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FROM MEMBERS OF THE REFLECTION
GROUP TO THE EUROPEAN COUNCIL

Dear President and Members of the European Council,

We have the honour of submitting the report requested by the European Council, at its meeting in Brussels on 14 De-
cember 2007, on the challenges that are likely to face the EU in 2030 and how we might address them.

This Report reflects the work of a diverse group of individuals with diverse priorities and interests. It is the outcome of
lengthy debates and discussions, and as such it represents both consensus and compromise. Not all the proposals have
every Member's support, but every Member supports the majority of its contents.

The uncertainty which characterises our times has made the task entrusted to us particularly difficult. We were forced
to base our analysis only on those long-term trends that are easier to discern.

Our findings are reassuring neither to the Union nor to our citizens: a global economic crisis; States coming
to the rescue of banks; ageing populations threatening the competitiveness of our economies and the sustainability
of our social models; downward pressure on costs and wages; the challenges of climate change and increasing en-
ergy dependence; and the Eastward shift in the global distribution of production and savings. And on top of this, the
threats of terrorism, organised crime and the proliferation of weapons of mass destruction hang over us.

Will the EU be able to maintain and increase its level of prosperity in this changing world? Will it be able
to promote and defend Europe’s values and interests?

Our answer is positive. The EU can be an agent of change in the world, a trend-setter, and not just a pas-
sive witness. But this will only be possible if we work together; the challenges ahead are too large for any European
country to address on their own. Our ability to influence developments beyond our borders will in turn depend on our
capacity to secure solid growth and internal cohesion within the Union. This is the conclusion reached by our Reflec-
tion Group, following intensive deliberations and consultations with numerous experts and institutions.

All our members agree on one fundamental issue: Europe is currently at a turning point in its history. We will
only overcome the challenges which lie ahead if all of us - politicians, citizens, employers and employees -
are able to pull together with a new common purpose defined by the needs of the current age.

Since our group was established, Europe has seen a number of important developments, including the institutional cri-
sis caused by the rejection of the Lisbon Treaty, and the recent financial crisis which has triggered a global recession.

The successful ratification of the Lisbon Treaty allowed us to end a long period of introspection which had distracted
the Union from the major challenges affecting our future.

Unfortunately, the financial crisis, which was the result of shortcomings in the functioning and supervision of our fi-
nancial institutions, is still with us today. The situation within the Union, and therefore our own reflections, have been
deeply affected by the social, economic and political ramifications of the crisis. At this crucial juncture, the EU
needs to act decisively and together in avoiding protectionist temptations.



This crisis, whose origins lie on the other side of the Atlantic, has affected Europe more than any other region of the
world by uncovering structural weaknesses in the European economy that have long been diagnosed but too often
ignored.

The crisis has therefore acted as a wake-up call for Europe to respond to the changing global order. As with all trans-
formations, the emerging order will result in new winners and losers. If Europe does not want to be among the losers,
it needs to look outwards and embark on an ambitious long-term reform programme for the next twenty years.

EU leaders must continue adopting measures to overcome the current crisis but these must be connected
to the medium and long-term reforms which the Union needs. \We speak of the Union because of our Single
Market, because of our common currency and our stability and growth pact which mean we are interdependent. Euro-
peans must tackle the crisis together, or each see our respective initiatives fail.

In order to exit fully from the crisis, we must continue the stimulus measures until our economies can function on their
own. If spending is cut too early, our recovery could slip into reverse. Our top priority must remain creating jobs and
growth. And those Member States that can no longer afford to spend, due to costly rescue operations, rising social
expenditure and declining sources of revenue, will have to rely on the EU and other Member States to take the lead in
setting up the conditions for economic recovery.

Strengthening economic governance in the EU is urgently needed if we are to avoid the asymmetric shocks
which derive from the co-existence of our monetary union and single market with divergent economic policies. The
origins of the crisis had little to do with the Euro and Stability and Growth Pact, but these mechanisms have not been
sufficient to ensure economic convergence during the crisis. The EU needs to find solutions to the existing imbalances
between Member States, by examining and correcting the losses in competitiveness reflected in balance of
payments and current account deficits. These issues need to be included in the Union’s convergence criteria and
an instrument for ensuring monetary stability is needed to confront unforeseen crises.

If the EU is to avoid a repeat of the crisis, it must urgently undertake reforms to the functioning and su-
pervision of our financial institutions. Today, these financial institutions have changed few of the practices which
led to the crisis, except to significantly reduce their lending. It would be desirable for these reforms to be coordinated
among the G20, but until this happens, the EU must develop its own regulatory norms and mechanisms for control
and supervision. Our citizens will simply not tolerate another rescue operation on the scale we have witnessed.

Looking to the 2030 horizon, Europeans will need a highly competitive and sustainable social market econ-
omy in order to maintain social cohesion and fight against climate change.

This will require an ambitious reform programme with clear priorities and much more effective enforcement mecha-
nisms than the Open Method of Coordination can provide. In this context, we assume that the Commission’s new Eu-
rope2020 strategy will form part of this major endeavour.

The EU must therefore implement without further delay the structural reforms that are still pending from the Lisbon
Agenda. This will require reforming the new strategy’s implementation mechanisms, by means of a more effective sys-
tem of incentives, to ensure that the objectives decided by the European Council and other European institutions are
actually met.



Human capital is the key strategic instrument for ensuring success in the global economy. And yet, Europe
has lost considerable ground in the race to a knowledge economy. Catching up will require a coordinated ef-
fort. Member States must mobilise the resources they agreed to invest in R&D, with the help of the private sector,

and reform all aspects of education, including professional training. The Union must also act through its own revised
budgetary instruments, while making better use of the European Investment Bank and the European Investment Fund.
Finally, we need to consider the possibility of opening up new sources of revenue, for instance through the imposition
of a carbon tax.

The EU needs to implement a common energy policy with both internal and external dimensions that will allow
us to achieve greater energy efficiency and savings of the kind advocated in the Europe2020 strategy, and diversify
our energy supplies from third countries. Europeans also need to embark on a serious discussion about the need for
safe nuclear energy in Europe, and to define the contours of a permanent system of incentives for the development of
alternative energy sources.

The EU must continue leading the fight against climate change. Yet, in order to be more effective and relevant
in the emerging world order it must avoid repeating the mistakes we made in Copenhagen. It will be necessary to de-
velop a truly common negotiation strategy which would allow us to defend our interests better.

Europeans must tackle our demographic challenge. If urgent measures are not taken, our ageing societies will
put unsustainable pressure on our pension, health and welfare systems, and undermine our economic competitiveness.
Priority measures must include increasing the proportion of women in the workforce; facilitating a better work-life bal-
ance; reforming our approach to retirement, so that it is seen as a right and not an obligation; and developing a more
pro-active immigration policy suited to our demographic and labour market needs.

The EU must strengthen the Single Market against temptations of economic nationalism and complete it
to include services, the digital society and other sectors, which are likely to become the main drivers of growth and job
creation in a market of 500 million users and consumers. The strengthening and completion of the Single Mar-
ket should be accompanied by improved tax coordination.

Europeans must reform the labour market and modernise our corporate governance practices. If we are to
fully realise the potential of the technological revolution, we must make major changes to our labour market struc-
tures. Some Member States have already implemented successful reforms based on the model of flexicurity; we have
to learn from these experiences while adapting them to our different national circumstances. We must increase the
employability of our workers and the flexibility of our companies in an economy that is in constant flux. Improving
labour productivity must become a priority, and productivity gains must be made directly proportionate to levels of in-
come.

Addressing these challenges will not require changes to the Treaty. Nor, in accordance with our mandate,
does the report rigorously distinguish between the different levels of power or at what level action has
to be taken. We are not concerned about who should act, but rather which is the right course of action to take, and
without further delay. This also means that it is urgent to assess existing budgetary levels and priorities, including both
the funding earmarked by the Union and that assigned by the Member States in pursuit of priorities agreed at EU
level. When ambitious objectives are pursued with limited resources and weak implementation mechanisms, we have a
recipe for disappointment.



If the EU is to achieve its goals, the European Council and the Eurogroup will need to strengthen their leader-
ship role, in coordination with the Commission and the European Parliament.

As we embark on these reforms, we must take full advantage of the new tools contained in the Treaty of Lisbon to
develop greater citizen participation in the Union; an effective internal and external security policy; more solid relation-
ships with our neighbours; and the ability to represent our interests abroad.

The EU project should also become a citizens' project. Our citizens are convinced, often more than their leaders, as
surveys show, that it is in the interest of the Union and its Member States for the EU to become a more relevant and
effective global player, and to speak with one voice in its efforts to promote our common interests.

Our citizens demand greater European coordination in the fight against organized crime and terrorism, because they
know this is the only way to address these challenges in an area where people are free to move across borders.

Our citizens realize that our wellbeing, development and security are linked to those of our neighbours, with whom
we must develop especially close cooperation in pursuit of our common interests.

Our citizens know that our foreign policies will be more powerful and effective if we are able to act together in de-
fence of our interests, and not in a show of disunity where each Member State competes for a starring role in the style
of bygone years.

Our citizens want the European Union to serve their interests, and therefore expect their social, civil, family and em-
ployment rights to accompany them wherever they may move within the Union. It is by guaranteeing the portability of
social rights that the Union will become more meaningful to our citizens.

All of this calls for a new compact between the European institutions and economic and social actors; and between
different levels of power — national, regional and local. Above all, the situation calls for strong political leader-
ship, a form of leadership marked by the capacity to sustain an honest and fruitful dialogue with citizens and to gov-
ern in partnership. Ensuring the support of our citizens will be vital, not only for the Union to withstand the social and
economic impact of the crisis but also for it to undertake the structural reforms needed if Europe is to emerge stronger
in the future.

The EU is more than a common market. It is also a Union of values. With the support of the citizens of Europe the EU
can lead efforts to address major global challenges. Confronted by a crisis which they did not create, our citizens will
only renew their belief in the European project if their leaders are honest with them about the scale of the challenges
ahead, and if they are called upon to make efforts comparable to those that brought prosperity to Europe after the
Second World War.

Sincerely yours,

Members of the Reflection Group
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THE EU HAS A CHOICE

Since the end of the Cold War, the speed and scope of
change has been breathtaking. The last twenty years
have left nothing untouched: how we work, how we
consume, how we travel, how we relate to each other,
the reasons we empathise, the issues that scare us
have all been transformed. And most of these changes
have caught us by surprise. The global financial crisis is
only the latest in a series of events which have shaken
our convictions and belief systems. For the first time in
Europe's recent history there is widespread fear that
today’s children will be less well off than their parents’
generation. Today, we live an age of insecurity.

This situation poses an unprecedented challenge for the
European Union. During most of its existence, it con-
stituted an anchor of internal stability, creating peace,
democracy and a fair share of prosperity on half of the
continent following the Second World War. In time, it
brought Europe’s other half on board through a process
of unprecedented political and economic integration.
These successes allowed the EU to become the world's
largest economic power, encompassing a single market
and currency. And yet, as European citizens peer into
an ever more complex and uncertain future, they do so
without the common purpose which characterised the
post-war years.

The EU’s past achievements were focussed on its own
corner of the world. During successive stages of integra-
tion, Europe’s external environment remained relatively
stable. Today the situation could not be more different.
Rapid changes are sweeping across the world. In the
next twenty years, there will not only be several poles

of power, but the world’s centre of gravity will also have
shifted — to Asia and the global south, to new public
and private actors, upwards to transnational institutions.
The challenges which Europe faces today stem as much
from developments outside its borders as they do from
the EU’s timidity in responding to them. If the Union is
to secure its future, it will need to adjust its objectives
and policies to cope with this fast-changing world.

Facing up to the world’s dramatic
transformations

If the last twenty years have been disruptive, the next
twenty are likely to be even more unsettling. A new
multi-polar world is emerging where power is more dif-
fuse and international dynamics more complex. With
slower growth than its main competitors, the EU’s share
of global wealth is inevitably declining. The EU’s human
capital has long underpinned its economy, based on
cutting-edge innovation and creativity. But other regions
are now moving ahead through higher levels of invest-
ment in research, technological development and inno-
vation. By 2030 Asia is expected to be at the forefront
of scientific and technological developments, producing
high-value goods capable of transforming production
and overall quality of life.

As the emerging economies catch up with living stand-
ards in the advanced industrialised world, the global
consumption of energy is increasing. By 2030 world
energy requirements are likely to be 50 per cent higher
than today, with fossil fuels representing 80 per cent of
supply. Dependence on energy imports is set to increase,
with the EU importing nearly two thirds of its needs.

In addition, the availability of energy and other essential
resources is likely to be adversely affected by climate
change and many predict severe shortages by 2030.
Price volatility and supply uncertainties will also be ex-
acerbated by political volatility in energy-rich countries.
Renewable energy will have grown more rapidly than
traditional energy sources, but by 2030 it will still only
represent a small part of world energy supply. Com-
pounding this trend is our failure to curb losses in biodi-
versity, with serious implications for long-term economic
sustainability.

All this is taking place against a background of sweep-
ing societal transformations in our countries. In an age-
ing society with almost twice as many people over-65
per worker as today, EU Member States will have to
make considerable efforts to finance their social support
regimes and to retain older people in the workforce. As
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the domestic supply of labour and skills declines, Europe
will need to attract more migrant workers, with conse-
guences for our ability to manage societal integration.
Finally, a technological and communications revolution
is changing both our private and professional relation-
ships, imposing new patterns of life and work which
many find too difficult to cope with.

The choice for the EU is clear: reform or decline

Many of these developments have been accelerated by
the current financial and economic crisis, the worst crisis
of its kind since the Great Depression, and one from
which the EU will take some years to fully recover. The
crisis has highlighted the structural weaknesses which
underlie most of the European economy: lower produc-
tivity, structural unemployment, inadequate labour mar-
ket flexibility, outdated skills and poor growth.

At the same time, the softer impact of the crisis in
countries such as China and India and their much faster
recovery have led many to take a less benign view of
the rapid changes affecting the world economy. Today
there is concern that emerging economies might realise
their full economic potential while taking advantage of
Europe’s structural weaknesses. In truth, current shifts in
economic output can be mutually beneficial, leading to
increased levels of investment, trade and consumption
on all sides. But the EU cannot assume that the “rise of
the rest” will necessarily result in a win-win situation. If
the EU does not adjust to the needs of the global econ-
omy, there is a real danger that Europe’s relative decline
may become absolute.

After 50 years of consolidation, through both deepen-
ing and widening, the EU faces a fundamental choice.
2010 could mark the beginning of a new phase for the
EU and the next 50 years could be about Europe's role
as an assertive global actor or, alternatively, the Union
and its Member States could slide into marginalisation,
becoming an increasingly irrelevant western peninsula of
the Asian continent.
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Embracing a global ambition should not result in scaling
back domestic reforms, far from it; external influence
cannot be achieved without solid growth and internal
cohesion throughout the European Union. But our cur-
rent era has decisively become a global one, a transfor-
mation which is creating new winners and losers. If we
do not want to join the losing ranks, we have to take
bold action now.

Why the European Union?

The challenges we face today are different to those of
the past and call for different responses. Whether we
look at relative demographic and economic decline, cli-
mate change or energy shortages

the challenges can only be properly understood and
tackled when situated in a regional and global context.
This is where the EU as an entity, which is much more
than the sum of its Member States, can demonstrate
its value. By combining multiple levels of power, from
the global to the local, the EU is more capable than any
Member State of meeting the major trials of the 215
century.

This will not happen automatically. Even if the EU enjoys
the necessary structures and instruments, these need to
be harnessed by the Member States with determination
—and for the right purpose.

Fundamentally, the EU’s common agenda boils down to
two overarching and integrated challenges: ensuring the
sustainability of our social and economic model; and de-
veloping the means to support and defend this model,
along with our common values and interests, in the glo-
bal arena. The Commission’s new ‘Europe2020’ agenda
should therefore be supported, yet ultimately will need
to be embedded in a broader perspective.

For the EU to become an effective and dynamic global
player, it will also need to shift solidarity to the heart of
the European project. Solidarity is not an unconditional
entitlement — it depends on individual and collective
responsibility. As such, it can and must inform EU poli-
cymaking and relations at all levels, between individuals



and generations and between localities, regions and
Member States.

Yet European citizens are still hard-pressed to find an-
swers to their problems in the EU. If our mission is to be
shared, politicians and citizens must take ownership of
the European venture. If governments continue as and
when it suits them to treat the EU and its institutions as
alien or hostile, there is little hope of creating the kind
of popular identification with the EU which is needed
for its success. On the contrary, renewing the support of
its citizens by enabling greater participation and trans-
parency is what a successful EU requires.
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RENEWING EUROPE’S

SOCIAL MODEL

ECONOMIC AND

At the heart of the European community is a distinctive
economic and social model, referred to as a 'highly com-
petitive Social Market Economy’ in the Lisbon Treaty. A
number of variants of this model exist with qualitatively
varying performances, but they all fit broadly within a
common framework. Based on the idea that economic
growth should be pursued through the market for
social ends, the model enjoys wide public acceptance.

It helped transform Europe after the Second World War
into an area of powerful industries and services with
strong employment creation potential which, in turn, al-
lowed for a fair system of social protection. A “virtuous
circle” was thus completed, binding together solidarity,
responsibility and competitiveness.

Yet against the background of new domestic and glo-
bal pressures, this model needs to be re-defined and
adapted to a changing context. In the last two decades,
the EU’s potential to generate growth

and jobs, and consequently to improve living standards,
has lagged behind that of its main trading partners.
Although some of its Member States have managed to
break this mould, overall the situation continues to this
day. By revealing structural weaknesses in the European
economy, the current financial and economic crisis has
acted as a wake-up call. Faced with the increasing com-
petitiveness of the emerging and developed economies,
the EU must embark on a bold new reform programme
aimed at achieving higher economic efficiency.

At the same time, the consensus that exists around the
model depends on a continued balance between its
social and market dimensions. This balance has been
disrupted over time as social inequalities have increased.
For some EU citizens, social exclusion and poor working
conditions are still a reality. The answer to this problem
is not an end to economic reform. On the contrary, a
renewed emphasis on increasing economic efficiency
needs to go hand in hand with new social policies. In
other words, the sustainability of Europe’s economic
and social model will depend on our ability to restore a
dynamic equilibrium between the economic, social and
environmental dimensions of development.

The quest for growth and jobs

A strong and globally competitive economy character-
ised by high productivity is a precondition for improving
living standards. Economic growth is increasingly based
on technological change and enhanced specialisation in
the context of deepening globalisation. These develop-
ments affect workers and companies as well as the op-
eration of markets and the management of companies
through a process of structural change. Digitalisation is
increasing the scope for outsourcing, and the ICT-revolu-
tion may give ample scope for growth in productivity for
decades to come.

The EU can enhance the growth process by further de-
veloping the internal market, e.g. in the area of services,
as well as by fighting all forms of protectionism and en-
suring a successful completion of the Doha round. Un-
necessary burdens on labour and companies must not
stifle the growth of dynamic and innovative service pro-
duction while entrepreneurship and risk taking should
be encouraged. Our shared vision is that technological
change, globalisation and ageing populations call for
urgent structural reforms with a view to enhancing flex-
ibility, competitiveness and dynamism.

Reforming the labour market is central to creating more
and better jobs. Member States should aim at improving
three key aspects of their labour markets: the flexibility
and security of their workforce (“flexicurity”); labour
mobility; and the culture and management practices of
enterprises. Workforce participation rates must also be
increased (see section on demography below).

The capacity of the workforce to adapt to constant
shifts in production is a key element in maintaining
productivity. Labour flexibility needs to have its counter-
part in labour security. In a fast-changing world it is not
jobs that need to be protected, but rather the person
who loses a job by enhancing his or her employability.
“Flexicurity” is the best way to provide this protection,
by allowing workers to take advantage of shifting labour
markets and make the transition to better jobs. Central
to this approach is the capacity to acquire and adapt
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skills over the course of a lifetime, combined with the
conditions for transporting skills between and within
Member States.

Today, it is still difficult for workers and entrepreneurs to
access and understand the rules and regulations which
apply to taking up employment or starting a new busi-
ness. While “red tape” cannot be legislated out of exist-
ence, it should not be a barrier to mobility. Most impor-
tantly, social security rights should, once and for all, be
readily transportable between Member States. The rec-
ognition of qualifications across the EU needs to be en-
sured, and multilingualism encouraged. The EU should
also develop a new “professional transition policy” in
order to encourage and facilitate transitions between
jobs as well as support the Union’s social dimension.

Finally, far-reaching changes are needed in the culture
and management practices of enterprises if efforts

to upgrade the skills of their workforce are to suc-
ceed. Companies will need to be more supportive of
workforce initiatives and open innovation to improve
competitiveness through new production processes and
technologies. They will also need to foster a culture of
ownership in the enterprise.

Realising Europe’s social ambitions through
new targeted policies

This new push for economic reform must be accompa-
nied by new targeted measures aimed at enhancing se-
curity and solidarity for the individual. Social support sys-
tems deserve robust protection against abuse or “moral
hazard”. Rights and entitlements must be balanced with
responsibilities and obligations. In particular, social se-
curity systems should be adapted in favour of rapid re-
integration into the labour market rather than long-term
support of people of working age.

In light of the existing division of competences on social
policies, priority should be given to clearly defined and

commonly agreed targets, as recommended by the ‘Eu-
rope2020’ agenda. Member States should take the lead
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in eliminating unfair situations which result from two-
tier labour markets in which groups of employees ben-
efit from the protection of long-term contracts, whilst
others remain unprotected and under constant threat of
dismissal.

Likewise, Member States should dedicate adequate
resources to fighting against social exclusion, poverty,
and gender discrimination, by, for example, implement-
ing existing EU legislation to ensure agreed minimum
standards. A crucial part of this endeavour will involve
empowering job-seekers and other social partners. The
improvement of the information available at the Euro-
pean Employment Service (EURES) and the extension of
the availability of e-infrastructure to houses, schools and
businesses, would mark a solid start.

By providing adequate coordination in the area of social
and tax policy, the EU can support the capacity of its
Member States to pursue social objectives in accord-
ance with their individual preferences without causing
distortions of competition or undermining the Single
Market. The European Investment Bank and European
Social Fund should be fully harnessed in support of anti-
poverty and social cohesion goals agreed at EU level.

The EU should also contribute to the objective of a
healthy European population — a crucial economic and
social asset — in particular through the development of
healthcare, well-being and age-related industries and
services.

Finally, in view of the crisis, the business community
should assume its responsibility by committing itself

to self-regulation in the areas of ethics, accountability,
social and ecological awareness, anti-discrimination, life-
long training and continuous improvement in working
conditions.



Creating a win-win situation: a new deal for
the Single Market

The above social and economic measures need to be
flanked and supported by a fully functioning Single
Market. The development of the Single Market has
long been hampered by two simultaneous processes: a
resistance in some Member States to applying internal
market, competition and state aid rules; and a tendency
in other Member States to oppose even moderate initia-
tives of tax coordination that could improve the func-
tioning of the Single Market and remove the concern
that the Single Market may hinder the pursuit of social
objectives.

Left unattended, these trends would aggravate the bias
of tax systems against job-creation and the difficulties of
Member States in addressing inequalities. They would
also lead to a race to the bottom in social protection
and would exacerbate the opposition to integration. In
short, the economic and the social dimensions of devel-
opment would enter into a lose-lose situation.

The current economic crisis has further underlined the
need for adherence to the rules of the Single Market.
Retrenchment into economic nationalism would only
make the exit from the crisis more difficult and the
European economy less competitive. And yet, in many
Member States, both at the level of public opinion and
amongst political leaders, protectionist reflexes are only
too prevalent.

Against this unfavourable background, a re-launch and
completion of the Single Market are unlikely to hap-
pen without a new strategy or deal. Such a deal should
consist of a commitment to extend — within specified
deadlines — the Single Market to those areas where it is
still lacking or where it is insufficiently developed, first
and foremost the area of services, including the finan-
cial sector. This should be matched by initiatives, if not
further integration, in the areas of cohesion, social and
tax policies, respecting the need for EU competitiveness.
At the same time, efforts to advance towards a low-
carbon economy must go hand in hand with measures

to enhance social inclusion, particularly in relation to
education, employment, information, health and bank-
ing services.

Enhanced economic governance: in the interest
of stability and convergence

The global financial crisis and growing economic diver-
gences between Member States have also made the
case stronger for enhanced economic coordination in
the EU. Renewing the convergence

efforts undertaken in the 1990s — thus leading also

to the enlargement of the Eurozone — is essential to
the economic success and unity of the EU in general,
especially for the Eurozone. These convergence efforts
should be based on the following measures:

e Giving leadership for economic coordination to the
European Council, while fully respecting the role of
the Commission and working closely with the Euro-
pean Parliament, the Commission itself and other rel-
evant economic institutions; reinforcing and extending
the coordination responsibilities of the Eurogroup in
relation to both the internal and external manage-
ment of the monetary Union.

¢ Reinforcing procedures for supervision of national
budgets to ensure transparency as well as the sustain-
ability of public finances; encouraging Member States
to harmonise their budgetary processes and calendars.

e Strengthening macro-economic co-ordination by ex-
tending it to private debt, to the balance of payments
and, more generally, to the conditions for ensuring
competitiveness.

e Enhancing overall budgetary credibility by creating a
financial instrument aimed at combating unexpected
crises and asymmetric shocks while taking into ac-
count the risks of moral hazard.

e Strengthening the functioning and supervision of fi-

nancial institutions to counter excessive leverage and
risk-taking
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e Enhancing the EU’s investment effort by defining a
growth target for the investment component of Mem-
ber States’ public spending; increasing the resources
of the European Investment Bank and the European
Investment Fund; and adapting the European regula-
tory framework to attract more long-term investors
and to favour prudent banking that caters to the
needs of the real economy rather than to financial
speculation.

The challenge of environmental sustainability

The task of redefining Europe’s economic and social
model is further complicated by the challenge of envi-
ronmental sustainability. It will not only require the EU to
rethink its spatial planning, cities and transport, educa-
tion and consumption habits, but also its growth model.
A 'New Industrial Strategy’ is needed to champion new
green technologies and sustainable industrial processes.
In support of this, the EU should:

e Pass a European Innovation Act simplifying funding
opportunities and empower the European Institute for
Innovation and Technology to set up innovative joint
programmes across the EU;

Establish a Small Business Research initiative giving in-
novative, young and small businesses access to public
procurement markets;

Improve the added value of the agriculture, farming
and food industries, whilst reducing their negative
environmental impacts by increasing access to new
technologies and strengthening consumer awareness;

Create or label a series of European Research Centres
within the European Institute for Technology, focusing
on renewable energy, energy efficiency, ICT for sus-
tainable development and transportation networks,
biotechnology and nanotechnologies;

e Adopt a low-carbon transition strategy to set a vision
for a low carbon economy in 2030, and the actions
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required by the EU and Member States to make this a
reality.

Avoiding the pitfalls of the Lisbon Strategy

If the EU is serious about reform it must make proper
adjustments to its governance structures and resources.
This was the lesson of the “Lisbon Strategy”, whose
promise to deliver on European competitiveness became
mired in weak implementation mechanisms. Above all,
the link between common guidelines set down at Com-
munity level and their implementation at national level,
in accordance with each country’s internal distribution
of power, should be strengthened through an effective
‘name and shame’ peer pressure mechanism, as well

as positive incentives, financial and other. Last but not
least, assessment procedures should focus on outcomes
rather than inputs or processes.

All of this needs to be combined with more coherent
use of the EU's own financial resources, those of the
European Investment Bank and those in Member State
budgets, pooling together the funding destined to cover
agreed priorities. Above all, our focus must be on creat-
ing growth and jobs. Not just any kind of jobs, but those
adapted to the knowledge society; and not just any kind
of growth, but growth which is sustainable and defined
by more than just GDP. This is where Europe’s future lies.



GROWTH THROUGH KNOWLEDGE:

EMPOWERING THE INDIVIDUAL

Knowledge-based and creative industries and services
have expanded significantly over the last two decades,
becoming the central pillars for employment and eco-
nomic dynamism in Europe. The days when the EU’s
competitive advantage could be measured in wage
costs are long gone. Today, intelligence, innovation and
creativity have become the relevant benchmarks. They
are Europe’s insurance for future prosperity. We live in a
world which demands not only high value products and
markets, but also, increasingly, high value skills.

And yet, Europe is falling behind in the skills race. On
current investment trends, by 2025 Asia may be at the
forefront of scientific and technological developments at
the expense of the EU and United States. It is estimated
too that by that date nearly a million Chinese and Indian
students will study abroad, bringing a wealth of talent
and experience back to their Asian homelands. This
contrasts with the relatively small number of European
students studying outside Europe. In tertiary-level educa-
tion, the EU is equally lagging behind, with only 27 uni-
versities amongst the world’s top 100, compared to 57
in the United States. The EU is also poorly represented

in political, business and environmental debates taking
place beyond its borders.

The EU cannot afford to be complacent when con-
fronted with this trend. A better use of human talent
will be the key strategic instrument for ensuring up-
ward mobility for individuals and progress for European
society at large. If the EU is to realise the promise of
the knowledge society, it must deliver excellence at all
stages of the education process; continuously upgrade
the skills base of its population according to need; and
create a social, economic and regulatory environment in
which research, creativity and innovation can flourish.

The quest for excellence and relevance:
upgrading education and skills

A solid educational foundation at primary and second-
ary school level can have a huge influence on a person’s
ability to progress through life. Too many European citi-

zens and t