embora os indicadores de
pobreza se mantenham
globalmente estaveis, ndo
€ de excluir que a
recessdo econdmica e 0
aumento do desemprego
possam ter um impacto
negativo nos niveis de
pobreza e de exclusdo
social.

Foram adotadas varias
medidas com vista a
combater a pobreza e
promover a inclusdo
social.

Algumas das medidas
adotadas contemplam
especificamente a posi¢cdo
vulneravel das pessoas
com baixo rendimento
disponivel: Os cortes nas
pensoes e nos salarios da

funcdo publica foram
executados de forma
progressiva, o]

Complemento  Solidario
para ldosos foi mantido e
0 salaio minimo ndo foi
reduzido.

Além disso, houve um
aumento de 10% no
montante das prestacfes
de desemprego para 0s
casals nos casos em que
ambos 0s parceiros estéo
desempregados e tém
filhos a cargo.

Além disso, o periodo
contributivo que confere
elegibilidade para receber
prestacdes de desemprego
passou de 15 para 12
meses e a protegdo em
caso de desemprego foi
alargada aos
trabalhadores
independentes
economicamente
dependentes de uma
Unica entidade
contratante.

As politicas ativas do
mercado de trabalho
foram reformadas tendo
em vista a (re)integracéo
dos grupos vulneraveis no
mercado de trabalho. Os
incentivos & contratacdo
do Programa Estimulo
2013 condtituem um

Reducdo em 200 000 até

2020 do ndmero de
pessoas em risco de

pobreza ou de exclusdo
social.
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importante exemplo de
uma medida ativa do
mercado de trabalho
destinada a reintegrar
desempregados de longa
duracdo. Além disso, no
inicio de 2013, o Governo
portugués adotou um
incentivo a contratacéo
orientado para 0S
trabalhadores com mais
de 45 anos de idade, um
grupo vulnerdvel em
termos de reintegracéo no
mercado de trabalho,
através do reembolso das
contribuicbes  patronais
para a seguranca social.

No ambito do Plano de
Emergéncia Social — um
plano a quatro anos que
teve inicio em outubro de
2011 — foram aprovadas
varias medidas de
combate a  pobreza,
nomeadamente:
adlargamento da rede de
cantinas sociais, Passe
Social+, que promove o
acess0 aos  transportes
publicos das familias com
menores rendimentos,
adocdo de um Programa
Nacional de Microcrédito
e criagdo de um mercado
do arrendamento social.

(0] investimento na
educacdo e formagdo
profissional continua a
melhorar o nivel das
qualificages prevenindo
a pobreza e a exclusdo
social.
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Conclusao

A determinacdo continuada na aplicacdo do Programa de Ajustamento Econémico é
fundamental para colocar as financas publicas numa trajetéria sustentavel, corrigir os
desequilibrios macroeconémicos e criar condigdes para um crescimento econdémico
sustentavel. Apesar de j& ter sido alcancado um significativo gjustamento estrutural, o
cumprimento dos objetivos orcamentais exigira uma aplicacdo rigorosa do Orcamento para
2013 e das medidas identificadas na revisao das despesas publicas que esta em curso. Apds o
periodo de programacéo, sera necessario prosseguir os esforgcos de consolidagéo por forma a
respeitar 0 novo quadro de governagdo orcamental da UE. A correcdo de desequilibrios
externos profundamente enraizados, o processo de desalavancagem das familias e do setor
empresarial que estda em curso e a aplicagdo das reformas estruturais devera abrir
gradualmente caminho para a retoma do crescimento econdmico e a criagdo de emprego. A
luta contra o elevado nivel de desemprego constitui, em particular, uma das principais
prioridades da agenda politica. A execucéo do programa continuara a ser avaliada em missdes
de revisdo trimestrais e as autoridades deverdo continuar a respeitar as prioridades definidas
no ME atualizado durante o periodo de programacéo.

O emprego e a inclusdo social sdo areas criticas has quais S0 Necessarios progr essos No
sentido da realizacdo dos objetivos da Estratégia Europa 2020. Num contexto
caracterizado por um forte aumento do desemprego, a taxa de emprego, que por tradicéo era
relativamente elevada em Portugal, tem vindo a diminuir acentuadamente desde o inicio da
crise econdmica, passando de 73,1% em 2008 para 66,5% em 2012. O aumento do
desemprego, que é particularmente elevado entre os jovens, tem implicacdes sobre a pobreza
e as desigualdades, embora esse efeito tenha sido parcialmente compensado pelo sistema de
protecdo social. Sdo igualmente necessarios progressos no sentido da concretizacdo dos
objetivos da Estratégia Europa 2020 em todas as outras areas, apesar dos progressos
significativos ja conseguidos por Portugal no que respeita aos objetivos para a 1&D, o setor
energético, o ambiente e a educacdo.
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ANEXO

Quadro I. Indicador es macr oeconémicos

1995-  2000- | 2005-
201 2011 2012 201 2014
1999 2004 2009 010 0 0 013 0

Prindpaisindicadores

Taxade creximento do PIB 3,9 15 03 1,9 -16 -32 -2,3 0,6
Hiato do produto * 0,5 10 -0,6 -0,8 -18 -3,5 -4,5 -35
IHPC (variagdo anud em %) 2,6 33 19 1,4 3,6 2,8 0,7 10
Procurainterna (variagio anua em %) 2 4.8 1,2 0,4 1,8 -58 -6,8 -4,2 0,0
Taxade desemprego (% da mao de obra) 6,3 59 9,0 12,0 129 15,9 183 18,6
Formag&o bruta de capital fixo (% do PIB) 253 254 22,1 19,6 17,8 15,8 145 14,9
Poupanca nacional bruta (% do PIB) 20,2 16,9 11,6 9,8 10,6 14,1 14,7 15,1

Adminigragdespublicas (% do PIB)
Capacidade (+) ou necessidade (-) liquida de

financiamento -4,2 -3,8 -5,6 -9,8 -4,4 -6,4 -55 -4,0
Divida bruta 55,2 56,5 72,2 94,0 108,3 1236 1230 | 1243
Ativos financeir os liquidos -30,1 -39,2 | -538 | -638 -54,1 n.a n.a na
Receitatotal 376 39,7 40,5 416 45,0 410 431 12,6
Despesatotal 418 435 46,1 515 49,4 474 48,6 46,6
da qual: juros 4,0 2,8 2,8 2,8 4,1 4.4 4.4 4,3

Sociedades (% do PIB)

Capacidade (+) ou necessidade (-) liquida de

finandamento -1,4 -5,5 -6,5 -36 -5,2 0,5 0,0 -16
Ativos financeir os liquidos; sociedades ndo financeiras -130,6 -136,6 | -149,7 | -163,5 -168,6 n.a n.a na
Ativos financeir os liquidos; sociedades financeir as -9,6 -8,0 -71 -1,3 -0,9 n.a n.a na
Formag&o bruta de capital 13,3 14,0 13,7 11,9 11,0 10,2 9,5 10,0
Excedente de exploracdo bruto 20,6 20,8 20,6 21,0 21,0 22,1 22,5 23,2

Familiase ISFL SF (% do PIB)

Capacidade (+) ou necessidade (-) liquida de

financiamento 19 2,2 25 4,5 41 6,4 74 75
Ativos financeir os liquidos 1533 131,7 | 1240 | 1249 122,8 n.a n.a na
Vencimentos e sadrios brutos 388 39,2 33,8 388 38,7 372 37,0 36,0
Rendimentos de propriedade liquidos 7,0 59 6,6 6,3 73 8,8 8,2 8,6
Transferéncias correntes recebidas 19,8 21,2 23,4 255 25,8 26,2 27,8 26,6
Poupanca bruta 8,2 74 6,2 7.4 6,7 8,7 9,1 9,1

Resto do mundo (% do PIB)

Capacidade (+) ou necessidade (-) liquida de

financiamento -37 7,2 -9,6 -9,0 -5,6 0,4 18 18
Ativos financeir os liquidos 219 56,2 91,0 111,8 110,2 n.a n.a n.a
Exportac@es | iquidas de bens e servigos -8,3 -8,9 -8,7 -1,7 -44 -05 18 2,6
Recetapriméria liquida, resto do mundo -04 -1,6 -31 -34 -38 -2,5 -2,9 -39
Transa;Oes de capital liquidas 2,4 1,8 13 14 1,7 2,3 1,7 17
Setor dos bens transacionavei s 464 433 40,9 413 419 42,7 n.a na
Setor dos bens néo transacionaveis 412 44,1 45,8 46,3 454 44 n.a na

dos quais: imoOveis e setor da congrugéo 6,6 7,0 6,3 55 5,0 4,3 n.a n.a
Taxade cambio efetiva real (index, 2000=100) 88,9 93,7 100,1 | 985 97,5 91,6 92,0 90,3
Termos de trocas (bens e servigos) (index, 2000=100) 100,3 101,0 | 100,7 | 1028 100,2 1000 101,0 | 101,8
Resultados do mercado de exportacdo (index, 2000=100) 1189 109,4 | 103,8 | 108,0 112,4 1176 119,1 | 119,6
Notas.

1 O hiato do produto constitui o hiato entre o produto intemo bruto efetivo e potencia apregos de mercado 2005.
2Qindicador relativo aprocura interna inclui as existéncias.

3 Todas as pessoas que n&o estio empregadas, que procuraram emprego ativamente e que estavam disponiveis paratrabalhar imediatamente ou no prazo de
2 semanas. A méo de obra é congtituida pelo nimero total de empregados e de desempregados. A taxa de desemprego abrange afaixa etéria 15-74.

Fonte:
Previsdes dos servigos da Comissio da primavera de 2013 (COM): Programa de Estabilidade (PE).
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Quadro Il1. Comparacao entre a evolucao e as previsdes macr oeconomicas

financiamento em relacdo ao resto do mundo
(% do PIB)

2012 2013 2014 2015 2016 | 2017
COM : SP COM : SP COM : SP SP SP SP
PIB real (variac3o em %) 32 1 32 | 23 23 06 : 06 15 18 22
Consumo privado (variagio em %) 56 i 56 | 33 32 o0l i 0l | 09 10 | 12
Formagdo bruta de cepital fixo (variaggoem  -14,5 | -145 | -76 : -7,6 25 1 25 55 6,1 65
%) ; ; ;
Exportacdes de bens e servigos (variagdo 33 33 0,9 0,8 44 45 4.8 50 50
em %)
Importacdes de bens e servigos (variagdo -6,9 -6,9 -39 -39 31 30 4,0 4,2 44
em %)
Contribuigdes para o crescimento do PIB : ; 5
real ; : :
- Procura internafina 72 70 | 42 ; 41 00 : -01 | 1,1 13 | 17
- Vaiagéo de existéncias 0,2 0,2 0,0 0,0 0,0 0,0 0,0 0,0 0,0
- ExportagBes liquidas 4,0 4,0 19 1,8 0,6 06 0,4 05 04
Hiato do produto® 35 : 35 | -45 | -45 35 ! -34 | 21 -10 | 02
Emprego (variagdo em %) 42 1 -42 -39 1 -39 -05 | -06 0,4 0,7 23
Taxade desemprego (%) 159 | 157 | 183 | 182 186 | 185 | 181 175 | 167
Produtividededo trebaho (variagioem%) 11 | 11 | 16 | 17 11 | 11 | 11 10 | 01
Inflagdo medidapelo IHPC (%) 28 1 28 07 i 07 10 : 10 15 15 15
Deflator do PIB (vari acdo em %) 01 i -01 | 18 | 18 13 ! 13 1,2 17 15
Remuneracéo dostrabalhadores (por -2,7 -2,7 31 31 0,0 0,2 0,7 1,1 15
pessoa, variagéo em %) .
Capacidade/necessidade liquida de 04 : 04 1,8 14 18 20 2,2 24 26

Nota:

Fonte:

Previsdes dos servigos da Comissdo da primavera de 2013 (COM): Programa de Estabilidade (PE).

*Em percentagemdo PIB potencial, com o crescimento do PIB potencial recal culado pel os servigos da Comissio com base no cenério
previsto no programae utilizando a metodol ogiacomum
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Quadro I11. Composicéo do aj ustamento or camental

2012 2013 2014 2015 | 2016 | 2017 | Siacac:
(% do PIB) 2012-2017
com | com | sp |com'| sp | s | s | sp sP
Recaltas 410 | 431 | 426 | 426 | 422 | 417 | 416 | 417 07
dosquais:
- Impostos sobreaprodugdo eimportagles | 46 | 133 | 435 | 133 | 133 | 135 | 137 | 139 03
- Impostos atuais sobre os rendimentos,bens,
. 92 | 110 | 109 | 108 | 108 | 107 | 107 | 108 16
- Contribuiges socials 116 | 123 | 120 | 1222 | 119 | 114 | 111 | 111 05
- Outra (residual) 65 | 65 | 65 | 62 | 62 | 81 | 61 | 59 -06
Despesas 474 | 486 | 481 | 466 | 462 | 442 | 429 | 419 55
dosquais:
- Despesaprimaria 430 | 442 | 437 | 423 | 418 | 399 | 385 | 375 55
do qual:
Remunerago dos trebalharores 99 | 100 | 106 | 102 | 99 | 91 | 87 | 84 15
Consumo intermedio 46 | 44 | 44 | 44 | 44 | 41 | 40 | 39 06
Pegamentos socials 26 | 240 | 239 | 230 | 227 | 21 | 217 | 213 13
Subsidios o 06 | 06 | 05 | 05 | 05 | 05 | 05 | 05 01
Formacao F)ruta de capital fixo 18 18 19 18 18 17 16 15 03
Outras (residua) 35 | 26 | 24 | 24 | 25 | 23 | 20 | 19 16
- Despesas com juros 44 | a4 | 44 | 43 | 44 | 43 | 44 | 44 00
Saldo daﬂsafirﬁmlstra(_;o% publicas (SAP) 64 55 55 40 40 25 12 02 62
Saldo primario 20 | 11 | 11 | 03 | 03 | 18 | 31 | 42 6,2
Medidas extraordinarias e outras medidas
temporérias ‘ o 06| 03 | o1 | 03 | 03 | 00 | 00 | 00 06
S.AP excluindo medidas extraordinarias 58 57 56 36 37 25 12 02 56
Higto do produto 35 | 45 | -45 | 35 | 34 | 21 | -10 | 02 37
Saldo corrigido das variagdes ciclicas’
48 | 34 | 34 | 23| 24 | 15 | 07 | 03 45
Saldo estrutural (SE)®
oo 42 | 36 | 35 | 20 | 21 | 15 | 07 | -03 39
Variag&o do saldo estrutural 24 05 06 17 14 06 08 05 )
Variag&o média do SE num periodo de 2
anos 23 | 15 | 15 | 11 | 10 | 10 | o7 | 06 -
Sdldo estruturdl primanio®
0 ESITLELIre primarta 02 | 07 | o9 | 23 | 23 | 28 | 37 | 41 39
Variag&o no saldo estrutural primério
05 | 07 | 15 | 14 | o5 | 09 | 05 -
Critério dereferéncia em matériade
despesa
Taxa de referéncia aplicavel* -1,09 | -1,09 | -1,09 | -1,22 | -122 | -1,22 | -1,22 na
Desvio® (% do PIB) 28 | 25 | 01 | 12 | 16 | 10 | 02 | na
Desvio médio num periodo de 2 anos em (% -5,0 -2,6 -0,7 -1,8 -0,8 -1,3 -0,6 na
do PIB) )
Notas:

*Num cendrio de politicasinalteradas.

2Hiato do produto (em % do PIB potencial) e saldo corrigido das variagdes ciclicas de acordo com o programa, recalculados pelos servigos da Comissio
com base no cendrio previsto no programa e utilizando a metodol ogia comum.

% Saldo estrutural (primério) = Saldo (primério) corrigido das variagdes ciclicas, liquido de medidas extraordinérias e outras medidas temporérias.

“Taxa de referénciaa médio prazo do crescimento do PIB potencial. A taxa de referéncia (padréo) aplica-se apartir do ano t+1, se o paistiver atingido 0 o
seu OMP no ano t. E aplicavel uma taxa reduzida se o pais estiver a proceder aum ajustamento na via do seu OMP, incluindo 0 ano t. Astaxas de
referéncia gplicavels apartir de 2014 foram atualizadas em 2013,

® Desvio dataxa de crescimento da despesa publica liquido de medidas discricionérias do lado da despesa e de aumentos da receita obrigatérios por lei na
sequéncia da aplicaggo da taxa de referéncia pertinente.. O agregado da despesa utilizada para o critério de referéncia em matéria de despesa é obtido de
acordo com a metodol ogia comum. Um sinal positivo significa que o crescimento da despesa ultrapassou a taxa de referéncia aplicavel.

Fonte:
Programa de Estabilidade (PE); Previsdes dos servicos da Comissdo da primavera de 2013 (COM): Célculos dos servigos da Comissdo.
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Quadro V. Evolucdo da divida

!Final do perfodo.

ExCcessivo.

2011.

Fonte:

Comissao.

29

3 Avaliacéo do percurso de consolidago definido no PE, assumindo que o crescimento corresponde &s previsdes da COM.
4 Avaliagdo do percurso de consolidagso definido no PE, assumindo que o crescimento corresponde as previsies do PE.
®N2o aplicével aos Estados-Membros com um PDE em curso em novembro de 2011 e nos 3 anos subsequentes & corregdo do défice

8 Define 0 gjustamento estrutural anual restante ao longo do periodo de transic&o que assegura que - se for cumprido - o Estado-
Membro tera observado o valor de referéncia para areducdo dadivida no final do periodo de transi¢do, assumindo que as projegdes
orcamentais da Comisséo (PE) sdo atingidas.

Programa de Estabilidade (PE); Previsdes dos servigos da Comissdo da primavera de 2013 (COM): Célculos dos servigos da

Média 2013 2014 2015 2016 2017
(% do P|B) 2012 ' '
2007-2011 COM : &SP COM . SP SP SP SP
Ré&cio da divida publica ; 5
bruta® 85,2 1236 | 1230 ¢ 1223 | 1243 | 123,7 | 1225 | 1193 | 1150
Evolugo do récio 78 153 | 07 | 13 | 14 | 14 | -12 | -32 | -43
Contribuigdes’: 5 5
1. Saldo primario 31 20 | 11 i 11 | 03 | -03 | -18 | 31 | -42
2. Efeito de «bola de
neve» 2,3 81 50 : 51 21 . 21 11 0,2 0,2
do qual: i i
Despesas com juros 31 44 | 44 | 44 | 43 | 43 | 43 | 43 | 44
Efeito de crescimento 01 35 | 29 ¢ 29 | 07 i 07 | 18 | 21 | 25
Efeito deinflagéo 0,9 02 | 23 ¢ 22 | 15 | 14 | ‘14 | 20 | -17
3. Ajustamento divida- i i
fluxo 2.4 52 | 69 | -76 | 04 | 04 | 04 | 03 | -02
do qual: i i
Diferencas entre | |
contabilidade de caixa e 5 5
contabilidade de exercicio ; ;
Contabilidade ativos
financeiros i -6,9 v -04 -0,4 -0,3 -0,3
PrivatizacGes ; ;
Efeitos de valorizagio &
residual : :
2013 2014 2015 2016 2017
2012 | COM | oot | COM | o
o | e | P s | s | P
Desvio relativamente a divida de i i
referéncia®® nr. nr. i nr nr. . nr nr. nr. nr.
Ajustamento estrutural’ nr. nr. | onr. nr.  nr 06 0.8 04
compar ativamente a:
Ajustamento exigido® nr. nr. i onr nr. | nr 05 0,4 -0,3
Notas:

2 O efeito bola de neve capta o impacto das despesas com juros na divida acumulada, bem como o impacto do crescimento do PIB real
e dainflagdo no récio dadivida (através do denominador). O ajustamento divida-fluxo inclui diferencas entre contabilidade de caixa e
contabilidade de exercicio, acumulaco de ativos financeiros e val orizagdo, bem como outros efeitos residuais.

¢ Mostra adiferenca entre o récio divida/PIB e o marco de referéncia da divida. Se positivo, o racio divida bruta/PIB projetado néo
cumpre o valor de referéncia para a reducdo da divida.

7 36 se aplica durante o periodo de transig&o de trés anos apds a correccio do défice excessivo para os PDE em curso em novembro de




Quadro V. Indicador es de sustentabilidade

PT UE27
Cenariode Cenariodo | Cenariode | Cenariodo
politicas Programa | pdliticas Programa
inalteradas  (PEC) inalteradas | (PEC)
S2 0,0 -2,0 3,0 13
dos quais:
Situagdo orcamentd inicial (SOI) -0,1 -2,0 0,8 -0,9
Custos alongo prazo do envelhecimento (CLPE) 0,1 0,0 2,2 2,2
dos quais:
Pensdes -0,3 -0,5 1,0 11
Cuidados de saiide 13 1,3 0,9 0,8
Cuidados continuados 0,2 0,2 0,6 0,6
Outros -1,1 -1,0 -0,4 -0,3
S1 (ajustamento exi gido)* 2,8 0,6 2,2 0,5
do qual:
Situacéo orgamentd inicial (SOI) -0,9 -3,3 0,0 -1,8
Requisito de divida (RD) 39 4,2 19 19
Custos alongo prazo do envelhecimento (CLPE) -0,2 -0,3 0,3 0,4
SO (risco de stress orcamental)** 0,57
Divida, em % do PIB (2012) 123,6 87,0
Despesas ligadas ao envelhecimento demogréfico,
em % do PIB (2012) 25,7 25,8
Nota:
O cendrio de politicas inalteradasretrata o hiato de sustentabilidade no pressuposto de que asituagéo orcamentd evolui até
2014 de acordo com as previsdes da Comissdo daprimaverade 2013. O cendrio do programa (PEC) retratao hiato de
sustentabilidade no pressuposto de que os planos orgamentaisdo programa séo plenamente executados.
* Ajustamento do saldo primério exigido até 2020 para chegar auma divida publica de 60% do PIB até 2030.
** O limar critico parao indicador SO éde 0,44.
Fonte:
Servicos da Comissio; Programa de Estabilidade 2013.
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e COM no-policy change scenario
= === COM + Shock ( -1p.p. in the short-term/long-term interest rate on maturing and new debt from 2015)
==+ COM + Shock (+1p.p. in the short-term/long-term interest rate on maturing and new debt from 2015)
»—— COM consolidation scenario (0.5% per year on SB) in order to achieve MTO
=-— COM consolidation scenario (1% per year on SB) in order to achieve MTO
= = SCP scenario
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Quadro VI. Indicadores da Fiscalidade

2002 2006 2008 2009 2010 2011
(I?(;a;?éf;tsﬂscalstotajs (incl. contribuigBes sociais obrigatérias efetivas, % 314 21 208 310 315 332
Distribuicgo por funcao econémica (% do PIB)*
Consumo 12,0 13,2 12,3 10,9 11,8 12,2
do qual:
-IVA 7,6 8,6 84 71 78 8,3
alcoélica:si mpostos especiais de consumo sobre tabaco e bebidas 10 11 0.9 08 0.9 10
- energia 21 2,0 19 19 19 18
- outros (residual) 1,3 1,5 12 1,1 1,1 1,1
Mé&o-de-obra empregada 11,3 114 11,7 12,2 12,1 12,7
Mé&o-de-obra desocupada 0,6 0,8 0,9 1,0 1,0 11
Rendimento comercial econémico 51 44 55 45 43 4.8
Existéncias de capital/Riqueza 25 2,3 24 24 23 23
p.m. Impostos ambientai 3,0 29 2,6 25 2,6 24
Eficaciado IVA?
Receita efetivado VA em % das receitas tedricas a taxas normais 53,3 52,9 53,4 44,3 46,8 46,3

Nota:

«Taxation trends in the European Unionx», Comiss&o Europeia (2013).

European Economy 6/2012 e Taxation Papers 34/2012.

2 Esta categoria engloba 0s impostos sobre a energia, transportes, poluicao e recursos, incluidos nos impostos sobre 0 consumo e o capital.

! Asrecditas fiscais s distribuidas por fungéo econémica, i.e. se osimpostos incidem no consumo, trabalho ou capital. Para mais informacdes, consultar

3 A eficiénciado IVA é medida através do récio das suas receitas, definido como o récio entre a receita efetivado |VA cobrada e as receitas que, teoricamente,
seriam obtidas se 0 IVA fosse aplicado ataxa normal atodo o consumo final. Um récio baixo pode indicar uma reducéo da base tributéria devido a grandes
isengBes ou a aplicacdo de taxas reduzidas a uma vasta gama de bens e servicos (“lacuna politica") ou uma falha na cobranga de todos os imposto devido, por
exemplo, afraude («lacuna na cobranca»). Para uma explicacéo mais detalhada, consultar «Tax reformsin EU Member States» Comissao Europeia (2012),

Fonte: Comissdo
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Quadro VII. Indicadores dos mer cados financeir os

2008 | 2009 | 2010 | 2011 | 2012

Ativos totais dabanca (% do PIB) 280,3 | 308,7 | 3233 | 3352 | 336,8
Parte dos ativos dos 5 maiores bancos (% dos ativos tota s) 69,1 70,1 70,9 70,8
Parte estrangeira no sisemababcario (% dos ativos totais) 22,7 23,1
Indicadores de solidez financeira:

- empréstimos i mproduti vos (% dos empréstimos totais)® 29 36 48 5.2 75 98

- rédo de adequacio de capital (%) 22 94 10,5 | 10,3 98 12,3

- rentabi lidade dos capitais proprios (%) 2 57 7.3 7.5 -55 03
Empréstimos bancari os ao setor privado (variagdo anual em %) 8,2 31 1,7 -33 -6,0
Empréstimos & compra de habitac&o (variagdo anual em %) 43 4.2 3,5 -0,5 -2,8
Récio emprésimos/depdsitos 137,4 | 133,3 | 1286 | 1161 | 119,6
Liquidez do BC em % dos passivos 23 35 8,1 8.8 10,6

. . S oA ! o
E:(g;)fga) da banca aos paises beneficiarios de assisténcia fi nanceira oficial (% do 214 2.9 259 218 17,6
Divida privada (% do PIB) 1779 | 187,7 | 186,2 | 1821 | 177,9
Divida bruta externa (% do PIB)®
- Pdblica 51,4 58,8 55,6 | 57,5 74,2
- Privada 38,2 42,8 40,2 | 455 48,9

Spread das taxasdejuro alongo prazo/Bund (pontos de base)* 05 1,0 2,7 7.6 91
e?r?(r)i;‘d dos swap derisco de incumprimento paraos titul os da divida soberana (5 65,4 801 | 2010 | 8521 | 8844
Notas

Y Dados mais recentes (setembro de 2012).

2 A partir de 2007, a cobertura das séries de dados é mais completa.

% Em setembro de 2011 foi introduzido um novo método de calculo dos empréstimos improdttivos que segue ametodol ogia do GuiaFgl.
Os dados histdricos foram revistosem consequéncia, até 2006.
4 Os paises abrangidos %0 CY,, EL, ES, LV, HU, IE eRO.

% Dados mais recentes 3° TRIM 2012.
* Medido em pontosde base.
Fonte:

Banco de Compensagdes | nternacionais e Eurostat (exposicao a paises macro-financeiramente mais vulneraveis), FMI (indicadores de solidez
financeira), Comissdo (taxas de juro a longo prazo), Banco Mundid (divida bruta externa) e BCE (todos osoutros indicadores).
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Quadro VIII. Indicador es do mercado detrabalho e indicadores sociais

Indicador es do mercado de trabalho 2007 2008 2009 2010 2011 2012
%% da pogﬁigg e 64 ancg 726 731 712 705 69,1 66,5
(% vari an?é:)esrgl Qs;%gr?tggg :}19(? anterior) 00 05 -26 -15 -15 42
ot e St
(9 popul¢3b el nirc 20.64 rcs) WL 94| T65| 754 734|699
Taxade aggg)ggg};g;??;gﬁg;g?s idosos 50,9 508 497 492 479 465
Emprego parcia O(S"/(‘;L??ng‘;f’ego total, 121 11,9 116 116 133 143
Emprego parcia entre as n;glgﬁ(rg; O(JAJ rggst;mprego entre as mul heres, 16,9 172 164 155 163 168
Emprego parcia entre os hog]n%r;s é:/o n?auq S(;,mprego entre os homens, 15 8.0 74 75 8.2 107 121
Emprego a prazo fixo (% de ;r:;grgga#]giss)com contrato a prazo fixo, 15 24 28 220 230 22 207
Passagens de emprego temporario a emprego permanente 2,7 45 44 32 38
Taxa de desemprego® (% da méo de obra, 8.9 85 10,6 12,0 12,9 159

faixa etéria 15-74)

Taxade des;emprego2 (% daméao de obra) 42 4,0 47 6,3 6,2 7.8

Taxa de desemprego entre os jovens

(% da méo de obrajovem entre 15-24 anos) 204 202 248 2ni 30.1 3t

Taxa de populacdo jovem SEEF (% da populagéo entre 15-24 anos) 11,2 10,3 11,2 115 12,7 141

Abandono precoce do ensino e daformagdo (% da pop. entre 18-24
anos com, pelo menos, hivel basico do secundério e que néo tenha 36,9 354 31,2 28,7 23,2 20,8
prosseguido os estudos ou formagao)

Conclusdo do ensino superior (% da populacdo entre 30-34 anos que

tenha concluido o ensino superior) 198 216 a1 235 26,1 21,2
Assisténcianainfancia (1 a 29 horas; % da populagdo com menos de 3 20 20 20 50 10
anos) ’ ' ' ' '
Assisténcia nainfancia (30 horas ou mais; % da populagdo com menos 250 310 340 320 340
de 3 anos) ’ ’ ’ ’ ’
Produtividade laboral por pessoa empregada (variacdo anual em %) 24 -0,5 -0,3 35 0,0 11
Horas trabal hadas por pessoa empregada (variagéo anual em %) 0,7 -0,7 -0,2 -0,1 -0,8 0,7
Produtividade |aboral por hora trabalhada (variagdo anua em %; precos .
constantes) 17 0,2 0,2 3,7 0,8 0,4
Remuneragdo por trabalhador (variagdo anua em %,; pregos constantes) 0,7 1,4 1,9 14 -1,2 -2,6
Crescimento nominal do custo uniot/oa)rio do trabalho (variagao anua em 11 35 31 14 07 38
Crescimento real do custo unitério do trabalho (variagdo anual em %) -1,6 1,9 22 2,1 -1,2 -3,7

Notas:

* Todas as pessoas que nAo estio empregadas, que procuraram emprego ativamente e que estavam disponiveis para trabal har imediatamente ou no prazo de 2
semanas. A méo de obra é constituida pelo nimero total de empregados e de desempregados.

2Todas as pessoas desempregadas ha pelo menos 12 meses.

Fontes:
Comissao (inquérito as forcas de trabalho da UE e contas nacionais europeias)




~ ~ A
Despesa com prestacdes de protegdo social (% do 2006 2007 2008 2009 2010

PIB)
Doenca/Cuidados de salide 6,71 6,40 6,48 7,28 6,98
Invdidez 2,28 2,26 214 2,16 2,10
Velhice e sobrevivéncia 11,31 11,30 11,94 12,99 13,18
Familia/ Descendentes ou equiparados 118 1,19 1,28 1,49 1,46
Desemprego 1,27 1,15 1,05 1,37 144
Habitac&o e exduso social ndo especificadanoutrarubrica 0,00 0,00 0,00 0,00 0,00
Total 23,01 22,57 2317 25,62 25,50
do qud: presacdes baseadas na avdiagéo dos rendimentos 2,12 2,09 2,29 2,74 2,68
Indicadores deinclusdo social 2007 2008 2009 2010 2011
. ~ . 1
Risco de pobreza ou de~e(cl usdo social 250 26.0 249 253 244
(% da populacdo total)
Risco de pobrezaou dg exclusdo entre as criancas 26,9 205 28,7 287 28,6
(% da populagéo entre 0-17 anos)
Risco de pobrezaoEJ de exclu;ao entre osidosos 30,0 277 26,0 261 245
(% da populagdo com mai s de 65 anos)
Taxaderisco de pobreza? (% da populacéo total) 181 18,5 17,9 179 18,0
Privacéo material grave® (% da popul ac3o total) 9,6 9,7 91 90 8,3
Percentagem de pessoas que vivem em familias de baixa
intensidade de trabalho® (% da populagéo entre 0-59 anos) 72 6.3 6.9 86 82
Taxa de risco de pobrezana populagdo ativa (% de pessoas
empregadas) 9,7 11,8 10,3 97 10,3
Impacto das transferénci as~souals(e<d uindo as pensfes) na 252 257 26,3 322 291
reducdo da pobreza
Limiares de pobreza, expressos na moeda naciond a pre¢os 4544 4770 4726 4997 4777
congantes’

11838 12349 12295 12661 12502

Rendi mento disponive bruto (familias) 4 9 9 > 4

Diferencid mediano relativo do risco de pobreza (60% do

rendimento mediano ponderado, idade: total) 243 3.2 236 22,7 232

Notas.

! Pessoas em risco de pobreza ou de exdusio social (PRPES): pessoas em risco de pobrezaou de excluséo socia (PRPES) e/ou que
sofrem graves privaghes materiais (GPM) €/ou vivem em lares com umaintensi dade de trabalho muito beixaou nula (ITBN).

2 Taxade risco de pobreza (TRP): proporgéo de pessoas com um rendimento disponivel ponderado inferior ade 60% do rendimento
meédio nacional ponderado.

3 Percentagem de pessoas que sofrem pel o menos 4 das seguites 9 privagBes: pessoas que ndo podemi) pagar a rendaou as contas dos
servigos de utilidade publica, i) manter as suas casas devidamente aquecidas, iii) fazer face adespesas imprevistasiv) comer carne
peixe ou proteinas equival entes de doisem doisdias, v) pagar uma semanade férias forade casaumavez por ano, vi) ter um carro,
vii) ter uma méaquinadelavar, viii) ter umatelevisdo acores, ou ix) umtelefone.

4 Pessnas em agregados familiares com uma intensidade de trabal ho muito baixa: proporcéo de pessoas entre 0-59 anos que vivem em
agregados familiares em que os adultos (excluindo as criangas dependentes) trabalharam menos de 20% do seu potencial tempo de
trabal ho total nos 12 meses anteriores.

5 ParaaEE, CY, MT, Sl, SK, limiares em vdoresnominaise em euros, IHPC - indice 100 em 2006 (0 inquérito de 2007 erareferente
aos rendi mentosem 2006)

Fontes.
Despesa com prestagdes de protecdo social, SESPROS, inclusio social, UE-SLC.
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Quadro IX. Indicadores de desempenho do mercado de produtos e indicadores de
politica

2003-

Indicadores dedesempenho 2007 2008 2009 2010 2011 2012
Produt|V|dad_e laboral” total da economia 15 05 0,3 35 0.0 11
(crescimento anual em %) )
A 1 . , . .
Produtividade laboral ~ daindistria (crescimento 29 0.7 25 111 3.2 3.3

anual em %) )

Produtividade laboral® nos setores da
eletricidade, gas, vapor e ar condicionado 8,2 14,7 -8,3 13,0 n.a n.a.
(crescimento anual em %)

Produtividade labora® no setor da

construgéo(crescimento anual em %)) 0.7 2.4 2.9 0.8 41 0.5
NUmero total de pedidos de registo de patente?
por milhdo de trabalhadores 171 20,0 194 19,6 n-a n.a
Indicadores de politica 22%%9;' 2008 2009 2010 2011 2012
Execuc&o de contratos® (dias) 577 577 547 547 547 547
Tempo para iniciar u(r:i:;)mwdade econémica 45 6 6 6 5 5
Despesa com |&D (% do PIB) 0,9 15 1,6 1,6 15 n.a.

Conclus&o do ensino superior
(% da popul agdo entre 30-34 anos)

Total das despesas publicas em educagao
(% do PIB)

17,5 21,6 211 23,5 26,1 26,6

5,17 4,89 5,79 5,62 n.a n.a.

2007 2008 2009 2010 2011 2012

Regul agdo do mercado de produtos®, Geral
(Index; 0=n&o regulado; 6=regulado na n.a. 1,4 n.a. n.a. n.a n.a.
maioria)
Regulacdo do mercado de produtos’, Retal ho
(Index; 0=ndo regulado; 6=regulado na n.a. 3,0 n.a. n.a. n.a n.a.
maioria)
Regul agdo do mercado de produtos?, I ndistrias
derede’
(Index; 0=ndo regulado; 6=regulado na
maioria)

24 n.a n.a. n.a. n.a n.a.

Z

otas:

L A produtividade laboral é definidacomo o valor acrescentado bruto (a pregos constantes) dividido pelo nimero de
empregados.

2 NUmero total de pedidosderegisto de patente apresentados ao Servigco Europeu de Patentes (EPO) por milhéo de
trabalhadores.

% As metodol ogias, incluindo as hip6teses, para este indicador s&o0 apresentadas em detal he no site
http://www.doingbusiness.org/methodology.

4 A's metodol ogias para os indicadores de regulacéo do mercado de produtos sio apresentadas em deta he no site
http://www.oecd.org/document/1/0,3746.en_2649_34323_2367297_1_1_1_1.00.html. Os indicadores mais recentes
disponiveis sobre a regulag@o do mercado de produtos dizem respeito a 2003 e 2008, exceto para asindustrias de rede.

5 Agregado ETCR.
*valor para 2007.

EFonte:

Comisséo, Banco M undial - Doing Business (execugao de contratos e tempo para comegar uma atividade econémica)e
OCDE (indicadores de regulacdo do mercado de produtos).
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Quadro X. Crescimento «verde»

2002-

2006 2007 2008 2009 2010 2011
Desempenho em matéria de crescimento «ver de»
Dados macroeconémicos
Intensidade energética kgep /€ 0,20 0,19 0,18 0,19 0,18 0,18
Intensidade de carbono kg/€ 0,64 0,57 0,56 0,56 0,52 na
Intensidade de utilizag&o dos recursos (reciprocada
produtividade dos recursos) kg/€ 144 1,58 161 149 na. na
Intensidade dos residuos kg/€ na na 0,26 na 0,28 na
Balanga comercial produtos de energia % PIB -3,1% -3,7% -4,7% -2,9% -3,4% -4,2%
Peso da energiano IHPC % na 9 10 11 12 13
Diferenca entre evol ugdo pregos da energia e inflagéo % na 1,2 1,8 1,3 45 6,6
Récio impostos ambientais/impostos sobre e trabalho récio 24,9% 22,6% 20,6% 19,2% 19,4% na
Récio impostos ambientais/tributagdo total récio 9,5% 8,5% 7.9% 8,1% 7,9% na
Dados setoriais
Intensidade energética daindistria kgep/ € 0,24 0,23 0,22 0,22 0,23 na
Percentagem de indUstrias na economia com grande
consumo energético % PIB 8,4 8,9 na na na na
Pregos da el etricidade para os utilizadores industriais de
média dimensio** B . - - €/kWh n.a 0,08 0,09 0,09 0,09 0,10
er;quecf)]ssgg)*gas para os utilizadores industriais de média £/KWh na 0,03 0,03 0,03 0,03 0,04
Despesas publicas em 1&D para produzir energia % PIB na 0,01% 0,01% 0,02% 0,02% 0,02%
Despesas publicas em 1&D no dominio do ambiente % PIB na 0,03% 0,02% 0,03% 0,03% 0,03%
Taxa de reciclagem de residuos urbanos récio 33,7% 36,2% 35,5% 39,2% 38,1% n.a
Percentagem de emissdes de GEE abrangidas pelo % na | 388% | 382% | 376% | 339% | 356%
Intensidade energética dos transportes kgep /€ n.a 0,73 na na na na
Intensidade de carbono dos transportes kg/€ na 1,95 n.a na na n.a
Seguranca do aprovisionamento ener gético
Dependéncia das importagdes de energia % na 82,0% 82,8% 81,1% 75,4% 77,4%
Diversificagdo das fontes de importacéo de petréleo HHI na 0,06 0,07 0,07 0,07 na
Diversificacéo do cabaz energético HHI na 0,36 0,34 0,33 0,35 0,33
Percentagem das energias renovaveis no cabaz energético % na 17,1% 17,2% 19,3% 22,5% 21,5%

Notas especificas para o pais:
O ano de 2011 ndo esta contemplado no quadro por falta de dados.
Explicac&o geral dos itens do quadro:
Fonte: Eurostat salvo indicago em contrério; infra, explicacdes da DG ECFIN
Todos os indicadores de intensidade macro séo expressos em termos de récio de uma quantidade fisica para o PIB (a pregos de 2000)
Intensidade energética: consumo interno bruto de energia (em kgep) dividido pelo PIB (em EUR)
Intensidade de carbono: emissdes de gases com efeito estufa (em kg de equivalente CO;) divididas pelo PIB (em EUR)
Intensidade de consumo de recursos: consumo interno de materiais (em kg) dividido pelo PIB (em EUR)
Intensidade de residuos: residuos (em kg) divididos pelo PIB (em EUR)
Balanca comercial produtos de energia saldo das exportacdes e importacdes de energia, em % do PIB
Peso da energia no IHPC: percentagem dos produtos energéticos no cabaz de consumo utilizado na elaboragéo do IHPC
Diferenca entre evolug&o precos da energia e inflagéo: componente energética do IHPC e inflag&o total medida pelo IHPC (variagéo anual em %)
Récio impostos ambientais/impostos sobre e trabalho: base de dados da DG TAXUD, «Taxation trends in the European Union»
Intensidade energética da industria: consumo final de energia da indUstria (em kgep) dividido pelo valor acrescentado bruto da indUstria (em EUR a precos de 2005)
Percentagem de indUstrias na economia com grande consumo energético: parte do valor acrescentado bruto das indUstrias com grande consumo energético no PIB
Pregos da eletricidade e do gés para os utilizadores industriais de média dimens&o: banda de consumo 500 - 2000MWh e 10000 - 100000 GJ; valores sem IVA.
Taxa de reciclagem de residuos urbanos: récio entre os residuos urbanos reciclados e os residuos urbanos totais
Despesas publicas em 1& D para produzir energia ou no dominio do ambiente: despesas publicas em |&D (GBAORD) para essas categorias em % do PIB

Percentagem de emissdes de GEE abrangidas pelo RCLE: com base nos dados sobre emissdes de gases de efeito estufa, comunicados pelos Estados-Membros a AEA
(excluindo LULUCF)

Intensidade energética dos transportes: consumo final de energia dos transportes (em kgep) dividido pelo valor acrescentado bruto da indistria (em EUR a pregos de 2005)
Intensidade de carbono dos transportes: emissdes de gases com efeito de estufa dos transportes divididas pelo valor acrescentado bruto do setor dos transportes
Dependéncia das importagdes de energia: importagdes liquidas de energia dividido pelo consumo interno bruto de energia, incluindo «bunkers» internacionais
Diversificacdo das fontes de importacao de petrdleo: indice Herfindahl (HHI), que corresponde a soma das quotas de mercado ao quadrado dos paises de origem
Djl\(grsificat;éo do cabaz energético: indice Herfindahl sobre o gés natural, total dos produtos petroliferos, fontes de calor nucleares, energias renovaveis e combustiveis
solidos

Percentagem das energias renovaveis no cabaz energético: percentagem do consumo energético interno total, expressa em toneladas de equivalente petréleo

*Dados provisorios fornecidos pela DG CLIMA. Os dados finais ser&o disponibilizados em 15/04.

** Médiado S1 & S2 em 2007 paraDE, LU, NL, FI, SE & UK. O outros paises s6 tém S2.

*** Médiado S1 & S2 em 2007 paralT, NL, FI, SE & UK. O outros paises s6 tém S2.
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PROPOSTA DE RESOLUGAO DO PARLAMENTO EUROPEU

sobre o Semestre Europeu para a Coordenacio das Politicas Econémicas:
implementacio das prioridades de 2013

(2013/XXXX(INT))

O Parlamento Europeu,

Tendo em conta a sua Resolugdo, de 26 de outubro de 2012, sobre o Semestre Europeu
para a Coordenagdo das Politicas Economicas: aplicagio das prioridades para 2012,

Tendo em conta as Conclusdes do Conselho Europeu, de 14 e 15 de margo de 2013,

Tendo em conta o Tratado sobre o Funcionamento da Unido Europeia, nomeadamente o
artigo 136.°, em articulagdo com o artigo 121.°, n.° 2,

Tendo em conta o Regulamento (UE) n.° 1175/2011 do Parlamento Europeu e do
Conselho, de 16 de novembro de 2011, que altera o Regulamento (CE) n.° 1466/97
relativo ao refor¢o da supervisdo das situagdes or¢amentais e a supervisao e coordenacao
das politicas econdmicas,

Tendo em conta a Diretiva 2011/85/UE do Conselho, de 8 de novembro de 2011, que
estabelece requisitos aplicaveis aos quadros or¢amentais dos Estados-Membros,

Tendo em conta o Regulamento (UE) n.° 1174/2011 do Parlamento Europeu e do
Conselho, de 16 de novembro de 2011, relativo as medidas de execugdo destinadas a
corrigir os desequilibrios macroeconémicos excessivos na area do euro,

Tendo em conta o Regulamento (UE) n.° 1177/2011 do Conselho, de 8 de novembro
de 2011, que altera o Regulamento (CE) n.° 1467/97 relativo a aceleracao e clarificacdo da
aplicag@o do procedimento relativo aos défices excessivos,

Tendo em conta o Regulamento (UE) n.° 1176/2011 do Parlamento Europeu e do
Conselho, de 16 de novembro de 2011, sobre prevengdo e corre¢ao dos desequilibrios
macroecondmicos,

Tendo em conta o Regulamento (UE) n.° 1173/2011 do Parlamento Europeu e do
Conselho, de 16 de novembro de 2011, relativo ao exercicio eficaz da supervisao
or¢amental na area do euro,

Tendo em conta o de Regulamento (UE) n.® 473/2013 do Parlamento Europeu e do
Conselho, de 21 de maio de 2013, que estabelece disposi¢cdes comuns para o
acompanhamento e avaliagdo dos projetos de planos orcamentais e para a correcao do
défice excessivo dos Estados-Membros da area do euro,

Tendo em conta o Regulamento (UE) n.° 472/2013 do Parlamento Europeu e do Conselho,

! Textos aprovados, P7_TA(2012)0408.
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D.

de 21 de maio de 2013, relativo ao reforgo da supervisdo econdmica e or¢amental dos
Estados-Membros da area do euro afetados ou ameagados por graves dificuldades no que
diz respeito a sua estabilidade financeira,

Tendo em conta a Comunica¢dao da Comissao, de 28 de novembro de 2012, sobre a
Anadlise Anual do Crescimento para 2013 (COM(2012)0750),

Tendo em conta a sua Resolucdo, de 7 de fevereiro de 2013, sobre a contribuicao para a
Anilise Anual do Crescimento para 2013',

Tendo em conta a Comunicac¢do da Comissao, de 27 de margo de 2013, ao Parlamento
Europeu, ao Conselho, ao Banco Central Europeu, ao Comité Econdémico e Social
Europeu e ao Comité das Regiodes intitulada "Painel da justica da UE — Um instrumento
para promover uma justica efetiva e o crescimento economico” (COM(2013)0160),

Tendo em conta a Comunicacao da Comissao, de 29 de maio de 2013, que acompanha os
projetos de recomendagdes especificas formuladas para cada pais em 2013, intituladas
"Semestre Europeu de 2013: recomendagdes especificas por pais: ultrapassar a crise na
Europa" (COM(2013)0350),

Tendo em conta a proposta da Comissdo de uma Recomendagdo do Conselho, de

29 de maio de 2013, relativa a aplicagdo das orientagGes gerais para as politicas
economicas dos Estados-Membros cuja moeda ¢ o euro (COM(2013)0379), bem como
todas as propostas da Comissao, de 29 de maio de 2013, de recomendagdes do Conselho
aos Estados-Membros individuais da Unido Europeia,

Tendo em conta o artigo 48.° do seu Regimento,

Tendo em conta o relatorio da Comissao dos Assuntos Econdmicos e Monetarios e os
pareceres da Comissdo dos Orgamentos ¢ da Comissao do Emprego e dos Assuntos
Sociais (A7-0000/2013),

. Considerando que as crises econdmica, social, financeira e da divida soberana ainda nao

abrandaram e que o objetivo de uma Unido Econémica e Monetaria (UEM) mais
equilibrada e integrada se mantém como uma ambig¢do por concretizar;

. Considerando que as recomendagdes especificas por pais contém algumas informacdes

uteis, mas que no geral ndo convencem em termos de equilibrio das prescrigoes politicas
nos varios dominios de acao;

. Considerando que € necessaria uma agdo urgente em muitos dominios, inter alia, nos do

restabelecimento da concessdo de crédito a economia real e as PME, do combate a fraude
fiscal e a programagao fiscal agressiva, bem como da procura de solugdes europeias
eficazes para o desemprego, reforcando igualmente de forma significativa a dimensao
social da UEM;

Considerando que a legitimidade democratica da governagdo econdémica no Semestre

! Textos aprovados, P7_TA(2013)0053.
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Europeu exige um respeito real e dedicado pelas prerrogativas parlamentares a nivel
europeu e nacional contra a tendéncia para uma cultura de tomada de decisdes politicas
cada vez mais nao parlamentarizada e intergovernamental a nivel da UE;

Considerando que, em virtude de as novas disposi¢oes introduzidas pelo chamado "two-
pack" ja terem entrado em vigor, as recomendacgdes especificas por pais t€ém maior
importancia agora que os programas de reformas nacionais e os programas de estabilidade
tém de ser coerentes com essas recomendagoes;

Considerando que, embora no caso dos Estados-Membros sujeitos a um programa de
ajuda financeira as recomendagdes tenham sido estritamente observadas, o nivel de
cumprimento de anteriores recomendagdes especificas por pais pelos restantes
Estados-Membros é extremamente reduzido;

. Considerando que o "two-pack” estabelece um método comunitario claro relativamente
aos Estados-Membros na area do euro afetados ou ameagados por graves dificuldades no
que diz respeito a sua estabilidade financeira;

Satida o reconhecimento por parte da Comiss@o de que "as politicas, para terem €xito, ndo
s6 tém de ser bem concebidas como necessitam de apoio politico e social" e que a Europa
precisa, além de consolidagdo or¢amental, de um verdadeiro crescimento e de medidas

especificas e urgentes para enfrentar os niveis inaceitavelmente elevados do desemprego;

Congratula-se com o reconhecimento por parte da Comissdo de que os paises
"deficitarios" precisam de impulsionar a sua competitividade e de que os paises
"excedentarios" precisam de impulsionar a sua procura, bem como de que esta situagdo
requer uma revisao profunda da posi¢ao politica dominante;

Insta a Comissao e o Conselho a evitarem assumir uma abordagem igual para todos os
casos em relacdo as recomendagdes especificas por pais e a assegurarem que as
recomendacdes sao ajustadas as especificidades e as necessidades nacionais dos
Estados-Membros em causa;

Satida o facto de as recomendagdes da Comissao serem dirigidas ndo so aos
Estados-Membros, mas também a toda a area do euro; considera porém lamentavel que as
recomendacoes feitas aos Estados-Membros nao tenham suficientemente em consideragao
a forte interdependéncia entre as economias da UE, nomeadamente na area do euro, nem
toda a informacdo contida no relatério sobre o mecanismo de alerta;

Apela a uma maior investigacdo sobre os motivos que conduziram a um enorme aumento
das disparidades internas em termos de competitividade e de desempenho econémico nos
Estados-Membros, decorrentes da utilizagao da moeda tnica e, nomeadamente, do
impacto assimétrico das politicas comuns;

Apela a uma avaliagdo prudente das previsdes de crescimento de "recuperagado lenta", na
medida em que as previsdes anteriores da Comissdo foram sucessivamente revistas no
sentido em baixa, e recomenda uma analise mais detalhada da sustentabilidade das
melhorias identificadas na balanga comercial e na balanga de transagdes correntes, bem
como nos défices publicos;
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7. Sauda o reconhecimento por parte da Comissdo de que "a reducdo dos custos ndo pode
ser, e ndo sera, a forma como a competitividade da Europa ira vingar na economia
mundial” e que ¢ essencial, para melhorar a competitividade, investir na educag@o, na
investigacao e inovagao e na eficiéncia da utiliza¢ao dos recursos, em consonancia com o0s
objetivos da Estratégia Europa 2020; lamenta, por conseguinte, a inexisténcia de
progressos na concretizacdo das metas da UE para 2020; apela a que o reconhecimento
supramencionado seja adequadamente refletido nas recomendagdes especificas por pais
para os paises "deficitarios", na medida em que estes sdo os Estados-Membros que
necessitam urgentemente de impulsionar a sua competitividade;

8. Lamenta a ndo execucdo dos 120 mil milhdes de euros do Pacto para o Crescimento e o
Emprego acordado em junho de 2012, da iniciativa relativa as obrigacdes para
financiamento de projetos langada em novembro de 2012 e do investimento adicional de
180 mil milhdes de euros por parte do BEI (apds o aumento de 10 mil milhdes de euros do
capital realizado para o BEI aprovado em 8 de janeiro de 2013); insta o Conselho e a
Comissao a investigarem € a removerem com carater de urgéncia os obstaculos que
impedem a concretizagdo plena destas iniciativas;

9. Exorta a Comissao a apresentar com urgéncia a proposta legislativa sobre novos
incentivos financeiros de apoio aos Estados-Membros na aplicag@o de reformas
estruturais, incluindo um Instrumento de Competitividade e Convergéncia (ICC) baseado
no método comunitario, como primeiro passo no sentido de uma capacidade or¢gamental
europeia;

10. Insta a Comissao a incluir no &mbito de um apoio financeiro do ICC as reformas
estruturais em dominios que bloqueiam o dinamismo e a eficiéncia econdomicos, tais como
reformas dos sistemas judiciais nacionais, tecnicamente apoiados pelo Painel da Justica da
UE;

11. Sauda a utilizagdo por parte da Comissao da margem de manobra oferecida pelo Pacto de
Estabilidade e Crescimento revisto no sentido de alargamento dos prazos para a corre¢ao
de défices excessivos em sete procedimentos; exorta a Comissdo e o Conselho a
assegurarem que o conteudo e o calendario da trajetoria de ajustamento orcamental sejam
adaptados a especificidade de cada pais e, nomeadamente em paises "deficitarios",
incluam a supramencionada margem de manobra e a plena utilizacdo dos fundos
estruturais, reformas estruturais solidas e sustentaveis, bem como a identificagdo de
investimentos (nomeadamente nas recomendacdes especificas por pais) essenciais para
impulsionar a competitividade; exorta igualmente a Comissao a clarificar com carater de
urgéncia as formas de permitir, sob determinadas circunstancias, programas nao
recorrentes e de investimento publico com um impacto comprovado na sustentabilidade
das finangas publicas;

12. Satda a declaragdo da Comissao de que os paises "excedentarios" t€m um papel a
desempenhar para se ultrapassar a crise atual, ndo so6 através da redug@o de impostos e de
contribui¢des para a seguranga social, mas também do aumento dos salarios, de modo a
impulsionar uma procura interna sustentavel e promover novas oportunidades de
investimento; salienta ainda a importancia dos efeitos positivos que estas medidas terdo
sobre outros setores econémicos em toda a UE;
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13. Insta a Comissdo a desenvolver uma verdadeira politica industrial europeia e uma politica
de comércio externo europeia coerente, com base na reciprocidade e em normas minimas
partilhadas, nomeadamente nos dominios social e do ambiente; considera que so através
de uma gestao inteligente da sua interface com a "globalizacao" ¢ que a Europa pode
garantir crescimento, empregos e, para varios Estados-Membros, a progressiva reafetacdo

de recursos recomendada de setores ndo comerciais para setores comerciais;

14. Elogia o reconhecimento por parte da Comissao de que € necessario prestar uma maior
aten¢do ao impacto distributivo das reformas e insta-a a realizar uma rigorosa avaliagdo
ex ante ao impacto social de todas as novas reformas recomendadas e a retirar todas as
conclusdes necessarias das recomendagdes anteriores, incluindo as feitas aos
Estados-Membros sujeitos a programas de ajuda financeira;

15. Exorta a Comissao a apresentar propostas legislativas de modo a concluir a UEM através
de um pilar social, na medida em que os estabilizadores automaticos nacionais estao
bloqueados nos Estados-Membros onde sdo mais necessarios; salienta ainda a necessidade
de um painel social como alicerce deste pilar;

16. Concorda em que a acdo do BCE "contribuiu decisivamente para eliminar os riscos para a
area do euro que se perfilavam", limitando a especulagdo sobre a divida soberana;
considera no entanto, considera que um crescimento insuficiente e niveis elevados (e
ainda a subir) de divida publica e privada em muitos Estados-Membros significam que ¢é
necessario garantir que € «cuidadosamente gerido o processo de desalavancagemy; insta,
por conseguinte, a Comissao a apresentar rapidamente os seus compromissos "two-pack”
ao Parlamento, a fim de aprofundar a analise sobre a substitui¢ao parcial da emissdo de
divida nacional por uma emissdo conjunta, sob a forma de um fundo de resgate e de
eurobills (euro-obrigagdes de curto prazo);

17. Salienta que o financiamento da economia real, e das PME em particular, nao foi
restabelecido na periferia da UE; sublinha que as maiores diferencas no acesso ao crédito
reforgam as tendéncias de divergéncias internas crescentes na UE e na area do euro em
particular, bem como destroem o mercado interno através de condi¢des concorrenciais
desleais; sublinha igualmente que as perspetivas economicas negativas justificam apenas
parcialmente essas restricdes ao crédito; apela a um acompanhamento mais rigoroso das
praticas do setor bancario no financiamento a economia real, nomeadamente a PME
economicamente viaveis; apela ainda & Comissao que defina prioridades de trabalho sobre
fontes alternativas de financiamento para PME, especialmente através de Fundos
Estruturais, do Banco Europeu de Investimento, do Fundo Europeu de Investimento e de
bancos de desenvolvimento publicos;

18. Insta a Comissao a apresentar uma proposta legislativa para a criagdo de um Mecanismo
Unico de Resolugdo (incluindo uma autoridade unica europeia e um fundo tnico europeu
financiado pela industria), essencial para realizar a unido bancaria; insta ainda o Conselho
a concluir as negociacdes com o Parlamento sobre a Diretiva relativa a sistemas de
garantia de depdsitos e sobre a Diretiva relativa a recuperagao dos bancos e resolugao de
crises bancarias (a serem negociadas em paralelo);

19. Apela a uma recapitalizagdo direta dos bancos por parte do Mecanismo Europeu de
Estabilidade (MEE), que esteja disponivel logo que todos os pilares da unido bancaria
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estejam em vigor — nomeadamente o mecanismo unico de supervisao e os quadros de
garantia de depdsitos e de recuperagio e resolugdo; apoia tendo em conta a urgéncia de ter
um fundo tnico de resoluc¢do a acompanhar o mecanismo Unico de supervisao, o
fornecimento antecipado do MEE para alimentar esse fundo, com um periodo de
reembolso por parte da industria; considera que a facilidade do MEE tem de reforcar o
orcamento da UE e ser gerida de acordo com o método comunitario;

20. Acolhe com satisfacdo o "Plano de A¢ao para reforcar a luta contra a fraude e a evasao
fiscais" da Comissao, bem como as suas recomendacoes sobre as "medidas destinadas a
encorajar os paises terceiros a aplicarem normas minimas de boa governagdo no dominio
fiscal" e sobre "programacao fiscal agressiva", adotadas em 6 de dezembro de 2012;
sublinha que a justica na partilha de encargos requer uma abordagem inteiramente nova a
fraude e evasdo fiscais; apela a uma agao urgente por parte da Comissdo e a um claro
apoio por parte do Conselho a estes dossiés;

21. Insta o Conselho a concluir as negociagdes para o imposto sobre as transacdes financeiras
e a incluir na sua agenda, com carater de urgéncia, a convergéncia dos sistemas fiscais na
UE;

22. Apela a uma aplicacdo urgente do "two pack”, tendo como consequéncia imediata a
remodelagdo do sistema ad hoc de "troicas" numa estrutura juridicamente solida ao abrigo
da legislagdo europeia, respeitando niveis minimos de responsabilizacdo democratica;

23. Salienta que o Semestre Europeu nao pode, de forma alguma, comprometer as
prerrogativas do Parlamento; insta a Comissdo a assegurar o envolvimento formal
adequado do Parlamento em todas as etapas do processo do Semestre Europeu, de modo a
aumentar a legitimidade de decisdes que afetam todos os cidadaos;

24. Sublinha a necessidade de reforcar a responsabilizacdo democratica perante o Parlamento
de elementos essenciais da operacao da area do euro, tais como o MEE, decisdes do
Eurogrupo e o acompanhamento e avaliacdo de programas de ajuda financeira;

25. Exorta a Comissdo a assegurar que os Estados-Membros envolvam os seus parlamentos
nacionais, os parceiros sociais e a sociedade civil em todo o processo do Semestre
Europeu e especialmente na criagdo e debate dos seus programas de reformas nacionais;

26. Destaca a importancia do dialogo entre o Parlamento Europeu e os parlamentos nacionais,
tendo em vista um processo do Semestre Europeu plenamente operacional e atingir o nivel
necessario de responsabilizagdo democratica no que se refere a todos os participantes;
sublinha a utilidade da Semana Parlamentar Europeia no Semestre Europeu para a
Coordenacao das Politicas Economicas (SPE 2013);

27. Encarrega o seu Presidente de transmitir a presente resolugdo ao Conselho, aos Governos

dos Estados-Membros, a Comissdo, aos Parlamentos nacionais € ao Banco Central
Europeu.
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