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Brussels, 26 September 2007

Review of the Integrated Policy Guidelines on Growth and Jobs 2008

PROPOSAL FOR AN APPROACH FOR REFLECTION
presented by PES Lisbon Network and PES Group within the European Parliament

I.
Introduction

Next year the first "Lisbon governance three-year cycle" of the revised Lisbon Strategy 2005 will end. The "Integrated Policy Guidelines for Growth and Jobs 2005-2008" (IPGs), the EU's central instrument for implementation of the strategy, is now scheduled for review, in preparation for a decision in Spring 2008 on the Guidelines for the next three years.

The Lisbon Strategy was drawn up and adopted under the EU Portuguese Presidency in Spring 2000 with the aim of creating by 2010 "the most competitive and knowledge-driven economy in the world, capable of sustainable economic growth, with more and better jobs and greater social cohesion"  These Socialist-inspired goals commanded, and still command, a wide consensus. But by Spring 2005, it was clear to the Heads of State and Government that progress in meeting the Lisbon goals was mixed. They took the decision to refocus priorities on growth and employment, to recognize the challenge of climate change and to streamline Lisbon governance.  
However, the strategy continues to be undermined by patchy implementation of agreed strategies and a lack of political leadership in many Member States. It is cause for serious concern that the EU is unlikely to meet its target on investment in R&D; that it takes still up to 60 days to start a business in some Member States; that little has been done by many Member States to bring down long term unemployment.
Member States’ third implementation reports on their National Reform Programmes (NRP's), recording their progress in implementing the Lisbon Strategy, will be soon submitted to the European Commission. The Commission itself will produce in early October its own Interim Report on the Lisbon Strategy. These will be key documents in the preparation next spring's decisions on the future implementation of the Strategy.

Nearly three years on from the Lisbon mid-term review, is the EU on a better path ? Is it possible to further develop sustainable growth and full employment ? Are available policy reform instruments and necessary collective actions seriously under implementation ? These are the questions this Social Democratic non-paper intends to answer and to contribute to the reflection process on the "Lisbon governance cycle" and its Spring 2008. Main instrument, the Integrated Policy Guidelines.

II.
Five good reasons for a real review of the IPGs:
Reason n° 1:
meet key challenges: climate change and new skills for all - towards intelligent and resource-efficient economies 

The Guidelines adopted in 2005 no longer reflect fully the priorities of the European Union with regard to energy and sustainability - most notably as set out in the Presidency Conclusions of the 2007 Spring Council. An integrated climate and energy policy, targets for emissions reductions, an action plan with targets for energy efficiency, renewables and bio-fuels have been identified as essential steps toward meeting the challenges of climate change and energy security. They hold out the prospect of huge economic, social and environmental benefits. Greater energy efficiency and more renewable energy will boost Europe's competitiveness, create jobs, and reduce energy costs for citizens and business.

The reality is that today Europe is still falling behind in knowledge, innovation, while education and environmental policies are too often still disconnected from economic and employment policy. In most countries we have not found sustainable answers to these new inter-connected challenges. Europe is in the lead in the development of new energy resources and new technologies but we are only at the beginning of a new era and a new leadership on a smart green growth strategy is requested.  
The evidence shows that the countries consistently investing in children, education, skills and new technologies, are the countries best able to meet new challenges. The environmental and education systems in most Member States have a long way to go if they are to meet those challenges. Europe’s strategy for economic competitiveness should be based on excellence in the use of new knowledge and innovation, as well as of new and updated skills rather than on low wages and low standards.
We disagree with the conservative "trickle down" approach - that economic objectives should be given the highest priority, while social and environmental considerations should wait. The current guidelines give insufficient attention to two of our greatest challenges - the challenge of investment in human capital and the challenge of energy and climate change. It is time to change, time to promote a coordinated boost to investment in these priorities, with an approach based on the interdependence and mutual supportiveness of economic, social and environmental progress. The new IPGs must reflect this shift of emphasis and underline Europe's responsibility to ensure high environmental and social standards ! 

Reason n° 2: re-launch the social dimension of Europe

For much of its recent history, the European Union was a driving force of social progress. European legislation guaranteed new or enhanced rights to Europeans in the workplace, in the marketplace and in their daily lives. But things have changed. Since 2002, Europe has seen few significant social policy initiatives, whether legislative or budgetary, but the pressures facing Europe's citizens have grown relentlessly:

· Too many people are excluded from good job opportunities and from adult

education and re-training
· Too many children drop out of school
· Too many young people suffer from poor education systems and difficulties in

finding a job
· Too many women are denied an equal position in work and in society
· Too many disabled persons lack the support needed for a successful

integration into working life
· Too many people who have come to Europe as refugees or immigrants have

great difficulties in being integrated into our societies
· Too many people are still living on the margin of society, even in poverty.

This litany of social failures is an affront to the values in whose name Europe was created; a source of alienation and disaffection among Europe's citizens; and a monumental waste of human resources, whose mobilisation is essential to meeting the goals of the Lisbon Strategy. The IPGs - as the central instrument for implementing that strategy, must be used to put right this failure at the heart of the European social model.

The European debate over "flexicurity", which has begun to develop into a critical debate for the future direction of the social model, has been clouded by prejudice and suspicion. In its Nordic homelands, "flexicurity" describes a well-functioning and widely supported approach to reconciling the objectives of a dynamic economy and a secure workforce. At European level, there are widespread fears that the term has been hijacked to provide cover for what is essentially a deregulatory drive, giving priority to the needs of employers over those of employees. 
In the 21st century, Europe needs firms that move quickly to seize opportunities in a fast-moving world. What such a firm needs is a workforce with the skills and motivation to adapt rapidly. It needs loyalty, responsibility and initiative, because in a fast-moving environment you cannot depend on a constantly updated rulebook to prescribe working methods, production targets or quality control in exhaustive detail. A fast-moving, flexible firm needs highly skilled, adaptable, motivated and loyal employees. If the IPGs adopt a reference to "flexicurity", it must be on the basis of a balanced set of common principles, agreed between the social partners, which give a central role to training and retraining, active labour market policies, adequate social protection and the breakdown of labour market segmentation by ensuring employment rights for all workers.
Within the European Social Model, our histories and structures are different. But, we have far more in common than differences.  One of the most important features of the European Social Model is the high value placed on the welfare state and the public sector. With government budgets and public sectors ranging from 33% to 55% GDP, the public sector in Europe plays a major role in the economy, including the production of goods and services. It is the precondition for Europe’s social market economy and a bulwark against the development of a market society. 
In recent European political debate, the role of the public sector has been neglected. We believe this is a mistake because the public sector plays a key role in Europe’s economic performance and in its social model. It provides public goods and universal protection against social risks such as unemployment and poverty; it influences labour market conditions and social dialogue. It is plays a decisive role in promoting solidarity, social justice, inclusiveness and cohesion. Conservatives and Liberals like to portray the public sector as a problem for an economy’s competitiveness. But this is not borne out by the facts. In many European countries, an advanced partnership between the public and private sectors has transformed both social inclusion and the environmental protection engines of development, rather than costs and contributed to economic growth. Social protection is key for growth and jobs and even more important for handling change. We have to bring job creation and social protection together. 
The conditions for the future of our welfare states have changed. We will not achieve employment, social cohesion and sustainability unless we take the lead in modernization and reform which ensures fundamental workers' rights and an inclusive society. To face up to the consequences of the global economy and new technologies, we need a European-wide framework for new security, a new awareness, a new capacity for people to live and work in times of constant change. We need a new social Europe and a new recognition that Europe's competitiveness rests not on a trade-off between economic and social progress but on their interdependence. 

Reason n° 3: fragile economic recovery in Europe

Since the adoption of the first three-year IPGs in 2005, there have been decisive changes in Europe. For the first time after five years of low growth, stagnation or even recession in many Member States, the European economy is in a fragile upswing. In 2006, economic recovery of the Euro zone strengthened considerably, with GDP growth accelerating to 2.7% from 1.4% in the previous year. Economic growth was more based in some Member States, supported by robust export expansion and strong recovery of domestic demand, and improved sentiments of consumers and investors.  
However, following financial turbulence during the summer 2007, the current financial upsets are creating uncertainty and could aggravate the slowdown in growth. In its autumn interim seasonal forecasts, the European Commission had to revise its growth forecasts slightly downwards. This slight revision could mark a turning point in the event lasting turbulences on the financial markets.

The fragile recovery is also reflected in employment. The growth of labour productivity has doubled and unemployment has fallen to 8 %. Unemployment rate, at 7.6% at the end of 2006, saw its lowest level in fifteen years, with a further fall to 7.3% expected for 2008. In 2006, 2.9 million new jobs were created. By 2008 a further seven million jobs could be created, increasing the employment rate to 65.5 %. However, some less positive effects have to be recognized as well in this context: crisis in the financial service and banking sector, 3-4% jobs were lost 2006 through restructuring and relocation, while active labour market expenditure fell by 14% from 2002 to 2006. However, future movements in employment are closely linked to future growth. 
Sustained improvements in growth and employment are not guaranteed. The ECB took recently the right decisions on liquidity measures and keeping the interest rate unchanged – but now the right lessons must be learned, too. We need public and private investment to improve the underlying strength of the European economy, to raise skills and promote research, development and innovation. We need structural measures to prevent crises in the financial sector being repeated. and we need to face insufficient regulation and supervision within the financial services market. Across Europe, the economic effects of the financial crisis are clear. Citizens are concerned about prices, their mortgages, their pensions and their savings. We need to equip the EU and the ECB with better instruments for carrying out their work. We need better economic coordination between economic actors both at national and at European level.   
If a key challenge for the IPGs in 2005-2008 was to help give new momentum to an economy stuck in the doldrums, in 2008-2010 it will be to transform a largely cyclical upswing into a sustained structural improvement in investment-led, job-creating economic growth and a shift towards an innovative, low-energy knowledge economy !

Reason n° 4: reinforced coordination in practice within the euro area

Economic and Monetary Union (EMU) is the most advanced stage of European economic integration to date and it will continue to be an important driver of ever closer union in the coming years.  Since the Euro was launched in 1999, EMU has delivered a high degree of macroeconomic stability and encouraged closer trade and investment ties and deeper financial-market integration in the Euro area. 
Awareness among policy-makers that membership in the Euro area means facing common challenges and sharing responsibilities has risen. At the 2007 Spring European Council, EU leaders, in their annual assessment of the renewed Lisbon Strategy, endorsed a new set of Euro-area specific recommendations. These emphasize stronger coordination than in the EU through a greater common ownership of comprehensive and focused reform programmes in the Euro area. With a view to improving the coordination of fiscal policies, Euro area Finance Ministers discussed national budgetary developments in 2007, the outlook for 2008 and their implications for the Euro area.
Yet while interdependence within the euro area is significantly stronger than in the EU as a whole, this does not yet translate into effective and coherent policy processes - in particular regarding the link between quality public spending and cuts in taxes; or between oil price shocks and demand side effects. What is required is recognition of interdependence through a greater common ownership of reform programmes in the Euro area. 

It is urgent to define a reform agenda for the countries in the Euro area in order to take full advantage of economic recovery and to identify common investment activities. The existing joint commitment to simultaneous reforms by the governments of the Euro area should be more fully reflected and supported in the new IPGs . 

Reason n° 5: to increase the relevance of the guidelines

The Lisbon mid-term review in idea 2005 proposed to integrate two sets of guidelines that had not been sufficiently coherent with one another in the past - the Broad Economic Policy Guidelines (BEPGs) and the Employment Guidelines (EEGs). In practice, however, the IPGs are simply a juxtaposition of the BEPGs and the EEGs, but without integration. Worse still, the EEGs are subordinated to the BEPGs, each of which includes several prescriptions that point in sometimes contradictory directions and seem unbalanced when measured against the original equal Lisbon objectives such as growth and jobs. 
A second and more specific weakness is that, apart from the open method of coordination processes covered by the present package of IPGs, other agreed open method of coordination processes - and  in particular those on social protection - are poorly integrated into the IPG-led reform process. This reflects again the Commission's faith in a trickle-down effect from growth to jobs to social inclusion. 

However, the over-riding problem for the effectiveness of the IPGs is that, because of their complexity, they offer little guidance regarding priorities or desirable reforms. There is no published document that provides guidance for selecting national priorities among the 24 guidelines, with their multiple sub-clauses. As a result, the NRPs are very diverse in scope, ambition and degree of precision - differences which cannot be wholly explained by differences in national circumstances. The sobering truth is that governments seem to have largely ignored the IPGs when drafting their NRPs. These usually refer only vaguely – if at all – to them, raising the suspicion that in several cases NRPs are just a repackaging of existing measures
The apparent lack of relevance of the main instrument of the Lisbon strategy and its reform process should not longer be accepted in the interest to reach the Lisbon goals 2010. Clear, balanced and coherent guidelines are needed.

III.
Desirable key elements for a real review of the IPGs:
1.
Macroeconomic policy coordination to boost growth and employment
At the PES Lisbon network and the PES Group, we have long called for stronger and more effective coordination of economic policies. Indeed at our Vienna Council the PES Leaders decided that the PES should focus on a new growth and investment strategy. The PES Congress strongly reinforced this message.
This "growth strategy" is clear
: our goal must be full employment, with good quality jobs.  We must combine flexibility and security.  We must have a coordinated investment strategy and act simultaneously so as to create spillover effects and generate economic growth.  Both supply and demand sides of the economy must interact.

With this in mind, Member States should target their resources to intelligent investments.  High quality public spending are key to generate further economic growth and to develop the Lisbon goals.  Recent experience has shown that an effective macroeconomic stabilisation policy is important but not in itself conducive to economic growth.  
It goes without saying that the sustainability of public finances is an important criterion for the macroeconomic policy mix.  Nevertheless, this needs to be coupled with quality investments and quality public spending, measured through a good system of indicators to assess its efficiency and effectiveness. The European economy suffered from a long period of recession and stagnation and the interaction between economic growth and stabilisation must be properly reflected in the integrated guidelines.  These should reflect a balance between policies to reduce public debts and to ensure a sustainable public deficit level and intelligent, coordinated, public and private investments. We need an integrative policy-led approach between the reformed Stability and Growth Pact and the new generation of IPGs. 
Moreover, wage and tax policy are efficient tools both for economic stabilisation and for economic growth.  Wage increases in line with inflation and productivity levels should be ensured. Tax policy and coordination should be selectively used to foster the Lisbon goals. The social partners have a key role in ensuring wage developments in line with inflation and productivity. This ought to be reflected in the integrated guidelines and economic growth needs to be given a greater emphasis.  

Thus the PES Lisbon network and the PES Group call for:

· integrative policy-led approach between the reformed Stability and Growth Pact and the new generation of IPGs

· a concrete reference to high-quality public spending both in terms of efficiency and effectiveness 

· reference to coordinated investment activities 

· an approach to wages which reflects productivity 

· strengthening and broadening coordination within the Euro-area, in particular towards an intelligent policy mix of fiscal coordination and high-quality public spending.
2. 
Strengthening coordination and the multi-supportive approach of research, innovation and education; balance structural reforms with investment activities, in particular in human capital

The development of R&D and innovation and its link to education are crucial factors for the development of a competitive Europe.  Investments in both innovation and R&D are for us key pillars to the achievement of the Lisbon goals, which unfortunately still see several Member States far from reaching the 3% GDP investment in R&D.  Achieving this target is now urgent.
Innovation cannot be however a privilege for multinationals and leading companies.  For us, innovation policy needs to be inclusive, meaning accessible to SME’s. The use of tax policy in order to ease investment in innovation by SME’s should be considered by Member States. Moreover, both innovation and R&D should be linked to education and lifelong learning.  This needs to have concrete financial instruments both at national and EU levels.

Globalisation implies new skills and a more demanding education system than in the past needs to follow, in particular regarding the fight against poverty and social exclusion. Thus, a link between innovation, R&D and education, from an early stage, has to be pursued by Member States.  
Furthermore, social partners have a key role in ensuring that educational systems and lifelong learning are adapted to business needs and that new skills can be developed. In addition, Member States should work towards a more active lifelong learning policy for women, older workers and migrants as well as should establish a youth guarantee whereby no young person is left behind. This youth guarantee can take the form of a job offer or a training activity.

Thus the PES Lisbon network and the PES Group call for:

· more support for R&D and innovation 

· more support for new skills, lifelong learning and modern education/training systems, through introducing a new comprehensive guideline

· national benchmarks on lifelong learning

· establish a youth guarantee (job offer or training activity)

· a clear link between research, innovation and education

· a balance between structural reforms and investment activities

· promotion of an active migration policy.

3.  Strengthening environmental and social aspects of the internal market and improving its external dimension

A number of strategies such as the Lisbon Strategy, the Growth and Stability Pact or the EU Sustainable Development Strategy is in place in Europe which aim at higher growth, more and better jobs, the reduction of energy consumption, better protection of the environment, and a sustainable economy. The Spring Council 2007 agreed on a set of targets to reduce both carbon dioxide emissions and oil dependency. Europe now needs to bring these elements together if it wants to achieve a rapid shift towards a low-carbon economy. Above all the EU has to ensure a stable environment, to take into account the effects of climate change, for the introduction of cleaner, more sustainable technologies. Cleaner and sustainable technologies are not a cost but an opportunity and more importantly they can create new jobs. The IPGs should promote a "smart green growth strategy" where the economic, social and environment pillars interact and foster job creation. Good and efficient public services need to be ensured and their role on fostering the environmental and social pillar of the Lisbon strategy should be strengthened.  The adoption of high environment and social standards in public procurement policies should be actively pursued by Member States. The use of tax policy, can also be an efficient tool to the development of higher standards.  Europe should take the lead at global level by setting global standards on this issue and this should be properly reflected in the new set of guidelines.
Thus, the PES Lisbon network and the PES Group call for:

· raising the competitiveness of European enterprises and industries policy within the internal market by developing an integrated approach

· reference to the important role of public services

· more emphasis on the corporate social responsibility of enterprises

· references to environmental and social impact assessment

· more attention to the EU's role outside Europe, including in particular the promotion of environmental and social standards.

4.
Strengthening financial market regulation
The European Financial Services Action Plan has contributed to delivering an integrated and well functioning European capital market that is taking the lead in the world not least because of the quality and solidity of its regulations. The question is now: who is profiting from this success? Are end users profiting to the same extent as the large multinational players that strengthened their international position in a consolidation that led to pretty dominant positions in the top of the financial markets? Consolidation at the top of the market is strong, with 30 - 40 major cross border financial players and a high concentration in several member states. Merger and acquisition activity have been high and national markets in new member states are dominated by foreign players.

However, we are confronted with a much lower degree of integration in the retail financial markets. The answer to the persistent prevalence of traditional domestic structures of retail financing is not simply to open up the national markets by forcing acceptance of foreign products and sales methods on the basis of supervisory and consumer protection regimes of their country of origin. Traditions of consumer protection and conduct of business supervision are firmly rooted in the context of the different legal and social-economic systems and should not be simply overhauled into a one-size-fits-all harmonisation. An appropriate framework of supervision, contractual law and consumer protection should be developed for these products to be portable across borders within the EU, mutually recognised by all involved regulators. 

Another important topical phenomenon is the rapid rise of the alternative investment business, often based in exotic places outside the EU. Private equity firms and hedge funds should bring the real economy the desired investments in innovation, in sustainable growth, in a higher quality of jobs and social cohesion. Adequate measures should to be taken by central banks to ensure that hedge funds and private equity funds do not pose any threat to financial markets stability. We need transparent roles of conduct for the directors of companies, investment bankers and managers in order to avoid conflicts of interests in this context. An international task force to monitor developments on these markets and to study possible regulatory measures should be taken strongly into consideration.
Thus, the PES Lisbon network and the PES Group call for:

· to give necessary means to national supervisors while ensuring improved coordination amongst them 
· integration, appropriate framework of supervision, contractual law and consumer protection in the retail financial markets
· regulation, accountability, supervision and more transparency on hedge funds and private equity funds, including information and consultation of trade unions and workers before any buy-out

· tax policy measures promoting long term investments, including effective taxation for returns of alternative investment funds.

5.
A New Social Europe 

European cooperation and the enlargement of the European Union to 27 Member States represent the framework for potentially enormous new sustainable economic and social development. Europe is a global economic player - the Single Market is the largest economy in the world. Europe is both driving globalisation and affected by globalisation - we do not have to adapt passively, we can actively shape the future.

This can only be done with the participation and trust of ordinary people. It is about enabling society, people, businesses, trade unions - all actors - for change. It is about ensuring that people can feel confident and able in a context of continuous change. We need an active inclusion policy by side labour market reforms. 
Decisions are to be taken on how to make our societies inclusive, based on decent work, social dialogue, rights and opportunities for all geared towards full, quality employment and full social inclusion.  We need to be based on environmental sustainability; to provide springboards for achievement at every stage of the life cycle in the new knowledge-based society; to have a new labour market built on both rights and duties - collective rights for individual opportunities and responsibilities.  Furthermore, we need to promote stronger social dialogue and to engage civil society in dialogue and partnership. 
It cannot be emphasised too strongly that policies for "flexicurity" can only succeed if they are introduced in a coherent way. First, there must be a supportive macro-economic policy framework: the Nordic experience shows that you cannot have "flexicurity" without economic growth and high employment. Second, you cannot cherrypick among the different essential elements of "flexicurity". A coherent "flexicurity strategy":

· must provide for a balance of rights and obligations for employers and employees alike; 

· requires a well-designed, comprehensive and coherent welfare system which helps people to cope with the risks of economic change;

· it must be supported by sufficient investment in active labour market policies - the recent negative trends in such investment have to be reversed;

· it requires increased investment also in education and training, improvements in both quality and accessibility, and a stronger relationship between the worlds of education and employment;

· the whole enterprise must be underpinned by a close understanding and willingness to work together on the part of the social partners.

Thus, the PES Lisbon network and the PES Group call for:

· stronger guidelines linked to employment and social policy

· support for a comprehensive and well-balanced flexicurity

· a reference to rights and duties of all citizens and all actors in the labour market

· increase emphasis on actions against poverty and active inclusion policies, and stronger links between growth, jobs and social protection

· promotion of equal opportunities and to the development of childcare facilities, in order at least to meet the Barcelona targets.

6.
Improving the "Lisbon governance" -  improving ownership

The Lisbon strategy and European-wide reforms up to the deadline of 2010 need still better ownership and understanding at all level, institutions, citizens and across policy fields. The Lisbon national reform programmes need to have the time to be drafted and need to accurately reflect the "Lisbon integrated guidelines".  In order to ensure consistency between the integrated guidelines and the national reform programmes, Member States should work towards establishing nationally set targets in line with the priorities outlined above. 

Furthermore the role of the European Parliament and of National Parliaments needs to be strengthened along with the relevant formations of the Council of Ministers.  The Lisbon strategy is a multi-level and horizontal strategy, which needs strong and effective horizontal and cross-sectoral coordination between all actors involved, and between different processes of open method of coordination, in particular regarding social protection/inclusion and sustainable development.  

Thus, the PES Lisbon network and the PES Group call for:

· stronger references of to the IPGs in the Commission' s recommendations to individual Member States and in the NRPs

· more time for Member States to draw up their NRPs

· a stronger partnership at national level, in particular regarding the involvement of national parliaments, social partners and regional/local authorities

· better recognition of links between different processes of open method of coordination

· clearer involvement of the EP

· a Lisbon communication strategy at all levels, supported by all actors.




























�	PES report "The New Social Europe" by P.N.Rasmussen and J.Delors, February 2007





�	See PES "A new Growth and Investment Strategy", October 2005 





�	see PES Group response on European Commissions' flexicurity approach, September 2007








PAGE  
10

