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“ As to the future, the task is not to foresee it, but to enableit.”
Antoine de Saint-Exupéry
INTRODUCTION

The European Union stands on the threshold of its greatest achievement since the process of
European integration began in the aftermath of the Second World War — the historic
reunification of the continent. Following the successful creation of the single market and the
introduction of the single currency, Europe will now be reunited in the pursuit of democracy,
freedom, peace and progress.

This enlarged European Union offers unprecedented opportunities for improving the
prosperity and quality of life of our citizens and the world in which they and their children
live. The challenge now facing us is to turn this ambition into a reality and ensure that the
European Union seizes the full potential of enlargement and meets public expectations.

The obligation to adopt new Financial Perspectives from 2006 onwards presents an
opportunity to give the enlarged European Union a rea sense of political purpose together
with the means to achieve its ambitions, with actions at European and at nationa level
working in tandem.

Our shared objective should be a Europe that celebrates the cultural and national diversity of
each Member State, remains attached to national identity, yet is also committed to the value of
European identity and the political will to achieve common goals. A Europe of solidarity and
partnership, which gives people the opportunity to build a lasting prosperity in common. A
Europe whose citizens have confidence for the future. A Europe with a voice that is heard
worldwide.

Of course, we face this challenge against the background of a troubled world and interna
uncertainty, and recent events have generated doubts about the European Union’s ability to
act.

To give Europe a Constitution is a powerful and symbolic act, but it is as yet unredised. The
European Union must continue down the path of integration, and avoid the trap of unwieldy
inter-governmentalism. This is why we need the Constitution, and the instruments to decide
and act quickly, so that we can move forward while maintaining the checks and balances of
the community method. Agreement on a new Constitution therefore remains essential to
Europe' s future.

Economically, Europe must rise to the challenge. Our citizens expect the European Union to
build on economic integration and turn the biggest economic and trade entity in the world into
an area generating more growth and prosperity. Europe’s economic performance has been
poor in relative terms. Since 1995, the growth rate for the EU-15 has averaged 2.2 %,
compared to a global average of 3.6% and 3.2% for the United States. The evidence suggests
that — unless action is taken now — European economy will decline. The longer the European
economy underperforms, the more doubts are raised about its ability to deliver one of the key
foundations of political legitimacy prosperity . Robust, coordinated and coherent action is
needed to reverse this trend.



To fight for peace and against terrorism worldwide is a field where Europe must make a
strong contribution, but divisions over key international issues poured cold water on these
hopes.

Addressing these issues, or losing its way: this is the real challenge for the Union and its
Member States. The costs of inaction are great, and will become even greater.

A new commitment is needed to agree the objectives of the European project for the enlarged
Union over the years ahead and give it the means required to deliver them. Without this, all
Member States stand to lose. Joint action is needed by all public authorities, at both European
and national level, to optimise the value added at each level and bring tangible benefits to all.

The Union's value added lies in transnational and Europe-wide action. Here, national
authorities are ill-equipped to take into account the full benefits or costs of their actions.
Effectiveness requires large critical masses beyond the reach of national governments alone,
or in networking efforts made at nationa level.

Common policies, as established by the Treaties, can deliver these benefits, through a mix of
regulation, coordination, and financial resources.

The choices to be made on the next financial perspectives are not just about money. It is a
question of political direction, to be made on the basis of a clear vision of what we want to do.
These choices will determine whether the European Union and its Member States are able to
achieve in practice what European people expect.

This means a new phase for the Union’s budget. It is not about redistributing resources
between Member States. It is about how to maximise the impact of our common policies so
that we further enhance the added value of every euro spent at European level.

* *

*

Successive financial perspectiveshave reflected a political project. For Agenda 2000,
covering 2000-06, the project focused on gearing up Europe to make enlargement possible.
With enlargement now a reality, even if much work remains to be done to integrate the new
Member States, Europe needs to find a new dynamism and meet new expectations.

Europe must work together for higher growth with more and better jobs. There is no
magic solution to boost economic growth in Europe and to set it on a sustainable path.
Nonetheless, it is clear that part of the problem lies with the fact that innovation and
technology do not yet drive growth in European economies. Since Lisbon, the EU has sought
to transform the European Union into a dynamic knowledge-based economy with a solid
industrial base, with targets implying growth raised to around 3 percent per year. The inability
of the Union and its Member States to reach this target shows how the action taken so far has
fallen short.

The Lisbon strategy and the Internal Market require effective economic governance to deliver
the balanced package of economic, social and environmental benefits which lies at the heart
of sustainable development and allows Europeans to face change with confidence.

Growth must be underpinned by solidarity. Competitiveness and cohesion reinforce each
other. The Union's cohesion policy exists to ensure solidarity between al regions and
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citizens. It has proved itself in the past, and must now work in a Union that will be
economically more varied than ever before. This means concentrating its actions on selected
initiatives, and taking into account relative differences and needs.

The fruits of growth must be channelled so as to help Europeans through the process of
change. The European social dialogue should therefore be reinforced and better integrated
into public policy so asto help all economic actors to both anticipate and manage change.

European citizenship must serve to guarantee concrete rights and duties, in particular,
freedom, justice and security, and ensure access to basic public services at European level.
The benefits of membership for citizens now extend beyond market freedoms, and these
issues must be prioritised. It is an area where public liberties and individual rights and duties
at European level are developing, while cultural diversities remain strong and must be
constantly supported and encouraged. Cultural diversity sustains European unity. The Union
has therefore to complement Member States' efforts and ensure that the benefits of Europe
without frontiers are available and accessible to everyone on an equal basis.

Europe must be a strong global player. No one can question the importance of the role that
Europe has to play in the world, starting from its responsibility vis—a-vis its neighbours. This
has been taken for granted, for example, in the future of Europe debate. Be it development
assistance, trade policy, foreign and security policy or external aspects of other policies, the
expectations for Europe are growing.

It is equally evident that on the global scene Europe is acting way below its economic weight
and political potential. Only through the existence and efficiency of common action can we
trandate our values and political declarations into reality. We will never be able to properly
respond to crisis in Europe or elsewhere without common instruments and the resources to
make them work. As a continental and global player, the EU must rise to the growing
challenges and responsibilities of its regional |eadership.

* *

*

The future financial framework of the European Union should offer the stability to support the
political objectives of the Union on a multi-annual basis. It must be targeted to deliver
concrete, selected priorities that benefit Member States and citizens. This means optimising
the relationship between action at national and Union level.

Common policies can and must continue to be central to achieving the objectives of the
enlarged Union. Common policies are not an optional extra: in these fields, only joint action
at European level can succeed.

Traditionally EU policies have been centred on the agriculture sector, on cohesion, on the
creation of an integrated internal market and on the achievement of macroeconomic stability.
In those areas, they have had great success. It would be a mistake to disengage from those
fields, where policies have already been adjusted to build on their success and to address new
needs. The agreement on agricultural reform and its financing shows that the Member States
share this view. The Union must now further rationalise its action in those fields and extend it
to the new Member States. But since enlargement will have an asymmetric impact on the
Community budget — increasing expenditure more than revenues — even the simple
preservation of the ‘acquis implies an intensification of financial effort.



The gap between ambitious, highest-level political commitments and a failure to implement
them cannot be allowed to grow any wider. In many of these new priority areas, the capacity
of the Union to deliver on the promises of the Member Statesis crippled by alack of political
will to act and by insufficient resources. The political aims and expectations set for the Union
must be matched by adequate means, including financial resources. The goal must be to
maximise the efficiency of public spending and make national and European efforts more than
the sum of the parts.

PRIORITIESFOR THE ENLARGED EUROPEAN UNION

3 prioritiesfor the next financial perspectives:

(1)  Thelnternal Market must be completed so that it can play its full part in achieving the
broader objective of sustainable development, mobilising economic, social, and
environmental policies to that end. This encompasses competitiveness, cohesion and
the sustai nable management and protection of natural resources.

(2)  The political concept of European citizenship hinges on the completion of an area of
freedom, justice, security and access to basic public goods.

3 Europe should project a coherent role as a global partner, inspired by its core vaues
in assuming regional responsibilities, promoting sustainable development, and
contributing to civilian and strategic security.

A. Sustainable development

The internal market objective provides the basis for growth. But increasing European citizens
prosperity according to European values requires the transformation of the European Union
into a dynamic knowledge-based economy, with sustainable economic growth and greater
social cohesion. This is precisely what the Lisbon Agenda, launched in 2000, completed in
the Goteborg European Council of 2001, isall about.

Reinforcing and delivering the Lisbon agenda entails addressing the mutually reinforcing
aspects of competitiveness and cohesion. These are dealt with in the subsequent sections.

Increasing European citizens' prosperity in a sustainable way requires:

Transforming the European Union into a dynamic knowledge-based economy geared
towards growth.

Pursuing greater cohesion in the context of an enlarged Union.

Reinforcing the competitiveness of our agriculture, strengthening rural development,
ensuring sustainable exploitation of fish resources and the quality of the environment.

1 Competitiveness for Growth and employment: the need to implement Lisbon

Giving priority to growth requires a new orientation for the national as well as EU policies
and budgets. What is needed now is a more dynamic and better connected Europe. This
requires a substantial change in policies to support the Union's physical and knowledge
infrastructure. This means action to improve research, boost enterprise and innovation, and




establish networks at European level, and to enhance the role of education. Thisis acondition
of maintaining a competitive industrial base. Simultaneoudy, this requires new collective
guarantees for employees and a new effort to anticipate and adjust in time to a changing
global economic and trade environment.

The objectives:

Promoting the competitiveness of enterprisesin afully integrated single market,
Strengthening the European effort in research and technological development,
Connecting Europe through EU networks,

Improving the quality of education and training,

Socia policy agenda: Helping European society to anticipate and manage change.

a)

Promote the competitiveness of enterprisesin a fully integrated single market

In order to meet its ambitious goals of enhancing growth promoting cohesion and
environmentally-friendly investment, Europe needs to develop a coherent competitiveness
approach to unlock the untapped potential of the Internal Market. The Union can be the
catalyst and coordinator of Member States efforts and it can contribute to, and complement
their achievements.

European Union actions to improve the business environment and to increase productivity
could address the following strands:

Completing, improving and managing the Internal Market . Further legislative work
will aim to remove the remaining obstacles to full market integration. In some particular
areas like network industries or services, the single market is still far from being a redlity.
Managing the Internal Market in areas like pharmaceutical or chemical products, whether
through agencies, or through European standardisation, will continue to involve a
significant effort in the enlarged Union. An additional challenge will be to extend it to
neighbouring countries.

Preserving and enhancing the competitiveness of industry, aiming at higher
productivity growth and improved international competitiveness. This includes a new
approach to Community and national legislation, with the full use of “better lawmaking”
principles, including the assessment of the impact of legislation and of the regulatory
environment on the competitiveness of the European enterprises.

Fostering entrepreneurial initiative and small business development. Further
improving the access to finance through Community financial instruments, as well as the
availability of European business support services, will contribute to the fitness of
enterprises to do businessin the enlarged internal market and to compete abroad.

Mobilising relevant actors and resources to help realise the innovative potential of
enterprises. Promoting technology transfer t hrough knowledge flows and innovation
networks will bring benefits to firms, in particular to young innovative enterprises.
Innovation policy will aso foster investment in innovation, in organisational change and
in innovative design solutions. Facilitating common approaches, cross-border and regional




activity as well as networking throughout the EU can contribute to the development and
diffusion of an innovation friendly regulatory environment.

— More systemic approaches to the information society based on a mix of research,
regulatory and deployment policies are a prerequisite for cutting the gap in productivity
growth, since public and private investment in information and communication
technologies play a major role in improving productivity, competitiveness and increasing
efficiency.

— Investment in information and communication technologies in public services in the
Member States is estimated to be around 50 Billion Euro up to 2011 for purely national
actions. An additional effort will be necessary to ensure the uptake and adoption of those
technologies in pan-European public services in order to improve their efficiency,
effectiveness and interoperability. This covers public sector areas such as health,
environment, culture, education and security.

— Promoting the take-up of eco -efficient technologies, which can reduce environmental
impacts while contributing to competitiveness and growth. Many potentially significant
environmental technologies exist, but are underused, due to lock-in to existing
technologies, difficult access to finance, low investor awareness, distorted price signals.
Based on the Environmental Technologies Action Plan, environmental technologies can be
promoted through market-based instruments as well as targeted policy initiatives aiming at
pushing innovation in this area. EU instruments in the field of research, demonstration, and
innovation, as well as regiona policy and externa cooperation, should integrate this
dimension.

b) Strengthening the European effort in research and technological development

An obvious area where the EU budget can, and should, make a difference is research and
technology. The European research effort remains too fragmented, too compartmentalised and
insufficiently connected to international cooperation. Moreover, Europe devotes only 2% of
its GDP to research, compared with 2.7% in the United States and more than 3% in Japan.
Europe has not been able to attract the best world’ s researchers, and many excellent European
scientists still chose to work in US. Thisis acritical issue to improve our productive sector’s
capacity to benefit from the new international division of labour.

To help Europe to become a beacon of excellence attracting researchers and investments, we
must remove the barriers to excellence arising from segmented national programmes. But
quality improvements will not be enough. Increasing the research effort will aso be
necessary. This implies that the Union must pursue simultaneously three related and
complementary goals:

Realise a “European research area”, acting as an internal market for research and
technology, as well as a space for a better co-ordination of national and regional research
activities and policies, to overcome the present fragmentation and duplication of research
effortsin Europe;

Help raise the European effort on research to 3% of Union GDP by 2010; with 1% to
come from public sources, and 2% from the private sector.



Support and strengthen research throughout Europe by providing direct financia
support at European level to complement national programmes helping to achieve the first
two objectives.

Financial support a EU level offers a high added value in research by helping to create
critical masses of financial and human resources, stimulating excellence and creativity
through exchange, networking, collaboration and competition at European scale, and
increasing the visibility of European capacities and performances.

There is hence a strong case for a significant increase in EU research funding currently at
0.04% of GDP, as a contribution to bridging the remaining gap towards the 1% target of
public investment, as a complement to national efforts and in close relationship with them.
The Union’s action should concentrate on 5 main themes corresponding to 5 major issues
Europe is facing in research:

Stimulating the dynamism, excellence, creativity and productivity of European research by
giving financial support to projects carried-out by individual research teams selected
on a competitive basis at European rather than at national scale, in particular in basic
research, to explore new scientific avenues and topics, in close relationship with the
scientific community.

To that end a European facility would be established along the lines of, for instance, the
National Science Foundation in US, for awarding grants to the highest level individual
research teams in competition at European level, in fields such as advanced mathematics
or quantum physics in the perspective of new breakthroughs in informatics and software.

Strengthening European resear ch capacities by supporting the design, development and
use of key research infrastructures of European dimension and interest, as well as the
development of human resources in research and technology, by supporting training,
helping remove the obstacles to pan-European scientific careers, and promoting
researchers’ transnational mobility. These actions would need to be coordinated with those
under cohesion policy.

Research capacities of this kind would be, for instance, European large lasers and neutrons
sources facilities for the exploration of matter and biomedical applications; or European
bio data-banks in genomics and the upgrade of Europe's research networking and
computing infrastructure. Support to improve human research resources would include
large scale support programmes for European young and established scientists.

Setting up pan-European public/private partnerships for technological research through
joint initiatives based on the technological platforms concept which brings together
public and private stakeholders, to set-up and implement common research agendas in
fields of industrial relevance, on the model followed in the European Growth Initiative.

Examples of these partnershipswould include the development of a new generation of
clean and economic aircrafts at the horizon 2020; the development of hydrogen networks
and fuel cells, mastering electronics at the nano-scale, investment in future mobile and
wireless technol ogies and applications, enhancement of joint efforts in embedded systems,
as well as new technologies in solar energy, and European co-ordinated effort in advanced
chemistry, for multiple industrial applications and social purposes.




Stimulating the development of European “poles of excellence” based on networking and
collaboration at laboratory level by supporting transnational medium-scale networks and
projects through the new instruments used in the 6" Union Research Framework
Programme improved on the basis of experience.

This strand involves supporting European poles of excellence in fields such as
environment and climate research, information communication technologies, medical and
food research, or research on new materials and industrial processes, by creating and
supporting the cooperation of European high-level laboratories in European “networks of
excellence” and joint research towards precise and well targeted objectives in “integrated
projects’.

Improving, through specific networking mechanisms, the co-ordination of national and
regional research programmes and policies, to create criticall masses of resources,
strengthen the complementary character of national activities, and improve the coherence
of public research agendas throughout Europe. It involves stimulating exchanges, the
mutual opening of programmes and the launch of common initiatives.

National research programmes would be pooled in areas like, for instance, cancer,
Alzheimer and emerging diseases, nanotechnologies, or research on the main social and
economical challenges, like demography, education, employment and innovation.

In close link with its action in research, the Union should support the development of a
coherent and strong effort at European level in two fields in which science and technology

play akey role:

Space, in support of a European space policy aiming at greater coherence of European and
national private and public efforts, and focusing on the development of applications in
fields such as positioning and navigation, earth observation and monitoring, and
telecommunications, co-ordinating R& D investments at various levels and helping the EU
to better realise its policy objectives in partnership with existing space powers such as
Russia, and emerging ones like China, India and Brazil.

Action in this area will rely on the implementation of a European space programme
strengthening EU space projects (such as the GMES — Global Monitoring for Environment
and Security).

Security, in support of the implementation of Union policies, by fostering research needed
to increase security in its different dimensions in Europe as a follow-up of the preparatory
action launched in this field, in which US investments are five times higher than Europe’s.
This constitutes a Commission contribution to the wider EU agenda to address Europe’s
challenges and threats as set out, inter aia, in the European Security Strategy that was
endorsed by the European Council in December 2003. It is complementary to the actions
and efforts that are being deployed by the Member States and the other EU institutions.

It would involve the development of knowledge and technologies with European added
value to successfully anticipate, monitor and mitigate new security threats, such as those
related to bio-terrorism, cyber-crime and global security, and to ensure the European
position in the complex research networks.

EU action in the field of dissemination of research results will be strengthened accordingly,
and Eur opean participation and leader ship in global initiativeswill be reinforced.
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C) Connecting Europe through EU networks

Ten years after the launch of the trans-European networks initiative, the development of a
spine of major axes across the European Union is stagnating. However, traffic on the
networks is continuing to grow, and enlargement will generate additional growth in traffic on
the road, rail and energy infrastructures. The cost of congestion is estimated to represent 1 %
of GDP, which will double by 2020. If nothing is done, most of the increase will fall on roads
leading to very negative consequences in terms of congestion, the environment, safety and
quality of life. If nothing is done, Europe will not be connected, and it will pay the price of a
failing infrastructure on its potential for growth.

High-performing trans-European networks are an essential catalyst for the sustainable
mobility of goods, citizens and energy in an enlarged EU. This not only contributes to
competitiveness, it also offers a tangible symbol of European integration. The untapped
potential for people and for businesses resulting from better transport connections is estimated
at 0.23% of GDP, meaning about one million permanent jobs. Projects like high speed rall
lines or the European satellite navigation system Galileo will boost European industries at the
cutting edge of high technology.

So action to create an efficient and sustainable transport system and a reliable energy supply
iscritical to economic performance. Inaction would bring real costs.

The return on this investment goes beyond national boundaries This encourages nation al
governments failure to take a European perspective and their reflex to put national
programmes first, especially in times of intense pressure on national budgets. European Union
coordination and participation in financing with a special emphasis on cross-border sections
can bring coherence on a continental scale, long-term stability, and can leverage greater
private sector participation.

For example, “Motorways of the sea’ could take freight off the roads ( for example,
7.6 million tonnes could be taken between Rotterdam and Bilbao each year, equivalent to
10 % of road freight on thisroute). But it can only work through EU coordination.

The Mont-Cenis rail tunnel between Lyon and Turin would treble the current capacity and
link some of Europe' s most dynamic regions with the core of the new Member States. But
it cannot be kick-started without EU backing.

The cost of the whole trans-European network is estimated at €600 billion. The new
guidelines for the trans-European networks welcomed by the European Council in December
2003 offer better coordination between Member States and a tighter focus on a list of defined
priority projects with precise dates.

This included interconnecting national high speed rail networks by 2012, developing a core
rail freight network in central Europe by 2015, and a package to connect ports and land
transport by 2010.

The overall level of investment required to realise the 26 priority transport projects amounts
to 220 billion Euros up to 2020, with funding to peak between 2007 and 2013. It is estimated
that the private sector’s share in financing this projects should be around 20% of funding
regquirements, the rest being financed jointly by national budgets, and the Community budget
contributing up to 20%.
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European funding is also required to ensure that Europe’s energy supply is delivered across
national frontiers and to develop renewable energy and clean fuel, with costs estimated at
some 100 billion euros. Community initiatives are needed to raise the impact and appeal of
renewable energy and energy efficiency and to meet agreed targets like providing 22% of
electricity from renewable sources by 2010.

The Union will also need to pursue its efforts to remove the barriers hindering the
development of an Internal Market for telecommunications and to ensure the availability of a
secure broadband network infrastructure in all regions, devoting particular attention to the risk
of digital divide between urban and remote and rural areas.

d) Improving the quality of education and training in the Union

Human capital is one of the major determinants of growth. One additional year of schooling
can increase the aggregate productivity by 6.2% for a typical European country. Y et over the
period 1995-2000, public investment in education and training as a proportion of GDP fell in
most Member States. The EU lags behind its competitors in terms of the number of graduates,
the skills achieved when leaving school, and participation in lifelong learning. There are also
huge variations in performance from one Member State to another. In view of these declining
indicators there is an urgent need to speed up the pace of reform and modernisation of
Europe's education and training systems. Globalisation, technological and demographic
change require a flexible and mobile workforce with relevant and continually updated skills.

Education policies are an area where closeness to the individuals and cultural diversity are
very important, and hence where national and local authorities have a primary role. The
overall modernisation of the Community's education and training systems is a centrepiece of
the Lisbon strategy. Consequently, the European Council has adopted common objectives and
a work programme to transform education and training systems into efficient life-long
learning systems accessible to all citizens and to promote convergence in order to raise
standards overall. The focusis on improving the quality of education and training (curriculum
reform, new teaching methods, quality assurance), increasing access to education and training
a all stages of life (including e-learning) and opening education and training up to outside
influences ranging from labour markets to worldwide competition.

This work requires Union support, since the benefits are spread Europe-wide and Members
States individually do not have the appropriate means. Besides cohesion policy support to
infrastructure and basic education and training, the Union contribution takes two main forms:
supporting individua mobility (such as students, teachers, academics or trainers): and
promoting partnerships/networks between schools, universities and training providers in
different countries. At the heart of this objective will be mobility of students, teachers,
academics, trainers, and not least of ideas and best practices. Multilateral cross-border
mobility is an area that, although recognised by all to be crucial, cannot be efficiently
organised or funded at the national level. EU action only can provide the framework and
financial support, for which demand under the current programmes far exceeds supply.

The following targets would include:

The participation of 3 million university students in mobility programmes by 2010 (the figure
of 1 million was achieved in 2002) implying that some 10% of university students are offered
the possibility to get exposure to and benefit from studying abroad;

The involvement of 150,000 vocational trainees a year in mobility actions by 2013;
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Involving 10% of the Community's school population (pupils and teachers) in mobility
actions throughout the programme period;

The participation of 50,000 adultsin lifelong learning mobility actions by 2013.

The result must be amajor contribution to re-establishing Europe as a pole of educational and
training excellence.

€) A Social policy agenda: Helping European society to anticipate and manage change

The rapid change in international competitive conditions leads to a new division of labour
which impacts on all. Its benefits are widespread but, combined with weak growth, it may
result in increased unemployment and exclusion. Against this background, the EU must
anticipate and accompany forthcoming changes: this is the essence of the European model of
social cohesion and economic growth.

The Union needs to adapt, trigger and absorb change. By dynamically addressing challenges
related to rapid change in international competitive conditions, the Social Policy Agenda is
the Union's roadmap for policy and action in the employment and social sphere, as part of the
overall Lisbon Strategy. Through the combination of legislation, the open method of
coordination and social dialogue, and EU budget support, the agenda is instrumental in
modernising the European social model.

The Social Policy Agenda should help Europe reach its full potential by strengthening social
policy as a productive factor and addressing the cost of non-social policy.

The EU must provide the appropriate regulatory framework to create a level playing field for
businesses and workers by establishing adequate social standards and basic rights. EU action
also acts as a catalyst by facilitating the definition and implementation of reform measures by
Member States in their labour market and socia policies and, as such, brings about important
policy developments with modest financial means. The EU level is also the most appropriate
place to successfully promote socia dialogue, as foreseen by the Treaty.

In order to face the new challenges common to all Member States and to manage change in
the context of enlargement, globalisation and demographic ageing, the Social Policy
Agenda should be further strengthened.

In its latest Spring report, the Commission called for the establishment of European
Partnerships for change, tripartite mechanisms aiming at identifying common challenges
and giving appropriate responses in terms of harnessing change. Collective agreements
tend to cover an increasingly broad range of issues beyond the classical topics of wages
and working time and are being developed into instruments for anticipating and managing
change. These partnerships should also address questions related to the new international
division of labour stemming from globalisation, with a particular sector by sector focus.

Action a EU leve iswarranted as:

The EU provides the appropriate framework to create a level playing field for businesses
by establishing common social standards and rights and free movement of workers.

Promoting prevention and setting minimum health and safety standards significantly
reduced occupational diseases and accidents. However, the total cost to the economy still
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amounts to between 2.6% and 3.8% of GNP, testimony of the high economic costs of not
having appropriate legisation in place. The Commission has called for a target of a 15 %
overall reduction in the incidence rate of accidents at work in each Member State.

Currently 30 million people benefit from social security co-ordination provisions at EU
level during a temporary stay in another Member State. The target of at least 100 million
persons should be achieved through the deployment of the European health insurance
card.

EU policy coordination acts as a catalyst bringing about important policy developments in
Member States with modest financial means.

The European Employment Strategy brings about structural reforms to Member States’
labour markets. Further bridging the performance gap between the current employment
rate and the full employment goa amounts to almost 16 million jobs. Tapping the
potential of older workers alone would total 7 million jobs. The total cost of the
underutilisation of the labour force is estimated at around 9% of the EU's GDP, or 825
billion Euro.

The EU level is aso the most appropriate place to successfully enhance the quality of
industrial relations and promote social dialogue as foreseen by the Treaty.

The European Works Council Directive aims at fostering the information and consultation
of workers at transnational level. By increasing the coverage of employees to 80% (from
65% currently) an additiona 2.5 to 3 million employees could benefit from these
mechanisms, thus attaining around 21.5 million workers across Europe and facilitating
restructuring.

In the light of the above, here is afinancial illustration for section 1:

COMMITMENT 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
APPROPRIATIONS @

la  Competitiveness for | 8.791 | 12.105 | 14.390 | 16.680 | 18.965 | 21.250 | 23.540 | 25.825
growth and employment

2. A greater Cohesion for growth and employment

Through its cohesion policy, the Union has made a significant contribution to harmonious,
balanced and sustainable development. By mobilising Europe’s unused potential, cohesion
policy has also boosted economic performance overall at the same time as reducing economic
and social disparities.

The added value of cohesion policy

Key features in the success of European cohesion policy in raising the economic
performance of the future Member States and regions are the following, which should be
strengthened in the future:
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The concentration of resources on investment in order to increase and improve the
stock of physical and human capital and hence to have maximum impact on
competitiveness and growth. It is this concentration that has permitted the majority of the
less developed regions in the four poorest countries, the principal beneficiaries of the
policy in financial terms, to achieve an average growth rate above the EU average over
the period 1995-2001;

The respect for the rules of the single market, for example, in relation to competition
policy and public procurement. A measurable effect of this can be seen in the increase in
intra=Community trade, notably between the least developed Member States and regions
and the rest of the EU. In the case of cohesion policy, this means that around one quarter
of expenditure under the programmes for these areas returns to the rest of the Union in the
form of increased exports,

The emphasis on job creation in new activities to help deal with the effect of economic
and social change, because of the new international division of labour. For example,
outside the less developed regions, the previous generation of programmes, 1994-99,
assisted some 300 000 small businesses, contributing to the creation of 500 000 new jobs;

The contribution to partnership and good governance. The system of multi-level
governance involving Community, national, regional and local authorities and
stakeholders helps to ensure that actions are adapted to circumstances on the ground and
that there is a genuine commitment to success (“ownership”);

The lever age effect as aresult of co-financing rules that mobilise additional resources for
new investment from national public and private resources. Each euro of expenditure
from the Union’s budget for cohesion policy levers in on average € 0.9 in the least
developed (“Objective 1) regions and € 3 in the other (“ Objective 2”) regions.

The successful support to the Union’s other sectoral policies.

0 by investing in the implementation of Community legislation, cohesion policy
helps less favoured regions to meet EU standards, for example in the field of
environment.

o0 in sectors like education, transport and energy, cohesion policy offers large
scale support to new investments, especially the least developed Member
States and regions.

For the future, it remains essential to maintain an effective policy at European level to
promote modernisation and faster growth in the less developed regions and to bring more
people into productive employment across the Union as a whole. But the policy aso needs to
undergo reform in order to respond better to the new challenges.

An unprecedented challenge for the competitiveness and internal cohesion of the Union is
presented by enlargement. In the enlarged Union, average GDP per capita will be more than
12% lower than in the Fifteen, while income disparities will double overall.

The reformmust focus on competitiveness, sustainable development and employment as set
out at the European Councils of Lisbon and Goteborg in a context of increased competition,
globalisation and a generally ageing population. For the future, the challenge is to ensure
that the Lisbon and Goteborg objectives and anticipation of change ssemming from the
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new international division of labour are systematically incor porated from the outset into
the design of all national and regional development strategies.

In an effort to improve the quality of expenditure for the next period in accordance with the
Lisbon and Goteborg objectives, the Commission proposes that cohesion policy should be
guided by an overal strategy. To this end, the Commission intends to present a strategic
document to Parliament and to the Council setting out priorities for cohesion policy, including
measures considered necessary in anticipation of economic and social change.

The Commission also envisages a more simplified and transparent priority framework, in
order to deliver the Lisbon and Goteborg agendas in a way that is differentiated according to
circumstances, with three priorities (replacing the current objectives) asfollows:

— Convergence. The main effort must focus on the less developed Member States and
regions of the enlarged Union. This would also include those regions that have not
completed the process of convergence but would no longer be eligible for support because
their level of income per head is higher in relative terms in the enlarged Union (the so-
called “statistical effect”). Efforts under the convergence programmes would be devoted to
modernising and increasing physical and human capital, in order to increase long-term
competitiveness, foster environmental sustainability and provide a greater contribution to
the Union's overall economic performance while developing best practices in governance
and institutional capacities.

— Regional Competitiveness and Employment. The regiona competitiveness and
employment programmes would cover the other Member States and regions, since
significant needs will persist throughout the Union as a result of economic and social
restructuring and other handicaps. To ensure the added value of Community actions,
interventions would need to concentrate on a limited number of policy priorities linked to
the Lisbon and Goteborg agenda, where they can provide added value and a multiplier
effect on national or regional policies. The employment programmes will be organised at
national level. The regiona development programmes would be ssimplified including the
abandonment of the current system whereby the Commission must select small areas at
sub-regional level. Rather, an appropriate balance would be determined between
geographical and thematic targeting of interventions in the context of drawing up the
multi-annual development plan. Support to regions no longer meeting the criteria for
convergence programmes, even in the absence of the statistical effect of enlargement,
would be included under this heading.

— European territorial cooperation in the form of cross-border and transnational
programmes. The programmes would seek to address the particular problems that exist in
achieving a competitive and sustainable economy in areas of Member States that are
divided by nationa borders. The emphasis would be on the promotion of exchanges of
experience and good practices, contributing to economic integration across the Union’s
territory and to more harmonious and balanced devel opment.

In the light of the above, hereis afinancia illustration for section 2:

COMMITMENT 2836 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
APPROPRIATIONS

1b. Cohesion for growth and | 38.791 | 47.570 | 48.405 | 49.120 | 49.270 | 49.410 | 50.175 | 50.960
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employment

3. Sustainable management and protection of natural resources. agriculture,
fisheries and environment

The new Member States (and more to come) mean 75 million additional consumers,
4 million extra farmers in the European Union. Enlargement means a much larger market,
more competition, and a challenge to meet high standards in terms of quality and safety of
products, and environmental protection. The early decision of the Member States to replace
their respective, costly and partly contradictory national policies by a common policy defined
in the Treaty was dictated by the expected value added in terms of ensuring free circulation of
agricultural goods and avoiding distortion of competition within the European Community,
promoting the stability of supply, and enhancing competitiveness on the internal and external
markets.

Since then, the policy has evolved taking on board additional public concerns such as
production quality, the environment, animal welfare and a living countryside, which accounts
for 80% of European territory. It also has taken account of the need to support farmers
producing and conserving public goods in the most efficient way. Consequently, the CAP has
actually been producing value added over time at alesser cost than would have been the case
had the Member States continued with their separate agricultural policies.

A fundamental reform of the Common Agricultural Policy (CAP) was decided last June and is
being completed with a second package to be followed by a proposal on sugar in mid-2004.
Thisis designed to secure a stable framework for the sector until 2013.

The reform is aimed at meeting the objectives of competitiveness, solidarity and better
integration of environmental concerns thus becoming a key step in the Lisbon and Goteborg
development strategy. It involves:

A substantial simplification for the market support measures and direct aid payments by
decoupling the direct payments to farmers from production.

Further strengthening the rural development by transferring funds from market support to
rural development through reductions in direct aid payments to bigger farms (modulation)
thus linking the two pillars of the CAP that are complementary in enhancing the
sustainable development of farming and farming communities.

A financia discipline mechanism in line with the decision of the European Council to set a
ceiling on expenditure on market support and direct aid between 2007 and 2013.

Contributing to the objectives of sustainable development and having been strengthened, the
future rural development policy after 2006 will be focusing on three main objectives:

— increasing the competitiveness of the agricultural sector through support for restructuring
(for instance investment aids for young farmers, information and promotion measures);

— enhancing the environment and countryside through support for land management,
including co-financing of rural development actions related to Natura 2000 nature
protection sites (for instance agri-environment, forestry and Least Favoured Areas
measures);
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— enhancing the quality of life in rural areas and promoting diversification of economic
activities through measures targeting the farm sector and other rural actors (for instance
gualitative reorientation of production, food quality, village restoration).

The Common Fisheries Policy (CFP) is the condition for equal treatment and equal economic
chances for fishermen and the coastal regions of the Member States, and it is becoming
increasingly important to ensure sustainable fishing as fish stocks dwindle, taking account of
environmental, economic and socia aspects in a balanced manner

Since 1 January 2003, the new reformed Common Fishery Policy focussing more on the
sustainable exploitation of living aquatic resources based on sound scientific advice and on
the precautionary approach to fisheries management together with aquaculture has now been
firmly integrated within the Community's policy on sustainable devel opment.

The achievement of Lisbon and Goteborg policy goas, namely the development of a
European economy that delivers growth while reducing negative impacts on the environment,
requires continued commitment to sustainable use and management of resources and
environment protection. Environment policy is a fundamenta complement to the single
market and enhances quality of life. European citizens increasingly see access to a clean
environment as a right and they look to the EU to guarantee that right and to ensure that
Member States implement environment policy correctly. Important activities for the 2006-
2012 period within these priorities include:

Implementation of the EC Climate Change Programme, including a range of measures to
ensure that the Kyoto Protocol target for EC greenhouse gas emission reductions is
achieved;

Implementation of the thematic strategies which address specific environmental priorities
e.g. soil; ar quaity; pesticides; the marine environment; the urban environment;
sustainable use and management of resources; and waste recycling;

Implementation of the Environmental Technology Action Plan (‘ETAP’) to harness the full
potential of environmental technologies, reducing pressures on natural resources, and
aming to improve the quality of life of European citizens while stimulating
competitiveness and economic growth, further promoting the leading role the EU takes in
developing and applying environmental technologies.

Development and implementation of the Natura 2000 network of sites to protect European
bio-diversity as well asimplementation of the biodiversity action plan.

In the light of the above, the commitments undertaken must be respected and the European
Union must manage its natural resources as a trandation of the European model of growth and
cohesion into the management of its environment.

In the light of the above, hereis afinancial illustration for section 3:

COMMITMENT 2836 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
APPROPRIATIONS

2. Sustainable management and | 56.015 | 57.180 | 57.900 | 58.115 | 57.980 | 57.850 | 57.825 | 57.805
protection of natural resources
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B. Giving full content to European citizenship
1 The area of freedom, security, and justice

Freedom, Security and Justice are core values which constitute key components of the
European model of society.

Through the integration of the Charter of Fundamental Rights into the Constitutional Treaty
the Union will have alega obligation to ensure that fundamental rights are not just respected,
but actively promoted as well.

It is now clearly recognised that the challenges posed by immigration, asylum, and the fight
against crime and terrorism can no longer be met adequately by measures taken only at the
national level only.

In this context, developing this dimension of the European Union is the new frontier for
integration: a true area of Freedom, Security and Justice is an indispensable building block of
the European Union, at the heart of the political project for an enlarged Union.

Action at the Union level ensures a fair share of responsibilities including financial burden
sharing, and raises awareness of shared issues and values, thus facilitating the emergence of
common approaches.

Enlargement will increase the number of citizens who expect to benefit from living in an area
of freedom, security and justice on an unprecedented scale, and it will also bring particular
challenges, for example in terms of the security of our external borders.

(1) External bordersimmigration

The Union must manage its external borders in an integrated way, to welcome legal
immigration in a coordinated manner and protect from illegal entrants external borders
stretching to approximately 6.000 km on land and more than 85.000 km of maritime
borders after enlargement.

A key objective in this area is the European Border Agency to pave the way for the
creation of a European Border Guard Corps with adequate means to execute tasks of
surveillance and border control in support of national authorities.

The EU will continue to face the challenge of ensuring respect for international protection
obligations in a context of migration flows and asylum seekers. A common asylum policy
based on afair sharing of responsibility and financial burden between Member States will
ensure uniform conditions for the reception of more than 400.000 people applying for
asylum in the enlarged Union per year, while discouraging those with unfounded claims.

A common policy on immigration for an effective management of the sustained
migration flows needed to meet the needs of the labour market. In the light of demographic
change, migrants will contribute to economic growth, competitiveness and the sustainable
development of the EU. In this respect, the Union must implement measures within this
policy domain, to provide incentives and support for the action of Member States with a
view to promoting the integration of third country nationals residing in their countries.
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The successful integration of immigrants is thus both a matter of social cohesion and a pre-
requisite for economic efficiency. Third country nationals already living in the EU total 14,3
million people, with an estimated yearly inflow of 1,5 million persons.

EU financial intervention should aim at complementing and support the actions of Member
States and aiming at coordination in an area where issues are transnational by nature:

Involving at least 5 % of legally resident third country nationals (10 % through indirect
impacts) into programmes and actions such as access to services, self-empowerment in
social life, creation of networks, exchange of best practices between operators. Also, a
specific target as regards integration would be to provide specific integration services to 20
% of newly arrived third country nationals (orientation courses, language courses).

Developing a common instrument for the return of illegally resident third country nationals
or persons irregularly migrating towards the EU would be the necessary complement for a
policy fostering sustainable migration.

(i) Justice/security

Ensuring security through preventing and fighting crime and terrorism will remain a key
challenge for the Union. Priorities will include: action to develop and reinforce Europol,
and the European Police College to strengthen cooperation and exchange between the
practitioners concerned; and a stronger focus on crime prevention activities, notably
emerging forms and means of serious and organised criminality, to address the need for
security as a pre-requisite for the administrative, social and economic sustainability of
European societies. Example of actions at EU level are:

— Achieving 10 % of senior police officias with the training provided by the European
Police College, and indirectly affecting 60 % of police officials in the EU through the
diffusion of common training modules.

— Increase in the volume of exchanges of relevant information between national law
enforcement authorities and Europol by 75 % in 2013.

An effective area of justice is the natural complement to effective freedom of movement
by providing legal certainty to back up cross-border transactions, and dealing with cross-
border legal difficulties involving personal and family situations. Action is needed to
ensure access to effective justice and close judicial cooperation as well ascommon
approaches against crime by denying ‘safe havens  for  criminals.

Eurojust will be further strengthened in order to reinforce the coordination and cooperation
between investigators and prosecutors dealing with serious cross-border crime.
2. Access to basic goods and services

Europeans also expect access to the levels of goods and services of general interest associated
with the European economic and social model:

The protection of citizens against risks as diverse as natural disasters, health and

environmental crises is onearea where the Union can provide added value where
individual action by a Member State cannot provide an effective response to risks that have
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transnational consequences or where the scale of the crisis concerned calls for European
solidarity:

— Developing this strand means reinforcing safety and security standards to achieve clean
energy and transport systems, as well as applying environmental standards to ensure that
the basic natural amenities (air, water, soil) are free from substances hazardous to health.

— Citizens look to the EU for protection against large-scale disasters. Over the medium term
the EU will be increasingly be called upon to enhance its response capability in the event
of disasters that overwhelm national capacities, and maximise the effectiveness of the
resources available across the EU.

— As consumers, citizens depend on suppliers and on public authorities to ensure that the
goods and services they are offered are safe. Better information and clear messages are
required so that citizens can make properly informed choices about their purchases and
lifestyles. The Union must commit itself to ensure, together with national authorities, the
safety of goods. This is particularly important for the safety, quality and nutritional value
of its food supply as well as guarantees regarding the way it is produced, and the
appropriateness of the information which is conveyed to citizens about the food they buy,
or edt.

— But health also generates wealth. Improving health drives progress, empowers individuals
through a longer, better and more productive life, and is a precondition for economic
prosperity. As individuals, people expect to receive authoritative information and advice
about their basic health choices. The Union can serve to help national authorities empower
individuals to improve their health, and facilitate cross-border access for patients to health
services. In a modern world with frequent, global transport and trade, health crises expand
quickly across borders, calling for joint EU-action.

Furthermore, in the European model of society citizens expect access to an adequate level
of basic services of general interest, such as health and education, energy supplies,
transport, telecommunications or postal services. This may require a common framework
designed to give Member States guarantees to help make the relevant policy choices.

3. Making citizenship work: fostering European culture and diversity

The EU is about to undergo the most significant enlargement in its history. Immigration has
already increased the Union’s cultural diversity and demographic trends mean that this will
continue. The future Union will therefore be characterised by immense social and cultura
diversity. Mutual knowledge and understanding between its citizens becomes essential.
European citizens need to know and be able to experience what they have in common.

The framework for dialogue and exchange between citizens of the Member States, to promote
mutual understanding and a shared European identity, and actions to promote European
citizenship is designed to complement Member States actions and promote cultural diversity
in aUnion of 25 and more Member States and many minorities.

It involves supporting European cultural co-operation, helping overcome the obstacles to
cross-border exchanges and structures in the European audiovisua industry and fostering
youth exchanges, voluntary service and informal learning as well as language learning and
training for language-based professionals. It is above all through the involvement of young
people that the Europe will assure its future.
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Other examples are:

— The obstacles to cultural co-operation at EU level —for example through the circulation of
works of art or artists, the setting up of networks of museums, opera houses or other
cultural institutions —stem from fragmentationbetween Member States.

— The situation is similar as far as the circulation of European films and television
programmes is concerned: due to linguistic, cultural and social specificities, the European
audiovisua industry is still largely structured on a national basis and relies mainly on
national markets.

One could aim at the following goals:

A substantial increase in the number of citizens initiatives for intercultural dialogue and
exchange and in the number of trans-national co-operation projects, with 1.500 cultural
institutions networking and reaching millions of citizens each year;

Increase the rate of European films distributed outside their country of origin from the current
11% of the market to 20% in 2013, double the number of cinemas programming European
films by 2010 and training 35,000 audiovisua professionals by 2013;

Implement 40.000 projects with young people (e.g. youth exchanges) and 5.000 projects
(training, information and exchange of good practices) for youth workers over the programme
period, and increase participation in the European Voluntary Service to 10.000 volunteers per
annum.

The result will be a major contribution to the realisation of the EU's goa of reaching unity in
diversity.

In the light of the above, hereis afinancia illustration for section 4:

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

COMMITMENT APPROPRIATIONS @

3. Citizenship, freedom, security and | 1.381 | 1.630 | 2.015 | 2.330 | 2.645 | 2.970 | 3.295 | 3.620
justice

C. The EU asaglobal partner

With more than 450 million inhabitants and a quarter of world output, the Union of 25 —and
soon 27 - members should wield considerable influence over the long-term political and
economic choices determining prosperity and stability in Europe and the wider world, which
in their turn influence the well-being and security of Europeans.

Thereis, however, a gap between its economic weight and its political clout. The Union is not
a State, but coherent external relations can increase its influence far beyond what Member
States can achieve separately or even along parallel lines of action.

The Union has developed a broad, though incomplete, spectrum of externa relations tools in
the shape of the common trade policy, cooperation under bilateral and multilatera
agreements, development cooperation, humanitarian aid and financial assistance as well as the
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external aspects of internal policies (energy, environment, transport, justice and home affairs,
etc).

EU externa action including the Common Foreign and Security policy, common trade policy
and cooperation with third countries provides a framework both for integrating all EU
instruments — bearing in mind their specific institutional and operational characters — and for
developing gradually a set of common actions based on common positions in the broader
sphere of political relations, including security.

Enlargement will entrust EU with even greater responsibilities, as regional leader and as
global partner. It should therefore strengthen its capacity to promote human rights, democracy
and the rule of law as well as its capacity to focus on the fight against poverty, both in its
neighbourhood and through its multilateral and bilateral policies which are mainly aimed at
sustainable development and political stability. By that means, the EU will achieve genuine
consistency between its domestic and its external agendas contributing thereby to global
security and prosperity.

1 EU and its neighbourhood policy

The EU’srole asaregional leader is critical not only for itself and its neighbourhood, but also
as a stepping stone for its contribution to sustainability and stability at the world scale.
Building on the successful features of previous enlargements, the expanded EU will stabilise
its wider neighbourhood and support its development through narrow cooperation and
through a level of integration as high as appropriate to the needs and possibilities of the
candidate and pre-candidate countries and their immediate neighbours. Liberalising trade and
investment, promoting a suitable degree of regulatory convergence, connecting its transport,
energy and communication networks with them will support their own internal development
strategies which remain the key to success. Enhanced cooperation in education and training,
which is aready a success of EU’s neighbourhood policy, will be essential to support this
integration. Jointly agreed policies on immigration will rest on the one hand, upon jobs
creation in the emigration countries, and, on the other, upon integration of legal migrants in
the widened EU. In other words, this stability circle means a common space, a community of
“everything but the institutions”.

Environmental and nuclear safety and energy security are also major issues for the EU in its
dealings with its neighbours. Illegal immigration, organised crime, trafficking of various
kinds, terrorism and communicable diseases are also serious threats which call for concerted
action with these countries. Expanding the four freedoms of the Single Market throughout the
area while stepping up security requires a high degree of cooperation and integration.

Beyond the specific interests uniting those Member States which share a border with the EU's
neighbours to the North and South, the EU has a collective interest in consolidating
democracy and the rule of law and in vigorously encouraging economic reforms and
integration throughout the area formed by the EU with Russia and its neighbours, the Balkans
and the Mediterranean through to the Persian Gulf. Extending the benefits of intensive and
balanced trade with a 25-member EU to the whole of this area by integrating these countries
into an area founded on common values and a larger market structured by interconnected
networks and common rules and standards is an enormous challenge. The growing gaps in
income and differing historical experiences have created a considerable divide between the
EU and its neighbours, a divide that must be bridged by joint efforts over along period.
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Its partners to the East and the South can no longer put off the political and economic reforms
on which depend the industrialisation/reindustrialisation and development of services needed
to create the millions of jobs necessary to improve living standards and address the
frustrations of young people. Keeping the Copenhagen criteria in mind as reference, the
conditions attached to EU co-operation and assistance and the loyalty shown by the Member
States to the EU in bilateral dealings with these countries are important in getting things
moving in the right direction.

In its neighbourhood and beyond, the EU cannot, however, confine itself to the economic and
political spheres; it also increasingly needs to be able to guarantee stability, prevent conflicts
and manage crises on its own doorstep, if as alast resort by using force under a UN mandate.

2. The EU as sustainable development partner

The main contribution that the EU, at this point in its integration, can now make to world
security is to work actively for sustainable development through global governance and
through its bilateral relations.

As a global economic player, the EU can make global governance more effective in
generalising sustainable development across the planet through a combination of international
cooperation and good domestic policies. The cooperation with developing countries will focus
on the eradication of poverty, and — consistent with commitments taken at the multilaterial
level — the EU can and should make a strong and coherent contribution to progress towards
reaching the Millennium Development Goals, set at the 2000 United Nations General
Assembly. A common development policy focused on the fight against poverty would
provide the appropriate framework.

The widened EU, already aleading trade power, the biggest aid donor globally, and an active
partner in the negotiation of multilateral norms, will see its role considerably upgraded and its
influence further enhanced in the three pillars of the economic governance system —trade,
finance and norms setting — when it ensures everywhere a single external representation.

By promoting common positions agreed by qualified majority, it will secure a sense of
direction in multilateral negotiations, and will instil a well-needed coherence in the
governance system.

But the cohesion of the widened Europe and the consistency of its action in global economic
affairs will eventually rest upon a strong consensus inside the EU on a European devel opment
model, compatible with open and competitive markets.

The leverage of EU financial assistance and of trade bilatera preferences would be
considerably increased by such a unified presence in the organs of multilateral economic
governance such as World Bank, IMF and UN economic agencies:. in particular, the value for
each euro spent in this new context, would rise substantially.

3. The EU asa global player

The Union should play its full role in global political governance in support of effective
multilateralism. It should also contribute to strategic security as defined in the European
Security Strategy endorsed by the European Council in December 2003. This concerns
protection against threats as well as ensuring civilian security and the protection of
populations inside and outside Europe.
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Strategic security: In the face of fundamental threats - terrorism, the proliferation of weapons
of mass destruction and the failed states, internal and regional conflict - the EU has to operate
in its region, at the level of the international order and at the level of frontline action beyond
its borders (for instance through crisis management operations). These operations call for
appropriate combinations of civil and military means.

Civilian security: in today’s world, characterised by openness and instability, civilian
populations are increasingly exposed to risks such as conflicts, national disasters, and
pandemics. The EU, as a continent without frontiers, lends itself to the consequences of such
risks and threats. Consistent with its role as a leading partner in the promotion of sustainable
development, human values and global governance, the Union must also take appropriate
external action, and effectively support international efforts, which affect not only the
physical security of civilian populations and their potential for development, but also overall
security and stability.

To raise the EU's capacities in this regard, further efforts must be made to increase available
resources and to pool them more effectively. In order to strengthen military capabilities, there
is a need for increased security-related research and reinforced civilian crisis management,
diplomatic and intelligence capabilities.

The added value of EU assistance
The comparative advantage of an EU approach to external action crisesiswell illustrated by
the cases of the Western Balkans, Afghanistan and East Timor.

In the W. Balkans, EU assistance helped to underpin the proximity policy that is the
Stabilisation and Association Process. Both because of the size of the funds given to the
region and the nature of the assistance, directed largely towards democratic stabilisation
measures (refugee return, institutional building, Human Rights and Rule of Law), the EU
achieved an impact which it is unlikely that the combined action of the individual Member
States' bilateral programmes could have achieved.

Community assistance for Afghanistan demonstrates a level of coherence which could not be
achieved even through optimal coordination of individual national programme. In 2001, the
Community made one single significant pledge for 5 years. The conditions for this long term
commitment have been comprehensively laid down in a Country Strategy Paper and an annual
review provides flexibility to adapt the assistance given to the situation on the ground.

The Community effort in East Timor has contributed, in concrete terms, to the emergence of
the country through the challenging first years of independence.

4. The policy mix

Moving towards a common co-operation and assistance policy also requires an improved
policy mix to improve coherence in bilateral relations or in international institutions devising
for each partner country, region or institution the appropriate policy mix according to our
priorities, to partners’ needs or to global challenges, and to trandlate it into the most efficient
mix of instruments.

For neighbouring countries the policy mix will mainly focus on sharing stability and
prosperity and take account of the important impact of EU interna policies. For other
countries, the policy mix will depend inter alia on an assessment of the interest of the Union
and of our partners, and of the geopolitical situation.
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Setting up a single policy framework and a unique programming per partner country and per
thematic policy, leading to co-ordinated and co-financed implementation, should pave the
way for effective complementary actions between the Union and Member States: a common
development policy would provide the appropriate framework.

In the light of the above, hereis afinancial illustration for section 5:

COMMITMENT 2836 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
APPROPRIATIONS

4. The EU asaglobal partner 11.232 | 11.400 | 12.175 | 12.945 | 13.720 | 14.495 | 15.115 | 15.740

M. M ATCHING RESOURCESTO OBJECTIVES

Sound financial planning means matching resources to needs. As financial resources are
limited, financial decisions are essentially about choices to be made and priorities to be fixed.

This communication has sought to explain how the Union’s goals can be realised. It has laid
out a political project based on the key concept of sustainable development: nurturing the
Union's natural resources, building competitiveness and solidarity, making Europeans across
the Union safer and more prosperous.

Turning our priorities into action and statements into deeds needs action at both national and
Union level. Neither is equipped to provide al the answers. But if the Union is to make its
contribution, it needs an adequate budget.

At a time of intense pressure on public finance at the national level, the demand that the
Union applies rigour and restraint to its funding is fully justified. But it is an illusion to
believe that cutting spending at EU level guarantees value for money: each euro of
expenditure from the Union budget can lever in severa euros at national level, as cohesion
policy has aready shown (see section A.2).

The evolution of the Community budget in recent years shows that the Union has reined in
expenditure. But the gap between the demands on the Union and the resources at its disposal
has grown too wide. To saddle the Union with a set of goals and then deny it the resources
required would be to condemn it to the justified criticism of citizens denied their legitimate
expectations.

1. Thelegacy of existing commitments

In 2006, the commitment appropriations ceiling of the current financia perspective for a 25-
member Union will account for 1.11% of the EU's gross national income (GNI).
Commitments under the 9" EDF would add on average another 0.03 % of GNII.

The evolution of expenditure for the period 2007-2013 is aready partly determined by some
decisions and the premises of the exercise:

The European Council agreed the spending for market related and direct payments in
agriculture until 2013.
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Cohesion policies in the ten new Member States, whose level of prosperity is significantly
lower than in the EU-15, will require increased expenditure.

Accommodating two additional new Member States with large agricultural activity and
significantly lower income per head will clearly add to expenditure requirements on the
basis of the acquis.

Many EU policies — such as the internal market, competition policy, customs, statistics,
transport, nuclear safety, audiovisual, youth, culture and information policy —have
resource consequences which flow directly from the Treaties and from EU law.

It should also be noted that another relevant change would be the “budgetisation” of the EDF
to enhance the consistency and effectiveness of the Union’s development policy.

These commitments cannot be ignored. Nor can we overlook the pressing need to inject some
financial support to bolster competitiveness for growth and employment, to develop the area
of citizenship, freedom, security and justice, or to make the EU an effective global partner.

A ceiling around 1% of GNI, would fail to meet the European Council commitments on
agricultural payments, would undermine the phasing-in of cohesion policy in the 10 new
Member States, and would jeopardise the existing levels in other policies, let alone to
implement the new priorities. Under such a scenario, the EU would have to:

reduce its efforts in terms of external aid,
reduce support for rural development, one of the key objectives of CAP reform,
renege on international commitments and pledges

drastically decrease cohesion support in the current Member States in the face of mgjor
problems of 1agging development, unemployment and social exclusion

retreat from commitments it has already made, its new neighbourhood policy or justice and
security tasks, and jeopardise further enlargement.

Alternatively, cuts would be needed across the board, and existing agreements would have to
be re-opened, including the amounts decided at the Brussels European Council of October
2002, and in particular the re-orientation of the CAP towards rural development.

In brief, the message would be that the Union has given up on these tasks.
2. Thenew financial requirements

The significance of the challenges identified above would require a very substantial increase
of financing capabilities at EU level. But sticking to the existing ceilings, they can be
accommodated by a combination of shiftsin the balance between different spending priorities,
careful costing, and only limited increases in the current size of the budget. A credible plan to
meet the Union’ s needs can be drawn up within the current budgetary disciplines, represented
by the own resources ceiling of 1.24% of GNI.

This framework would allow:

27



A complete phasing-in of new Member States for agriculture, fisheries and management of
other environmental resources and the implementation of CAP and CFP reform;

A boost to competitiveness for growth and employment, covering research, education and
training, and EU networks,

The resources required to meet solidarity commitments and focus further on growth and
employment post-enlargement;

Fresh action in the area of citizenship, freedom, security and justice;

The EU to become an effective neighbour and a stronger global partner in support of the
Millennium devel opment goals.

The result would respect a ceiling of 1.24% of GNI, but a rebalancing of the budget would
allow space for the new priorities. A significant proportion of EU resources would focus on
objectives such as competitiveness for growth and employment (16%) and Europe as a global
partner (7%).

The capping of financial transfer at 4 % for cohesion policy will be maintained, with amounts
transferred to the new rural development and fishery instruments still included in the
calculation.

The European Development Fund would be integrated into the EU budget. At present it
accounts for 0.03% of GNI.

In order to optimise the use of expenditure and develop more effective delivery mechanisms,
the resources would therefore be phased in over the period, asis normally the case.*

This threshold is a compromise between needs and budgetary stability. It falls short of fully
meeting repeatedly stated needs and the capacity of the Union to contribute to these needs.
Public investment in research in Member Statesis planned to increase up to 0.88% of GDP by
2010, below the 1% agreed target for the public spending share of the 3% target. The gap of
0.12%, to be borne by the Union budget, is only partly covered under the present scenario.
Similarly, the EU could contribute more to the 600 billion Euros necessary to build the Trans-
European Networks, or extend the educational mobility programmes to a wider share of the
student and academic population. The Union could well take a share of the commitments
made by Member States at Monterrey. Finally an order of magnitude of 3 billion Euros for
research on security could be envisaged. In all these areas, Union action could offer real
benefits and lighten the load for national budgets. an alternative framework of 1.30% would
have allowed the Union to better respond to those needs and still be moderate.

The following table provides an illustration of the framework described above.

! Commitment appropriations would average 1.22% over the period. Payments would average 1.14% (including
EDF).
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OVERVIEW OF THE NEW FINANCIAL FRAMEWORK 2007-2013

Million € at 2004 prices

COMMITMENT APPROPRIATIONS 2006 (a)| 2007 2008 2009 2010 2011 2012 2013
1. Sustainable growth 47.582 59.675 62.795 65.800 68.235  70.660 73.715  76.785
la. Competitiveness for growth and employment 8.791 | 12.105 14.390 16.680 18.965  21.250 23.540 25.825
1b. Cohesion for growth and employment (b) 38.791 | 47570  48.405  49.120  49.270  49.410 50.175  50.960
2. Preservation and management of natural resources 56.015 | 57.180  57.900  58.115  57.980  57.850 57.825 57.805
of which : Agriculture - Market related expenditure and direct payments 43.735 43.500 43.673 43.354 43.034 42.714 42506  42.293
3. Citizenship, freedom, security and justice 1.381 1.630 2.015 2.330 2.645 2.970 3.295 3.620
4. The EU as a global partner (c) 11.232 | 11.400 12175  12.945  13.720  14.495 15.115  15.740
5. Administration (d) 3.436 3.675 3.815 3.950 4.090 4.225 4365  4.500
Compensations 1.041

Total appropriations for commitments | 120.688 | 133.560 138.700  143.140  146.670 150.200 154.315  158.450

Total appropriations for payments (b)(c) 114.740 | 124.600 | 136.500 | 127.700 | 126.000 | 132.400 | 138.400 | 143.100 | Average

Appropriations for payments as a percentage of GNI 1,09% 1,15% 1,23% 1,12% 1,08% 1,11% 1,14% 1,15% 1,14%

Margin available 0,15% 0,09% 0,01% 0,12% 0,16% 0,13% 0,10% 0,09% 0,10%

Own resources ceiling as a percentage of GNI 1,24% 1,24% 1,24% 1,24% 1,24% 1,24% 1,24% 1,24% 1,24%

(a) 2006 expenditure under the current financial perspective has been broken down according to the proposed new nomenclature for reference and to facilitate comparisons.

(b) Includes expenditure for the Solidarity Fund (€ 1 billion in 2004 at current prices) as from 2006. However, corresponding payments are calculated only as from 2007.
(c) The integration of EDF in the EU budget is assumed to take effect in 2008. Commitments for 2006 and 2007 are included only for comparison purposes. Payments on

commitments before 2008 are not taken into account in the payment figures.

(d) Includes administrative expenditure for institutions other than the Commission, pensions and European schools. Commission administrative expenditure is integrated in

the first four expenditure headings.

29




1. ENSURING THE OBJECTIVESARE MET: INSTRUMENTSAND GOVERNANCE

The success of policies relies on the efficiency of delivery instruments and, more broadly, in
the appropriate system of economic governance. This involves an adequate apportionment of
tasks between the Union and Member States, adequate focus and consistency of shared
objectives, consensus and partnership between the actors involved, and reviewing the delivery
instruments for consistency and ssimplicity.

To thisend, the guiding principles are:

— Concentrating the Community resources on few major initiatives: higher financia
transparency, scope for improved quality and effectiveness of expenditure, possibility to
better assess Community value added.

— Consistency between different strategic goals, targets and instruments.

— Partnership with all actors involved, above all between the Union and the Member States
concerned.

To maximise performance, not only there is a need for strengthened cooperation and
partnership, but also for smplified instruments, replacing the existing variety of complex
decision-making powers and policy instruments, ranging from local and regional to national
and EU levels.

In the light of the above, there are two main building blocks:
aroadmap
A simplification of the instruments of expenditure management.
A. A roadmap

A roadmap should bring together goals, objectives, instruments and indicators, as well as a
stringent timetable to assess whether agreed benchmarks have been reached and be oriented
towards the ultimate aim of sustainable development based on harmonious interaction
between growth, cohesion and environment.

As explained above, strategic goals(e.g. strengthening European effort in research and
technological development), are articulated through few specific objectives (e.g .the
establishment of grant scheme for individual research teams) and, where appropriate, further
detailed actions (e.g. specific projects on nanotechnology).

The instruments of implementation (legislation, coordination, expenditure) should be defined
together with progressindicators and sufficient incentives to secure the positive outcome.

Concerning the sustainable development strategic goals, as established in the Lisbon process,
it is clear that they are to be pursued through actions both at Member States and at the Union
level.

Therefore, the roadmap should be a shared programme involving actions and funding at

national and Union level. A process should be launched — in partnership with Member States
— to complement the suggested priorities and objectives with a detailed action plan and

30



timetable on the use of the policy instruments and with a mechanism for effective monitoring
of the implementation phase. The suggested process should be capable of ensuring the full
commitment of al concerned parties to the achievement of the agreed goals. It could act as a
basis for the preparation of the mid-term review of the Lisbon strategy.

The performance of the Union and its Member States is at present assessed annualy in the
context of the Spring European Council cycle. To alow the European Council to provide
guidance, the Commission has aready reunified its sectora contributions into a single
document (the Synthesis Spring Report) and streamlined the process leading to Broad
Economic Policy Guidelines and Employment Guidelines.

This exercise could be further improved and made more effective along the following lines:

defining a better and more visible interaction between actions and budgetary means
implemented at Member States level and at Union level,

assessing against this background:

— the contribution Member States budgets and the EU budget can make to the
achievement of the policy objectives and recommendations set in the Broad
Economic Policy Guidelines and Employment Guidelines and the broader Lisbon
strategy in general,

— the performance of action at Union level in order to activate/orientate use of the
Growth Adjustment Fund (see below, point IV.C). Thiswould allow the Union to
adjust priorities'to respond to new needs and to back them up by budgetary
resources.

This approach will also give a concrete contribution to the system of economic governance of
the Union, taking fully into considerations the impact of actions needed to reach shared
objectives. It will provide for a greater consistency of cohesion policy with the Broad
Economic Policy Guidelines and the Employment Guidelines, thus better integrating it into
the European agenda for sustainable growth.

B. Simplifying instrumentsto improve delivery

The instruments available to the Union to further its policy goals include regulation,
coordination and budgetary support. The relative share of Union and Member States
expenditure is not the same in each policy area. It represents the large majority of financial
support granted to a sector (e.g. Agriculture) or a significant share of resources alocated to a
certain objective (e.g. cohesion in lagging regions). In other fields, European Union
expenditure are usually of more limited size by comparison to the resources provided by
Member States: in such cases the role is rather one of acting as a catalyst.

Depending on the different role of expenditure amongst the other instruments supporting the
policy in question, different arrangements can be envisaged in terms of mechanisms for
selecting the actions to be financed, allocation of resources, budgetary instruments and project
management.

There are, however, three considerations applicable across the board for the design and
implementation of Union expenditure programmes:
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— The choice of budgetary instruments must reflect the criteria of simplicity and consistency.
There is a need to simplify, as far as possible, the budget structure, avoid duplication of
instruments and provide beneficiaries and partner managing authorities with a ‘one-stop-
shop’;

— While keeping the political duty to define the strategic objectives and the frameworks of
expenditure programmes, the Commission will limit the number of cases where it retains
direct responsibility for their implementation and management;

— Proportionality must be maintained between the amount of resources and the
administrative burden related to their use.

In the light of the above, the Commission will apply the following principles:

Oneinstrument per policy area, one fund per programme. EU funding instruments will
as far as possible be consolidated and rationalised so that each policy area responsible for
operational expenditure has a single funding instrument covering the full range of its
interventions. Small budget lines will be consolidated into sections of the single funding
instrument, even if an instrument needs more than one legal base.

The Commission will consider alternatives to in-house direct management. A case-by-
case assessment of policy- and cost-effectiveness should determine which actions should
be (a) managed directly by traditional core departments; (b) managed through offices or
executive agencies®, both under the Commission’s control; (c) out-sourced to “classical”
agencies at EU level, functionally independent from the Commission; or (d) managed in a
decentralised way in partnership with Member States and/or regions.

The Commission has identified an overall approach on administrative governance, which will
lead to streamlining and the selection of the most suitable and cost-effective delivery
mechanism. The full implementation of this approach, which is summarised in Annex 1,
offers the potential for benefits in terms of improved performance and greater efficiency, as
well as a more consistent approach to the successful achievement of tasks of an executive
nature.

The Commission will make detailed proposals for simplification in the following months on
the basis of the above principles. Some examples can be highlighted already for internal and
external policies:

(1) Internal policies

The next generation of cohesion policy programmes should be organised in such away that
each individual programme would be financed by a single fund, the ERDF or the ESF. In
the Member States covered by the Cohesion Fund, simplification and consistency would be
enhanced by programming the interventions in the same framework as those supported by
the ERDF.

All rural development measures will be regrouped for al regions (including the less
developed Member States and regions) under a single funding, programming, financial

2 Council Regulation (EC) No. 58/2003 of 19 December 2002 OJ L 11, 16.1.2003, page 1.
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management and control system, with the same degree of concentration as at present on
those regions covered by convergence programmes.

A new financia instrument for the environment would replace current environmental
funding programmes.

(i1) In the area of external relations, a simplified architecture will be proposed, based on 6
instruments, replacing more than 100 different instruments today.

Two new instruments (which could be merged at a later stage) will cover two fundamental
functions. economic cooperation and development on the one hand, peace and security on
the other hand. This should replace the existing plethora of geographic or thematically-
based instruments and include the integration of the European Development Fund into the
EU budget.

A specific instrument for humanitarian aid should be maintained.

A new (unified) pre-accession instrument to replace PHARE, ISPA, and SAPARD? will be
introduced.

A separate new neighbourhood instrument is needed aiming at cross-border co-operation
between the enlarged Union and neighbouring countries.

Macro-financial assistance would remain unchanged.

Creating a New Neighbourhood Instrument

It is in the interest of the whole EU to avoid the emergence of new dividing lines on and
around its external borders and to promote stability and prosperity within and beyond these
external borders. A joined and united effort by EU is vital to achieve this ambitious objective.
Member States are not well equipped to address this challenge on individual basis. The NNI
proposed by the Commission will focus in particular on promoting sustainable economic and
social development of these border regions, ensuring the smooth functioning and secure
management of the future external borders, addressing common challenges facing the EU and
its neighbours like environment, public health, and the prevention of and fight against
organised crime, and pursuing people to people co-operation between the EU Member States
and their neighbours.

The cross-border component of the New Neighbourhood Instrument would be implemented
as simply as possible through a single legal instrument, building on the principles of existing
European cross-border programmes — partnership, multi-annual programming and co-
financing.

% In this context, the requirements of the Community policies which the acceding countries have to implement
will be taken into account.
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V. THE NEW FINANCIAL FRAMEWORK (2007-2013)
A. Covering an adequate period

The period covered by the new financial framework must be long enough to provide a
coherent coverage, within reasonable budget limits, for the complete phasing in of reformed
Community policies and for the successful integration of twelve new Member States.

The Commission as well as the EP have afive year term. Future financial frameworks should
become more consistent with this institutional rhythm. Each Commission would participate in
the finalization of afinancial framework part of which it then has to implement. Based on this
experience, it would also be responsible for laying the ground for the following financial
framework. The Parliament would authorise and follow up implementation of annual budgets
under the financia framework it agreed upon.

However, the Commission proposes transitionally a seven-year period extending from 2007 to
2013 before moving to a normal five-year cycle. This would be necessary since the evolution
of market-related expenditure and direct payments in agriculture (EU-25) has been set until
2013 and the current implementation of structural funds as well as some adjustments on the
side of al institutions will take time to implement.

B. Classification of expenditure and development of expenditure

The current classification of expenditure in the financial perspective is to a large extent the
legacy of the establishment of the first financial perspective and its successors. The current
financial perspective is structured in 8 expenditure headings, which become 11 when taking
sub-headings into account. Ring-fencing of resources in a large number of headings and sub-
headings makes the system rigid and prevents proper adjustment and a more effective use of
resources to achieve the Union’ s policy goals.

The (legitimate however) objective of budgetary discipline overshadows the ultimate goa to
have budgetary means at the service of a political/economic objective.

A more limited number of budgetary headings not only reflect the broad policy goals, but also
provide a necessary room for manoeuvre for developments that cannot always be precisely
predicted ten years in advance. For the new financial framework, the Commission proposes
five main expenditure headings:

(1) A first heading aimed at enhancing competitiveness and cohesion for sustainable
growth with two sub-headings:

la. Competitiveness for growth and employment. This sub-heading encompasses expenditure
for research and innovation; education and training; security and environmental sustainability
of EU networks; support for an integrated single market and the accompanying policies,
implementation of the social policy agenda

1b. Cohesion for growth and employment with expenditure to enhance convergence of the
least developed Member States and regions, complement the EU strategy for sustainable
development outside the less prosperous regions, and support inter-regional cooperation.



(2)

3

(4)
()

Sustainable management and protection of natural resources. In addition to the
expenditure related to the Common Agricultural and Common Fisheries policies’, it
will also cover expenditure related to the environment.

Citizenship, freedom, security and justice including actions in the areas of freedom,
justice and home affairs, and citizenship®.

European Union as a global partner®.

Commission administrative expenditure will be linked directly to operational
expenditure, following the logic of activity based management, which is aready the
basis for the establishment of the annual budget, and therefore included in the
appropriations of each of the previous four headings. A residual Administration
heading will remain to include expenditure for institutions other than the Commission,
pensions and European schools.

Consistency and transparency call for the integration of the Solidarity Fund in the financial
framework. This will be done by adding the Solidarity Fund and associated resources to the

'col

hesion' (1b) heading. Asin the case of the emergency aid and loan guarantee reserves, to be

integrated under the heading European Union as a global partner, the new classification
would not prejudge the corresponding budgetary procedures or the specific management
methods. Funds would be mobilised only when required.

C.

Flexibility

Over a period extending ten years from now till 2013, there should be a possibility to adjust
the priority setting defined by the road map within certain limits.

The procedure to revise expenditure ceilings should remain the main instrument to allow
adjustments to the financial framework when substantial and lasting changes in political
priorities occur. However, over the last decade the recourse to revisions has proven almost
impossible. This has contributed to the creation of various ad-hoc instruments and
arrangements over the years to meet new priorities or urgent demands. The Commission
proposes an assessment of needs, eg. in the form of a trilogue between Parliament,
Council and the Commission ahead of the presentation of each preliminary draft budget.

The annua budgetary procedure should allow for sufficient flexibility within the agreed
financial framework to enable the Commission and the budgetary authority to react quickly
to short-term emergency crises or to unexpected political or economic events. For the new
financial framework the Commission proposes a combination of existing instruments with
a new reallocation flexibility to replace the existing 'flexibility instrument’. This would
allow the budgetary authority to re-allocate appropriations within certain limits between

* EAGGF-Guidance and FIFG funds currently included under the structural funds are transferred to this heading.

St

However, the corresponding amounts transferred will continue to enter in the calculation of the 4%
‘capping' for structural and cohesion funds for the new Member States

also includes border protection and asylum policy, civic empowerment, institution building, access to public
goods, food safety, public health and consumer protection, culture and the audio-visua sector, youth,
information and dialogue with citizens.

® This heading includes all external actions, including pre-accession instruments, neighbourhood policy, poverty

reduction, civil crisis prevention and management. It will also include the current reserves for
emergency aid and loan guarantee [and the European Development Fund once it is integrated into the
EU budget]
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expenditure headings, with the exception of cohesion and rural development appropriations
for multi-annual programmes. These, of necessity, must be pre-allocated between Member
States at the beginning of the period.

Furthermore, the Commission proposes to increase the responsiveness of expenditure to
changed circumstances by creating a growth adjustment fund within the ‘sustainable
growth’ expenditure heading (1a) to optimise the delivery of the growth and cohesion
objectives identified in the roadmap for sustainable development, accommodate the
necessary flexibility to take account of the uneven progress in the roadmap towards these
objectives and implementing the necessary adjustments to cope with unforeseen events
having significant or harder than foreseen impact on growth and employment. It will also
enable the Union to react to crises stemming from international economic and trade
developments. Following the annual assessment of progress delivery of the roadmap made
in the Spring Council, it will be used to address the gaps in the delivery of the roadmap
objectives by topping-up expenditure programmes in the competitiveness or cohesion sub-
headings, pushing for investment and public support on key projects.

Up to €1 billion per year will be available within the competitiveness for growth and
employment heading. In addition, it is proposed to make use of committed but unused
funds from the two cohesion instruments (ERDF and ESF) in application of the 'N+2 rule
up to amaximum of 1 billion euros per year, to be added to the growth adjustment fund.

V. THE FINANCING SYSTEM

Though the Commission will prepare appropriate specific proposals on own resources in the
Own Resources Report” that will submit to the Council by summer 2004, attention is drawn to
two elements of the current own resources system.

A. Own resources structure

The present own resources system has been criticised for insufficient transparency for EU
citizens, and limited financial autonomy, as well as for its complexity and opacity.

However, the current financing system performs relatively well from a financial point of
view, as it has ensured a smooth financing and kept the administrative costs of the system
quite low.

One way to overcome the shortcomings of the present system is to strengthen the tax based
resource in the financing of the EU budget. A relatively major and visible tax resource
payable by EU citizens and/or economic operators could partly replace GNI contributions.
That would shift the Union's own resources system from a financing system predominantly
based on national contributions towards a financing system which would better reflect a
Union of Member States and the people of Europe.

In light of the degree of tax harmonisation in the EU, three main candidates could at present
be envisaged: 1) atax on corporate income; 2) a genuine VAT resource; 3) an energy tax. In
each case, the tax burden for citizens need not increase as the EU tax rate could be offset by
an equivalent decrease of the rate accruing to the national budget in the same tax, or of the
rates of other taxes. This would be possible because tax-based resources would partially

" aslaid down in the Own Resources Decision
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replace, rather than add to, the payments currently made available by Member States on the
basis of their respective GNI. Since GNI payments would decrease Member States would be
able to reduce other sources of revenue by the same amount without jeopardising budgetary
stability.

The Commission does not intend to propose a new own resource for the near future. It will
present its analysis and conclusions in the own resources report, which it will adopt before
summer 2004. Subject to the conclusions of this report, a process could be launched to create
the basis for a new own resource to replace an important part of national contributions in the
medium term.

B. Correction of budgetary imbalances

The European Union is a community of solidarity with parts of the budget serving a clear
solidarity goal and the allocation of other parts of the budget responding to the specific goals
of the relevant spending programmes. There will always be net beneficiaries of and net
contributors to the EU budget, although the policy benefits accrue to the Union as awhole.

It is recognised, however, that certain imbalances may give rise to concerns. A correction of
excessive imbalance may therefore appear necessary, provided it is strictly limited.

A correction mechanism should be geared to correcting excessive negative net balances and
aim at afair treatment of Member States which have a similar capacity to contribute to the EU
budget. Since the mid-1980s a correction has existed for one Member state only, and is
financed by all other Member States. Since 2002 the financing share of four Member Statesin
this compensation has been reduced to 25% of their normal share. The Commission proposes
to introduce a generalized correction mechanism, which will both correct a budgetary burden
which is excessive in relation to its relative prosperity (as laid down in the Conclusions of the
1984 Fontainebleau European Council) and prevent the volume of the mechanism from
becoming excessive.

As a further result of enlargement, the size of the existing correction for one Member State
will rise substantially, raise the financing cost to the other Member States accordingly and
therefore tend to overshoot its objective of correcting a budgetary burden which is excessive
in relation to its relative prosperity.

Leaving the current situation unchanged would significantly increase a bias in favour of a
single Member State. Merely abolishing the existing correction would neither be perceived as
acceptable by all Member States, nor bring closer the net balances of Member States at
comparable levels of prosperity.

A generalised correction mechanism replacing the existing one would be aimed at correcting
net contributions in excess of a certain pre-defined threshold of adequate ‘financial solidarity’,
defined as a percentage of gross national income, in line with relative prosperity. Solidarity
must remain a cornerstone of the Union and therefore the effect of any modified, generalized
mechanism should be limited to avoiding excessive and unjustified fiscal burdens, and all
Member States should contribute to this mechanism.

A number of parameters need to be defined for such a mechanism to function properly,

including categories of expenditure and revenue to be taken into account, the level of the
threshold beyond which net budgetary imbalances would be (partialy) compensated,
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percentage of the excessive negative imbalance to be corrected, and the related financing
rules. All Member States should contribute to this mechanism.

The Commission will put forward detailed proposals to this effect in the context of the overall
financial package, which will address both revenue and expenditure issues.
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ANNEX 1

Principlesfor Administrative Gover nance: less direct management, better control of
delivery and greater cost-effectiveness

One of the fundamental principles of Commission reform is that the Commission’s core
administration will in future focus on the development and monitoring of policies under the
Treaty. The execution of these policies, as well as other executive activities at a European
level, will where appropriate be delegated to other bodies.

It is essential that delegation to bodies other than the Commission’s core administration is
properly coordinated. Recent decisions on delegation have shown that there is a need to
improve coherence and to streamline the criteria for such delegations. To this end, the
Commission intends to reinforce the overall coordination when in future deciding to delegate
an activity (through one of the various means which are at its disposal, cf Section 111.B. of the
Communication). Insofar as existing activities carried out by external/delegated entities are
concerned, the Commission will follow a staged approach, by which it will bring past
decisionsinto line with the new framework.

Different means are available:

(1)  Shared management with Member States or delegation to national bodies. Experience
in the agricultural and cohesion policy fields aready offer valuable lessons in this
respect. Two important criteria for pursuing such an approach are: @) significant local
content and b) complementarity with regional and national programmes,

2 Delegated entities, including:

a) Offices: with the reform, the Commission has introduced Administrative Offices.
To date, Offices have been used for executive tasks not directly connected to a
programme and without a specific time-span. They present the advantage of lower
operating costs and greater operational flexibility through the availability of a
separate establishment plan and budget lines. Offices are under the direct control of
the Commission.

b) Agencies: currently a variety of bodies are included in this category, whose functions vary
from providing assistance in the form of opinion and recommendations (e.g. European Food
Safety Authority), through providing inspection reports (e.g. European Maritime Safety
Agency), to adopting decisions which are legaly binding on third parties (e.g. Office for
Harmonisation in the Interna Market). The Commission is generally represented in these
agencies together with Member States and, where appropriate, representatives of interested
third parties. The Commission has limited involvement in these agencies, although it is fully
responsible for the result. Executive agencies are instead bodies, under the direct control of
the Commission, whose statute is provided for by a Council regulation®.

8 Council Regulation(EC) No. 58/2003 of 19 December 2002, O.J. L 11, 16.1.2003, p.1.
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All this should be reassessed around three strands:

(D)

(2)

3)

(4)

The running of tasks ensuing from programmes of an executive nature, with a specific
duration in time, could be delegated to executive agencies. The Commission will
retain control of the delivery mechanism.

A more autonomous agency — matching existing models - can be considered when
non-binding advice is expected or when the tasks attributed to the agency involve
actions falling outside the Commission's direct responsibility or where the
Commission's role appears marginal. Some existing agencies carry out tasks with only
very limited involvement by the Commission, even thought the Commission is fully
responsible for the result. This situation therefore needs urgent revision.

An Office will be considered for new executive tasks with no specific timespan, or for
preparatory activities on the basis of which the Commission can take regulatory
decisions for which it isresponsible.

Some existing agencies carry out similar tasks with only very limited involvement by

the Commission, even though the Commission is fully responsible for the result. This
Situation needs therefore urgent revision.
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ANNEX 2

ROADMAP - An Example

IMPROVE THE QUALITY OF EDUCATION AND TRAINING IN THE UNION

Objectives Main actions and instruments Progressindicators and targets
Increasing EU Coordination: European Areas of Higher | Number of partnerships; progress
quality of Education and of VVocational Training: against agreed benchmarks and
educationand | “Objectives’ process working groups, indicators; implementation of quality
training Bologna and Copenhagen processes; World- | assurance frameworks for higher
provided in wide benchmarking of education and training | education and vocational education and
Europe systems. training.

EU Expenditure: Support for trans-national
partnerships of ingtitutions; exchanges of good
practice; collection and analysis of statistics
and indicators. Sngle instrument for
education and training (successor to
Socrates/Leonardo programmes).
Improving EU Legidation: Europass Decision. Follow- | Number of young people and adultsin
accessto up to Mobility Recommendation. mobility; rate of adoption of credit
education and : . : transfer systemsin education and
training at all Ed%c%%ﬁn:r:éutrr:i.nﬁ]ng(lsel;gcetgt for vocational education and training; rate
stages of life Socrates/Leonardo rgo rames) of adoption of transparency instruments
prog : (Diploma Supplement, Europass, etc)
Targets: 10% of school pupils and
teachers in mobility and European
cooperation activities 2007-13; 3
million university student placements by
2010; 150,000 vocationa training
placements and 50,000 adultsin
learning and teaching abroad per annum
by 2013.
Opening up | EU Legidation: Directive on access for | Numbers of third country students,
EU education | students/researchers from third countries. training and scholars coming to Europe
and training EU Expenditure: Erasmus Mundus, | Targets: over 11,000 grants for
systems to the 2
wider world Successor to Tempus programme. mobility of students and scholars from

and to third countries 2004-08.
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