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(1) SUMMARY
CEEP considers that the analysis of the situat®wailid, and that policy priorities and
recommendations are mostly well chosen, but incetapln particular, the widening “growth
gap” remains unaddressed and risks rendering themmmended strategy socially and
politically unsustainable.

(2) ON THE ANALYSIS

It is rightly stated

« that the _negative feedbadletween the sovereign debt crisis and fragilitregshe
financial sector is adversely affecting confideneed thus investment and
consumption;

» That stagnation and unemploymevill exacerbate the social impact of the crisis;

« That a “convincing respons¢o the Euro area crisis is needed in the inteodghe
whole Union;

» That too much political focuisas been placed on emergency measures and ke ofitt
policy changes conducive to bringing back highemgh;

« That the right growth modehust be chosen and that financial markets aressisge
the sustainability of sovereign debt on the baklerg-term growth prospects.

However, the role attributed to Social PartnsrBmited to supporting implementation of the
strategy, ignoring their consultative role in pylitesigr’

! Annual Growth Survey 2012, Communication from @eemmission of Nov. 7% 2011, COM(2011) 815 final,
plus annexes.

4"The social partners will have an important raeptay in implementing some of these recommendsti¢m 2
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(3) ON POLICY PRIORITIESAND RECOMMENDATIONS

The first four of the five priorities reflect essmly basic Treaty objectives and cover the
same substance as last year. The notable excegrgomacro-economic imbalances, whose
correction had been considered an important potibjective, but which are no longer

mentioned. At the same time, modernising public iagstrations is introduced as a new
priority.

On the detailed suggestions and recommendationsPGEposition is as follows:

* Yesto differentiated fiscal consolidatipwhich is now inevitable for objective and for
self-induced reasons: The objective reason isthieafinancial crisis and the recession
have made the dynamics of deficits and debts uaisiadtle. The policy contribution
has been that Euro zone Members were/have beersexkpo overreacting financial
markets.

It appears that the now agreed fiscal strategyiga@n annual consolidation effort of
about _1 percentage poinf EU-GDP over a number of years. This unprecestent
degree of fiscal restrictionoincides with a slowing world economy, low cominte
by economic actors and effective interest rated alebve the expected growth of
nominal GDP.

No to the “one-size-fits-all” recommendation of kewpipublic expenditure growth
below medium-term trend GDP growth. As observe@aaly last year, the size of
public budgets differs widely across the Union ien 37 % to 59 % of GDP!)
while deepening integration, in particular a “Fistiion”, calls for convergence
rather than for parallel shrinking. Equally impartig, these choices are an eminently
political decision to be taken at national levelisthshould not be overruled by
mechanic formulae.

Yes to prioritising _growth-friendly expenditure and labour markeblicies, and
ensuring efficiency of such spending.

Apart from being an investment in human capitaljeadionservices have also been a
dynamic source of job creatigmore than a million in the EU-27 in the three rget®
2010).

Yesalso to aligning pension and health caystems to what can be affordeohd to
making them cost-efficient

However a _healthypopulation is both a value in itself and an inwestt in_human
capitalwhile the growing demand for health services igim@n important source of
job creation(about half a million in the EU-27 in the threeaygto 2010). Health care

3 Applying to Romania and Denmark, respectivelyoigmg the special case of Ireland (ratio of 67 Brpliing
an increase over the previous year of 18 % poWtfithin the Euro area, expenditure-to-GDP ratioggeafrom
40% (Slovakia) to 57 % (France). The area average$1 % for both the Euro zone and the EU-27.2810
data. Source: Eurostat Press Release of O%t2211.
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spending has thus also an important economic dimer=sd should not be seen from
a purely budgetary perspective.

And a_big caveatio “supporting the development of complementaiyate savingso
enhance retirement incomes”. It should be remendbérat the related promotion
schemes have been expensive to the taxpayer whig portion of the entitlements
has evaporated in the financial crisis. Until theancial sector has been tamed,
promoting private pension schemes thus risks ta lighly inefficientinstrument.

Certainly yesto making_tax systemsiore effective, efficient and fairer. Yes also to
broadeninghe tax base, including phasing out environmentadirmful subsidies; as
well as to shifting taxes away from labdowards taxation which is less detrimental
to growth. An updated OECD study on the subjectpvibvide new input§.

But again ndo ignoringthe fact that tax levels and tax structures adtus&U should
convergeover time. This issue will need careful attentignen formulating country-
specific recommendations.

Therefore also ye® enhanced dialogue at EU level to coordinatemeasures, also
with a view to agreeing on a common consolidateg@@te tax base, on a financial
transaction tax and on energy taxation, as alrpagfyosed by the Commission.

« Again certainly yego making_normal lendin¢p the economy a priority. Yes also to
the importance of a healthfinancial system and a robu$tanking sector for
supporting growth, and of avoiding bank excesseassktaking. Two complementary
suggestions, however:

First, in the context of strengthening banks’ capgosition, the issue of a prudent
dividend policy should also be mentioned (re-investing kisgs). Second, explicit

(and not just implicit) reference should be madethe importance of reigning in

shadow bankinga primary contributor to the financial crisis whihas up to now

largely remained unregulated and even unrecorded.

* Yesby definition to the priority of “promoting growtAnd competitivenes®r today
and tomorrow”, and yes to the insight that fisaahsolidation and financial repair are
needed, but are not sufficient in themselves tveegrowth.

Yesalso to most individual measures. Mobilising thé liidget to a greater extent for
building European infrastructure is particularlyleene.

However all the recommended measures aimaising the growth potentiaihile the
current_problems insufficient_growth There is a great difference between the two,
both in practical terms and in terms of policy imations.

4 See Hagemann, R.: Fiscal Consolidation: Part Gatvdre the Best Policy Instruents for Fiscal Caddstibn?,
OECD Economics Department, Working Papers No. 93/an. 10th, 2012.
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The implicit suggestion seems to be that a highewth potential will automatically
translate into higher growth, and that cyclical siderations can be ignored. This is
not so. In the current environment of uncertaitty, causation line will rather run in
reverse direction, as evidenced by recent evergs fesult of the recession, potential
output has been assumed to have receded, in tétmogholevel and trajectory.

The conclusions that in the current environment, cyclical cdiwdis will matter more
for growth and employment than specific structimglrovements

This means in turn that even the highlkediour productivity, the fastesiroadband
connections and the fiercesbmpetition in the retail sector, all helped bgtf&rack
legislative procedure, will do very littléor closing today’s and tomorrow’s growth

gap

The recommendations also raise a concepfuastion: Last year it was suggested that
raising competitiveness through structural measstesuld also be a key lever in
redressing intra-Eurozone current account imbakanile this suggestion was not
convincing, it is puzzling to note that macro-imdrates have now disappeared
altogether, even though a stringent surveillanoeguure has just been instituted.

« A definite yesto the 4 priority of “tackling unemploymentand the social
consequences of the crisis”, and to the preseriidtives and recommendations.

Yesalso to the annexed Joint Employment Refdottas the right thrust and suggests
a comprehensive set of useful and urgent measures.

However, again the overall conclusion is that ther@ growing gajpetween the scale
of the_problermmand what micro-economic measures are able toateliv

This gap could be narrowed through a well-designedge strategy The
recommendation to revise wage-setting mechanismsorder to better reflect
productivity developments is a progress over pnavidrafts, but needs to be made
operational.

The Commission should deepen its analysis and preseempirically sound study on
the macro-economic impact of various wage-settiragtices and outcomes. On this
basis, it may be easier for Social Partners to ldpve@ common understanding of the
pros and cons of various approaches, overcome uhrent impasse and take their
rightful place in EU policy design.

* Finally, yesalso to the fifth suggestion of “modernising puobidministration’s
While it appears somewhat arbitrary to put it at wéh the other objectives which
essentially echo Treaty goals, it is a timely iss¥erk should build on the substantive
analyses already performed elsewhere (e.g. OEQI® rdcommended actions will be
useful in themselves, but their selection appegainasomewhat arbitrary.

® It is recommended to minimise the administratiueden, promote on-line services, reduce time fongany
start-ups to three days and to absorb EU StrucEunadis faster.



In this context, CEEP also wishes to point out dedinitional differences between
“public services”, “public sector” and “public adnistration”, terms which the
Commission seems to use synonymously in this amer @locument (e.g. EU-2029).

(4) CONCLUSIONS

The overall assessmeistthat most measures will be useful, but thair theerall effectwill

be restrictive. This is so because fiscal constbdawill take its toll on activity and
employment while the potential contribution of nmieconomic measures is necessarily
limited, particularly in the short run.

The priority of prioritiesis to restore confidencef economic actors, including financial
markets, but equally important, also consumers iandstors. This alone will do. More
thought needs to be given how this can be achieved.

Simply saying that “most of the growth levere in the hands of the Member Statds not
only analytically wrongbut also economically and politically dangerous

® The concept of “public services” is synonymoushwihat of “services of general interest” (functibna
definition) while the terms “public sector” and ‘plic administration” refer to the institutional asyp.
" P.7 of the main document.



