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FOREWORD

We can take pride in the manner in which the European Commission met the
challenges facing Europe in 2012.

The year started in difficult circumstances. There was declining confidence in the
euro, economic growth was ebbing away and most importantly the belief of our
citizens in Europe’s capacity to fix its problems stood at an all-time low.

Over the last year the European Commission has done its utmost to meet these
challenges head on.

Euro area countries in need have received the necessary support as they put their
budgets in order and tackle deep-rooted structural problems. They are doing so
with determination and resolve and the results are already beginning to be seen.

We have not simply established a system of economic governance at the
European level, we have seen it deliver in practice by providing a framework for
reforms at the European and national levels.

L —

We have worked to ensure that fiscal consolidation and smart investment go
hand in hand. Our proposal for the European Union budget, the multiannual
financial framework, is a European budget for investment, growth and job
creation. It is designed to complement national budgets and bring added value to
the European Union as a whole.

Globally, the European Union is leading the way in implementing new and more
responsible rules for the financial sector, and with the European Council’s
agreement on the European Commission’s proposal for a single supervisory
mechanism we have laid one of the foundation stones of a genuine European
banking union, which is necessary to prevent governments having to prop up
irresponsible banks in the future, to the detriment of their own budgets.

This ambitious work inside the European Union is starting to bring results, with
financial markets regaining confidence and investors starting to return to
economies which had been in difficulty.

Just as importantly, Europe’s place in the world was strengthened by our policies
and actions over the past year. Europe’s capacity to engage in diplomacy,
participate in multilateral forums and provide assistance to those in need
demonstrated our values in action in so many practical ways.

We were at the forefront of global efforts to face our common challenges:
sustainable development and climate change. We set the agenda at Rio+20 and
again in Doha, and even if we did not achieve all our objectives, we have moved
the debate forward and will continue to do so.



No review of our activities in 2012 would be complete without recalling the
singular honour bestowed on the European Union when it was awarded the Nobel
Peace Prize. The Nobel Prize is recognition of 60 years of achievement in bringing
peace, justice and democracy to our continent. It is also the spur to work even
harder in the future to build on this achievement.

Inside the European Union we must continue to combat the crisis, especially its
social impact, and build a stronger Europe, globally competitive and based on
inclusive, sustainable growth.

By adopting our blueprint on how to complete economic and monetary union we
have laid out a long-term vision as well as the concrete steps that need to be
taken in the short and the medium term.

Before the next elections for the European Parliament we will come forward with
our explicit ideas for treaty change, setting out the objectives to be pursued, the
way to make the European Union more integrated, more open, more democratic
and more effective, and the model to make it a Union for the citizens of Europe.
Now is the time to start the fundamental debate on how the European Union
must evolve, both in the economic and in the political sense.

Globally too there is much work to be done, both to meet Europe’s commitments
and also to help others meet their obligations as we work to shape our common
destiny.

The General Report on the Activities of the European Union — 2012 gives a great
overview of all that we have achieved over the past year and a glimpse of what
needs to be done in 2013 and beyond. | commend it to readers to deepen their
knowledge on the workings of the Union.

José Manuel Barroso



Konrad Adenauer, Federal Chancellor of Germany,

and Charles de Gaulle, President of France,
in Paris, France.
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Presidents Van Rompuy, Barroso
and Schulz at the Nobel Peace Prize
ceremony in Oslo, Norway.
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TOWARDS POLITICAL UNION

One of the most significant highlights of the year was the award of the 2012
Nobel Peace Prize to the European Union for its abiding commitment to peace
and the rule of law since its foundation in the aftermath of the two horrific
world wars in the 20th century. The year in review was also marked by a
renewed debate on the future of the Union, on the completion of economic
and monetary union and on how the EU might move towards a deeper

political union. This debate was enriched by many contributions, notably the
Commission’s blueprint, input from the European Parliament and the President
of the European Council, Herman Van Rompuy, working closely with colleagues.
Following a call from the Commission President José Manuel Barroso in

his State of the Union speech, the debate spread beyond the institutional
framework to engage directly with the Union’s citizens.



Nobel Peace Prize 2012

On 12 October the Norwegian Nobel Committee awarded the 2012 Nobel Peace
Prize to the European Union and its forerunners for having contributed for over six
decades to the advancement of peace and reconciliation, democracy and human
rights in Europe.

Announcement by the Nobel Committee

‘In the inter-war years, the Norwegian Nobel Committee made several
awards to persons who were seeking reconciliation between Germany and
France. Since 1945, that reconciliation has become a reality. The dreadful
suffering in World War Il demonstrated the need for a new Europe. Over a
70-year period, Germany and France had fought three wars. Today war be-
tween Germany and France is unthinkable. This shows how, through well-
aimed efforts and by building up mutual confidence, historical enemies can
become close partners.

In the 1980s, Greece, Spain and Portugal joined the EU. The introduction of
democracy was a condition for their membership. The fall of the Berlin Wall
made EU membership possible for several central and eastern European
countries, thereby opening a new era in European history. The division be-
tween east and west has to a large extent been brought to an end; democ-
racy has been strengthened; many ethnically based national conflicts have
been settled.

The admission of Croatia as a member next year, the opening of member-
ship negotiations with Montenegro and the granting of candidate status to
Serbia all strengthen the process of reconciliation in the Balkans. In the past
decade, the possibility of EU membership for Turkey has also advanced dem-
ocracy and human rights in that country.

The EU is currently undergoing grave economic difficulties and considerable
social unrest. The Norwegian Nobel Committee wishes to focus on what it
sees as the EU’s most important result: the successful struggle for peace and
reconciliation and for democracy and human rights. The stabilising part
played by the EU has helped to transform most of Europe from a continent
of war to a continent of peace.

The work of the EU represents “fraternity between nations”, and amounts to
a form of the “peace congresses” to which Alfred Nobel refers as criteria for
the Peace Prize in his 1895 will’



Thorbjorn Jagland,

Norwegian Nobel
Committee Chairman,
applauds as Herman
Van Rompuy, President
of the European Council,
José Manuel Barroso,
President of the European
Commission, and

Martin Schulz, President
of the European
Parliament, pose with
the Nobel diploma and
medal during the Nobel
Peace Prize ceremony.
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On 10 December in Oslo, the European Parliament President Martin Schulz, the
European Council President Herman Van Rompuy and the Commission President
José Manuel Barroso represented the European Union at the Nobel Peace Prize
award ceremony. Mr Thorbjarn Jagland, Chair of the Norwegian Nobel Committee
and current Secretary-General of the Council of Europe, presented the three
presidents with the Nobel Peace Prize diploma and medal.

In his citation, Mr Jagland said that the Nobel Prize was ‘both deserved and ne-
cessary’, and emphasised the need for institutions to anchor and embed peace.
Presidents Van Rompuy and Barroso then responded by jointly delivering the
2012 Nobel Peace Prize lecture.

During the course of the lecture, the European Council President recalled the
horrors of European wars and, subsequently, the imagination of the Union’s
founding fathers in setting forth on a new path of reconciliation, friendship and
hope. Acknowledging that the EU is undergoing the worst economic crisis for two
generations and putting the political bonds of the Union to the test, he stressed
that the EU must preserve its sense of togetherness and ‘the promise of Europe’
for the children of today and tomorrow.

The Commission President for his part said that the genius of the founding
fathers was in their understanding that to guarantee peace for the future it was
necessary to go beyond the nation state — the unique feature of the EU was that
it combined the legitimacy of democratic states with the legitimacy of suprana-
tional institutions. He stressed that the EU is not merely about peace among na-
tions, but that it embodies a disposition for benevolence, confidence and justice
— it is a new legal order, not based on the balance of power between nation
states, but rather on the free consent of states to share sovereignty.

Together with the three presidents, the EU’s official delegation in Oslo comprised
representatives of the other institutions, the social partners and the European
Youth Forum, and the staff committees of the EU institutions.
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Europe’s youth in Oslo

The EU delegation also included the four winners of the youth drawing and
writing contest ‘Peace, Europe, future’ for 8- to 24-year-olds, organised in
conjunction with the European Youth Forum. In this context the three presi-
dents said, ‘The 2012 Nobel Peace Prize is not only a recognition of the Euro-
pean Union’s past achievements; it also looks to the future. Our task is al-
ways to inspire the next generation of Europeans. That is why we want
Europe’s youth, who are inheriting a continent of peace and who will be re-
sponsible for Europe’s future, with us in Oslo.’

The contest attracted close to 5 400 applications from 33 countries: 1 173
drawings for the age group 8-12; 1 870 texts for the age group 13-17; and
2 354 texts for the age group 18-24. The four winners were: Ana Fanlo
Vicente, from Spain, 12 years old; Elena Nicoletta Garbujo, from Italy, 16
years old; llona Zielkowska, from Poland, 21 years old; and Larkin Zahra,
from Malta, 23 years old.

The prize money — €930 000 or SEK 8 million — will be allocated to projects
that will benefit children in war and conflict zones. The Commission decided to
double the allocation, to €2 million in total. Four projects were selected that will
reach out to over 23 000 conflict-affected children worldwide and will provide
access to basic education and child-friendly spaces:

» 4 000 Syrian refugee children in camps at the border between Iraq and Syria;
» 5 000 Colombian children, most of them refugees in Ecuador,

» 11 000 Congolese children displaced in the eastern Democratic Republic of
the Congo and refugees in Ethiopia; and

» 3 000 Pakistani children in the conflict-affected north of the country.

Winners of the contest
‘Peace, Europe, future’.
From left to right: Ana
Fanlo Vicente, Larkin
Zahra, llona Zielkowska
and Elena Nicoletta
Garbujo.



The Nobel Peace Prize

medal.
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Under the umbrella of the ‘EU children of peace’ initiative, ACTED from France is
going to work in the Domiz refugee camp in northern Iraq with Syrian children,
UNHCR will deliver assistance in Colombia and Ecuador, Save the Children and the
Norwegian Refugee Council will work with children in the Democratic Republic of
the Congo and Ethiopia, and Unicef will implement the project in Pakistan.

As for the medal, it will be displayed in the House of European History, a new
project by the European Parliament in Brussels. This will ensure that the Nobel
Peace Prize medal is accessible to all European citizens, both current and future
generations, by means of a permanent exhibition.
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Towards strengthened economic and
monetary union and political union

The financial and economic crisis brought into ever sharper focus the need to
complement the existing architecture of economic and monetary union (EMU),
and strengthen it substantially. Ways and means were sought and debated over
the course of the year as to how best to make EMU more resilient in the months
and years to come, underpinned by greater integration and reinforced solidarity
for the euro area.

For the June European Council, a report (*) was presented to EU leaders with a
view to consolidating and strengthening EMU so as to ensure economic and social
welfare, stability and sustained prosperity. The report, prepared by the President
of the European Council in collaboration with the President of the Commission,
the President of the Eurogroup and the President of the European Central Bank,
aimed at developing a vision for EMU to ensure stability and sustained prosperity.
It sought to do so by proposing a strong and stable architecture in the financial,
fiscal, economic and political domains, underpinning the jobs and growth strategy.

This led to the President of the European Council, in close collaboration with the
other three presidents, being tasked to develop a specific and time-bound road-
map for the achievement of genuine economic and monetary union. There were
further important inputs into the development of this evolving policy, notably an
interim report () to the October European Council, the Thyssen report (3), the
resolution (*) of the European Parliament, the blueprint produced by the Commis-
sion at the end of November and the four presidents’ report to the December
European Council.

In December 2012, EU leaders meeting in the European Council agreed on a
process — a roadmap for the achievement of a genuine economy and monetary
union. The Commission’s blueprint, while being a contribution to the development
of the roadmap and the four presidents’ report to the December European Coun-
cil, goes significantly further, and presents the Commission’s vision and specific
ideas for the short, medium and longer term, including ideas for institutional
change that may require treaty change.

y <

‘Eumpean-cuuncil.eum ”

Herman Van Rompuy,
President of the European
Council, flanked by José
Manuel Barroso, President
of the European
Commission, and Demetris
Christofias, President of
Cyprus, the Member State
holding the Presidency of
the Council of the
European Union, at a press
conference after the
December European
Council.
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European Council roadmap

The roadmap (°) adopted by the December European Council stresses the need to
build on the existing institutional and legal framework. It underlines the need to
respect the integrity of the single market by establishing a sound framework for
the euro area that is fair, transparent and open to all other EU countries.

The following is a brief summary of the main features of the roadmap.
1. Banking union
Single supervisor

The first important step in the creation of a banking union is the establishment of
a single supervisory mechanism (SSM). It will cover euro area banks and be open
to all Member States. The agreement on this, reached in December, will facilitate
the Council Presidency to negotiate with the European Parliament with the aim of
reaching a final agreement rapidly so that the SSM can be implemented as soon
as possible. The SSM will be composed of the European Central Bank and na-
tional competent authorities. The European Banking Authority will retain its role
of developing standards and ensuring consistency.

Once an effective SSM is established, the European stability mechanism (ESM)
will be able to recapitalise banks directly. An agreement on the operational
framework supporting this possibility, including the definition of legacy assets,
should be agreed as early as possible in 2013. The SSM will start supervising in
March 2014, or 12 months after the entry into force of the legislation, whichever
is later.

Bank capital requirements

New rules on bank capital requirements to make the financial sector better
equipped to manage risks and absorb shocks are in the final stages of negoti-
ation. The European Council considered them ‘of the utmost priority’ and called
for their rapid adoption.

Bank resolution and deposit guarantee schemes

Legislative proposals on more harmonised national bank resolution and deposit
guarantee frameworks should be agreed before June 2013.

A single resolution mechanism

The Commission will propose, in the course of 2013, a single resolution mech-
anism for Member States participating in the SSM. This mechanism, including
appropriate and effective backstop arrangements, will safeguard financial stabil-
ity if banks fail, but will also protect taxpayers, as it will be based on contributions
from the financial sector itself. The objective is to reach agreement on this
mechanism by the summer of 2014.
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2. Fiscal sustainability and reinforced economic policy coordination

The immediate priority in this area is to complete and implement key legislation
for stronger economic governance. The leaders called for rapid adoption of the
‘two-pack’ to reinforce fiscal surveillance in the euro area. It will complement the
‘six-pack’ on fiscal and macroeconomic surveillance in the EU, which contains
some specific rules for euro area members and came into effect in 2012. The
third main element is the Treaty on Stability, Coordination and Governance (TSCG,
‘fiscal compact’), which is to enter into force at the beginning of 2013.

3. Economic policy issues to be considered by the June 2013 European Council

A number of other important questions related to the economic policy coordin-
ation of the euro area need to be examined further. President Van Rompuy, in
close cooperation with the President of the Commission, will present to the June
2013 European Council a roadmap on the following issues:

» greater ex ante coordination of Member States’ major economic policy reforms
(Article 11 TSCG) — the Commission will propose a framework for this in the
context of the European semester;

» the social dimension of EMU, including social dialogue;

» the feasibility of mutually agreed contracts for competitiveness and growth
that would be compulsory for euro area Member States and voluntary for the
others;

» solidarity mechanisms to support such contracts.
4. Democratic legitimacy

Throughout the process, an overarching principle is ‘to ensure democratic legit-
imacy and accountability at the level at which decisions are taken’. This could be
done for instance by introducing ‘new mechanisms increasing the level of coop-
eration between national parliaments and the European Parliament’ (Article 13
TSCG and Protocol No 1 to the treaties).
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European Commission blueprint

The Commission’s blueprint (}) on EMU and political union is the institution’s
contribution to fuel a broader and deeper debate about the shape of the Union
well into the future. While contributing analyses and concrete suggestions, it goes
beyond the immediate, seeking to identify the shape of political union to underpin
the credibility and sustainability of EMU in the longer term and what type of
democratic structures might be necessary.

Press conference by

José Manuel Barroso,
President of the European
Commission, on a blueprint
for a deep and

genuine economic

and monetary union.

‘As we move towards deep and genuine EMU, it is crucial
that we ensure commensurate democratic legitimacy and
appropriate accountability’ — President Barroso, Brussels,

Belgium, 28 November 2012.

The blueprint makes clear that the role of the European Parliament needs to be
enhanced as part of strengthening the democratic accountability that needs to
accompany any future treaty change to enhance EMU. The December European
Council has clearly stated that further integration of policymaking and greater
pooling of competences must be accompanied by a commensurate involvement
of the European Parliament.

The issues at stake in the fields of fiscal union, of economic policy coordination
and of corresponding political union are fundamental. They are at the heart of
national policies and politics, indeed the heart of national sovereignty.

In a deep and genuine EMU, all major economic and fiscal policy choices by
Member States should be subject to deeper coordination, endorsement and sur-
veillance at the European level. Steps towards more responsibility and economic
discipline should be combined with more solidarity and financial support. Political
integration, ensuring democratic accountability and legitimacy, is necessary
every step of the way. This transformation ought to take place gradually, over the
short, medium and longer term, and would, if the Commission’s blueprint were to
be followed through, ultimately entail treaty changes.
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TIMELINE ENVISAGED BY THE BLUEPRINT
FOR THE DIFFERENT INITIATIVES

A blueprint for a deep and genuine EMU Secondary
Launching a European debate law

SHORT TERM
Within the next 18 months

. Further reinforcement of budgetary and economic integration

THROUGHOUT THE PROCESS

2. Proper fiscal capacity for the euro area building on the CCI

3. Redemption fund

MEDIUM TERM

More than | 18 months to 5 years

4. Eurobills
1. Full banking union

. Full fiscal and economic union




‘I would like to see the development of a European public
space, where European issues are discussed and debated
from a European standpoint. We cannot continue trying to
solve European problems just with national solutions.
This debate has to take place in our societies and among
our citizens’ — President Barroso, Strasbourg,

France, 12 September 2012.
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The debate on the future of Europe

The Commission President, in his State of the Union speech (’) before the Euro-
pean Parliament in September, said that before the next European Parliament
elections in 2014, the Commission would present its outline for the shape of the
future European Union, putting forward explicit ideas for treaty change in time for
a debate.

During the speech, he also proposed a more ambitious evolution of the Union
— a move towards a federation of nation states, but not a super state. The
underlying rationale for his proposal relates to the pace of globalisation. ‘In the
age of globalisation pooled sovereignty means more power, not less,” he said.

In that State of the Union speech, President Barroso called for a great debate
across Europe on the policies and instruments needed for the future. He strongly
encouraged the further development of a European public space, where European
issues are discussed and debated from a European perspective. He stressed that
a stronger commitment to Europe’s fundamental values is needed and that a
more political European Union also means that ‘we must concentrate European
action on the real issues that matter and must be dealt with at the European
level”

With the award of the 2012 Nobel Peace Prize to the European Union, this call
gained greater weight due to the public recognition given to the fundamental
values of the Union and to its achievements; it will give renewed impetus to the
debate on closer political union with the accompanying requirement for more
democracy structures.

In the context of developing this debate in the European public space, it is planned
that a series of structured ‘citizens’ dialogues’ will take place in all Member
States to engage directly with citizens throughout the Union.

Viviane Reding, European

Commission Vice-President
responsible for Justice,
Fundamental Rights and
Citizenship, at the citizens’
dialogue in Cddiz, Spain.
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Citizens’ dialogues
The dialogues are centred on the question ‘What kind of Europe do we want?’

The citizens’ dialogues are structured around three main topics, then move
on to a debate.

1. The economic crisis in Europe. Has the European Union done enough to
solve the crisis? Do citizens believe that Europe is part of the problem or
part of the solution?

2. Citizens’ rights. European citizenship entails certain rights and obligations.
What does Europe mean in our daily lives? What can Europe do to im-
prove the lives of its citizens?

3. The future of Europe. The economic crisis has led to profound changes in
the economic, political and social situation in the EU and in its Member
States. How should the European Union adapt to this new reality?

‘We want to start a new Europe of the 500 million citizens,” Vice-President Reding
said. ‘My colleagues and | want to discuss with citizens before we present our
plans for the future of the EU.

The first three citizens’ dialogues were held in Cadiz (Spain, September 2012),
Graz (Austria, November 2012) and Berlin (Germany, November 2012). A fourth
dialogue with participants of the ‘Semaines sociales de France 2012’ took place
in Paris (France, November 2012).

The next formal dialogue is scheduled for Dublin (Ireland) in January to coincide
with opening of the 2013 European Year of Citizens.

All dialogues are open forums of 200 to 500 people in which political leaders
from the Commission, the other institutions and local politicians listen to the
concerns and expectations of citizens on the financial and economic crisis, on
citizens’ rights and on the future of the Union by 2020.

Viviane Reding, European
Commission Vice-President
responsible for Justice,
Fundamental Rights and
Citizenship, in Berlin,
Germany, where she took
part in a citizens’ dialogue.
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Debates in smaller formats or on specific themes are also being encouraged — a
debate on employment took place in Naples (ltaly) in late November, while a
similar approach was taken in Sweden with a thematic dialogue on active ageing
on November 28 in Stockholm, coinciding with the closure of the European Year
2012.

The central information hub for the series of dialogues is available on the Inter-
net (8). The announcement of events (including practical details, information on
preliminary debates, registration and social media) is made in the language of
the Member State, while a live broadcast of the event can be viewed on the
website.
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STRENGTHENING ECONOMIC GOVERNANCE
AND FINANCIAL STABILITY IN THE EUROPEAN UNION

The continuing financial and economic crisis has been addressed by intense and
sustained action by the European Union’s institutions and national governments
and this work continued apace over the course of 2012. All have been working
closely together to support financial stability, to put in place a stronger
governance system for the future and to strengthen the necessary conditions
to boost growth and employment. In the face of the crisis, important decisions
were taken in the course of the year that considerably enhanced the Union’s
capacity to address the crisis and to move beyond it.

Across the European Union, reform and consolidation measures were
implemented. Joint financial backstops were put in place, and the Union’s
institutions have consistently shown that they stand by the common currency
through their ability to act to address the challenges of the crisis. In particular,
measures were taken to ensure that the new European stability mechanism,
with significant additional firepower, would be operational by autumn. Fiscal and
macroeconomic imbalances in some euro area Member States continued to be a
source of concern during the course of the year, but serious efforts were made
to address them. The Stability and Growth Pact was significantly strengthened
with the coming into force of new legislation introducing tighter surveillance of
economic and fiscal matters.

A new treaty, more commonly known as the fiscal compact, heralding stronger
stability, coordination and governance in economic and monetary union, was
signed by 25 of the 27 Member States, and represented an important milestone
in the Union’s structural response to the crisis.

Twenty-five European leaders — all but the Czech Republic and the United
Kingdom — signed the Treaty on Stability, Coordination and Governance in the
Economic and Monetary Union at the beginning of March. They committed to
more discipline and convergence, thus sending a very clear message on the
irreversibility of the euro and European integration.

The year under review also marked the 10th anniversary of the introduction of
euro notes and coins.

Growth and jobs depend on a healthy and well-functioning financial sector. The
Commission has fought the crisis from the beginning with a comprehensive set
of measures to regulate and supervise the sector. At the end of 2011, many
key initiatives had been adopted already or were before the Parliament and

the Council. The most notable new feature during 2012 was the banking union
proposal with the single supervisory mechanism as its centrepiece. In the course
of the year, further legislative enhancements were put forward to improve
investors’ protection and to strengthen the internal market.



Strengthening the EMU architecture

Treaty on Stability, Coordination and Governance
in the Economic and Monetary Union

Twenty-five European leaders — all but the Czech Republic and the United King-
dom — signed the Treaty on Stability, Coordination and Governance in the Eco-
nomic and Monetary Union () at the beginning of March. They committed to more
discipline and convergence, thus sending a very clear message on the irreversibil-
ity of the euro and European integration.

......................................................................................................................... Treaty on Stability,
What the treaty changes Coordination and
Governance in the
The signatories will bring a ‘debt brake’ into their national legislation, prefer- Economic and Monetary
ably at a constitutional level, with a binding and permanent effect. National Union.

budgets will have to be in balance or in surplus, with an annual structural
deficit under 0.5 % of GDP. If not, an automatic correction mechanism will be
triggered. The signatories also committed to deeper economic coordination.

The treaty also formalised summits of the euro area. Euro summit meetings
will take place at least twice a year. Those who share the single currency can
take certain decisions and involve, where appropriate, the other countries.

The treaty, often referred to as the ‘fiscal compact’, entered into force on
1 January 2013 after it was ratified by at least 12 euro area countries, as
required.



Viviane Reding, European
Commission Vice-President
responsible for Justice,
Fundamental Rights and
Citizenship, at the French
Assemblée Nationale,
where she discussed the
European semester.
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‘Two-pack’

These two draft regulations will further strengthen the economic governance of
the euro area by building on what has already been done through the six pieces
of legislation adopted last year (the ‘six-pack’) and the European semester. This
reinforcement of economic governance will be one of the essential foundations
of deep and genuine economic and monetary union (EMU), as outlined in the
blueprint presented by the Commission at the end of November (see Chapter 1
for more details).

The first of these two regulations (?) codifies and clarifies the procedures for
enhanced surveillance of Member States that are experiencing, or at risk of, se-
vere financial difficulties. It also links the treaty framework with the practices for
providing conditional financial assistance, for instance through the European
stability mechanism.

The second regulation (*) harmonises the timetable for the preparation and adop-
tion of national budgets of the euro area Member States. This builds on the
principles of ex ante, or prior, policy coordination enshrined in the European se-
mester, and will help to ensure that budgetary plans are in line with country-
specific recommendations.

One of the most substantial innovations of this legislative proposal is that it
grants the Commission the right to request that a draft national budget be
amended, if the analysis indicates that it would not put the country on track to
meet its commitments under the Stability and Growth Pact. This will represent a
significant change in the process towards ensuring more effective coordination of
budgetary policies in the euro area, where there is such strong interdependence
— for the sake of financial stability and especially for the sake of sustainable
growth and job creation in Europe. By year's end, these two proposals were still
being considered under the co-decision process in the Parliament and in the
Council.
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Deepening of economic and monetary union

The June European Council considered a report (%), ‘Towards a genuine economic
and monetary union’, presented by the President of the European Council, in co-
operation with the Presidents of the Commission, the Eurogroup and the Euro-
pean Central Bank (ECB). It set out ‘four essential building blocks’ for future EMU:
an integrated financial framework; an integrated budgetary framework; an inte-
grated economic policy framework; and strengthened democratic legitimacy and
accountability. European leaders considered the matter again at October’s Euro-
pean Council on the basis of an interim report.

Prior to the submission of the four presidents’ final report to the December
Council, the Commission presented a blueprint for completing EMU (°), which sets
out a range of actions in the short, medium and long term.

While the blueprint is the Commission’s contribution to the four presidents’ final
report and roadmap (°) for the December Council, it also functions as a stand-
alone report, giving a longer-term vision with a clear timing and sequence of its
own. The Commission’s blueprint identifies what remains to be done to achieve a
true banking, fiscal, economic and political union, along with a clear timeframe
for putting in place the various elements necessary for completing the work
begun in Maastricht. A number of the actions covered in the document are already
on the table or are in the legislative pipeline. Some of the components proposed
would, however, require treaty change. See Chapter 1 for further details.

In early December, the President of the European Council presented the final re-
port which called for a political commitment to implement the proposed roadmap.

The European Council agreed to conclusions (”) on a roadmap for the completion
of economic and monetary union, based on deeper integration and reinforced
solidarity. This process will begin with the completion, strengthening and imple-
mentation of the new enhanced economic governance, as well as the adoption of
the single supervisory mechanism (SSM) and of the new rules on recovery and
resolution and on deposit guarantees. This will be completed by the establish-
ment of a single resolution mechanism, which the Commission intends to propose
once there is agreement on the SSM.

Preparing the report
‘Towards a genuine
economic and monetary
union’: Herman Van
Rompuy, President of the
European Council,
Jean-Claude Juncker,
President of the Eurogroup,
and José Manuel Barroso,
President of the European
Commission.

‘Political union can, and shall, develop hand-in-hand with
fiscal, economic and financial union’ — Mario Draghi,
President of the European Central Bank.
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European stability mechanism: a major step
towards more solidarity

The European stability mechanism (ESM) (8) is a permanent crisis management
mechanism, in addition to the European Financial Stability Facility (EFSF) and
European Financial Stabilisation Mechanism (EFSM), designed to prevent conta-
gion in the euro area and boost confidence. In February, euro area finance minis-
ters signed the ESM Treaty. Furthermore, in March, euro area leaders reassessed
the overall ceiling of the EFSF/ESM, setting the cumulative lending capacity at
€700 billion, and accelerated the payment of the ESM’s paid-in capital so that the
ESM could build up to its full and effective lending capacity of €500 billion more
swiftly; two tranches were paid in 2012, two more will be paid in during the
course of 2013 and the last in 2014.

The ESM entered into force on 27 September as soon as instruments of ratifica-
tion were submitted by Member States representing at least 90 % of the ESM’s
authorised capital. The ESM’s inaugural Board of Governors and Board of Direct-
ors meetings were held on 8 and 9 October respectively. They adopted the ESM’s
implementing documents — including the mechanism’s by-laws, rules of pro-
cedure, pricing and investment policies and instrument guidelines — marking the
moment when the ESM became fully operational.

How the ESM works

The ESM is authorised to make use of the following lending instruments for
the benefit of its members, subject to appropriate conditionality:

» provide loans in the framework of a macroeconomic adjustment pro-
gramme;

» purchase debt in the primary and secondary debt markets;
» provide precautionary financial assistance in the form of credit lines;

» finance recapitalisations of financial institutions through loans to the
governments of ESM members. The ESM will be empowered to directly
recapitalise banks in the euro area once an effective single supervisory
mechanism for euro area banks is established.

With the ESM’s entry into force, the euro area was endowed with a permanent
crisis resolution mechanism that will be able to provide financial assistance, in
various forms, to euro area Member States in the event such needs arise. It can
provide assistance via loans, precautionary credit lines and financial assistance
for the purpose of recapitalising financial institutions, as well as intervention in
both the primary and secondary markets. In addition, Heads of State or Govern-
ment have decided that once a single supervisory mechanism is established, the
ESM should have the possibility to recapitalise banks directly. Work at a technical
level commenced in 2012 so as to develop an instrument to this effect.
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ESM Treaty in line with EU law

The Court of Justice of the European Union has upheld the validity of the
European Council decision establishing the European stability mechanism
(ESM). The ruling (°), which was issued on 27 November, was a response to
the claim by a member of the Irish parliament before the Irish courts that the
amendment to the Treaty on the Functioning of the European Union (TFEU)
by a European Council decision was unlawful. The Court of Justice ruled that
the amendment does not encroach on the exclusive competences held by the
EU in the areas of monetary policy or the coordination of the economic pol-
icies of the Member States. The Court also reaffirmed the right of Member
States to conclude between themselves an agreement for the establishment
of a stability mechanism such as the ESM Treaty, provided that the commit-
ments undertaken are consistent with EU law.

G20

At the G20 Summit in Los Cabos in June, it was agreed to increase the resources
of the International Monetary Fund (IMF) by USD 456 billion. This amount exceeds
the USD 430 billion of additional resources agreed on by the IMF and G20 in April
2012. As agreed, and reflected in the G20 leaders’ declaration from Los Cabos,
Mexico, these resources will be available for the whole membership of the IMF,
and not earmarked for any particular region. The EU will contribute more than
half of the resources, i.e. USD 240 billion.

Together with the increase of the European firewalls to support the financial
stability of the euro area, this will strengthen the ability of the international com-
munity to provide responses at a global level to the challenges currently being
faced.

Euro notes and coins — 10 years on

The euro, as the second reserve currency of the world, and the cash in the pockets
of some 300 million citizens, is a remarkable achievement, despite the serious
financial and economic crisis of recent years.

Only 10 years ago, 12 Member States introduced euro notes and coins as their
daily currency and that number now stands at 17. All but two countries of the
Union are committed to joining the euro in accordance with their treaty obliga-
tions — Denmark and the United Kingdom have opt-outs.

The euro is not just a technical monetary arrangement but also a tangible symbol
of the determination to work together in a spirit of shared responsibility and
solidarity, and is one of the great achievements of European integration.

‘We have and will continue to confront country-specific
crises [and] demonstrate solidarity and we will continue to
act to ensure overall financial stability in the euro area.
And we now have tools we didn’t have at the beginning’
— Herman Van Rompuy, President of the European
Council, at the G20 Summit in Los Cabos, Mexico.

Euro coins and banknotes.
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Reinforcing Europe’s growth agenda

Second European semester in 2012

While the European semester process was inaugurated in 2011 in agreement
with the Member States, the 2012 exercise was underpinned by European law as
part of the newly strengthened economic governance of the euro area and the
wider EU. The semester is a key element of the ‘six-pack’ of legislation which
significantly reinforced the Stability and Growth Pact and extended the scope of
fiscal surveillance. The semester focuses on good economic governance and the
implementation of the Europe 2020 strategy for growth and jobs.

The Commission launched the second European semester in November 2011
with its annual growth survey for 2012 (2°). The key message of the 2012 survey
was that, faced with a deteriorating economic and social situation, more efforts
are needed to put Europe back on track and sustain growth and jobs, and that
Member States had not done enough to enact the measures they had committed
to at EU level during the first European semester.

The annual growth survey for 2012 called for the Union and Member States to
focus on five priorities:

» pursuing differentiated, growth-friendly fiscal consolidation;

» restoring normal lending to the economy;

» promoting growth and competitiveness for today and tomorrow;
» tackling unemployment and the social consequences of the crisis;

» modernising public administration.
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How does the semester work?

The European semester is a yearly cycle. As a central element, the Commission is
entrusted with undertaking detailed analyses of Member States’ programmes for
economic and structural reforms and proposing recommendations for action.
These recommendations — called country-specific recommendations — are then
considered and adopted by the Council and addressed to the Member States.

The European semester starts when the Commission adopts its annual growth  ‘The European semester is a way to anticipate and
survey, which sets out the most important EU priorities for the coming year to  prevent dangerous economic imbalances before they spill
boost growth and job creation. The Parliament plays an important role in this  over to other countries’ — José Manuel Barroso, President
process via the so-called ‘economic dialogue’. To enhance dialogue between the  of the European Commission.

EU institutions, the Parliament can invite the presidents of the EU institutions to

debate any specific occasion and step of the European semester, as indicated in

the graph below.

THE EUROPEAN SEMESTER

January February

European Annual growth In-depth reviews Proposals for country-specific
C . survey and (imbalance recommendations
Sinimi=sion other reports procedure)
+ Autumn:
Council of Debat § Discussion monitoring and
- ebate an ; ; peer review
Ministers orientations n Cour!ul tE
formations BN (BT
level
_ |
Eurqpean Debate and Dialogue on
Parliament orientations recommendations
]
European Spring EU summit: Endorsement of
Council overall guidance country-specific
on EU priorities recommendations
.|
. . Autumn:
Member Adoption of national reform N implementation
States programmes (NRPs) and stability 7 FetiemEl

and convergence programmes (SCPs) budgets
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Macroeconomic imbalance procedure

The new economic governance arrangements enacted by the ‘six pack’ introduce,
for the first time in the Union, a procedure for monitoring and correcting macro-
economic imbalances: the macroeconomic imbalance procedure.

The Commission’s alert mechanism report (!!) in February was the first step of
the new procedure on the prevention and correction of macroeconomic imbal-
ances. It pointed to challenges and potential risks raised by macroeconomic im-
balances in some Member States. It contained thorough examinations (*2) of the
sources of imbalances and analyses of the driving forces behind such develop-
ments. Based on these reviews, the Council addressed recommendations to the
Member States in question under the preventive or corrective arms of the pro-
cedure.

Macroeconomic imbalance procedure scoreboard
The scoreboard indicators are:

» 3-year backward moving average of the current account balance as a
percentage of GDP;

» net international investment position at end of year as a percentage of
GDP;

» 3-year percentage change of the real effective exchange rates based on
the Harmonised Index of Consumer Prices/consumer price index deflators;

» 5-year percentage change in share of world exports (export market
shares) measured at current prices;

» 3-year percentage change in nominal unit labour cost;

» year-on-year changes in house prices relative to the final consumer price
index;

» private-sector credit flow as a percentage of GDP;

» private-sector debt as a percentage of GDP;

» general government sector debt as a percentage of GDP;

» 3-year backward moving average of the unemployment rate;

» year-on-year changes of total financial sector liabilities.
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National reform programmes and country-
specific recommendations

In the second phase of the European semester, in April, Member States presented
their national economic reform programmes (national reform programmes and
stability and convergence programmes).

Following detailed analysis of each programme, the Commission presented
country-specific recommendations (**) geared towards boosting economic growth
and job creation. The Commission made 28 proposals for Council recommenda-
tions, one for each Member State, with country-specific guidance on economic
policy, such as public finances and structural reforms, as well as one for the euro
area as a whole. EU countries were also encouraged to make their judicial sys-
tems ever more efficient and to implement necessary judicial reforms as part of
their economic recovery programmes.

Annual growth survey 2013

The annual growth survey (AGS) for 2013 (*) was launched by the Commission
at the end of November 2012. It set out how shared responsibility between the
European and national levels could be used to drive change across the EU, laying
the foundations for a return to growth and jobs.

The survey outlined priority actions to be taken by Member States in order to
ensure better-coordinated and more effective policies for fostering sustainable
economic growth. In order to maintain a reform momentum, the Commission
recommended focusing on the same five priorities that were identified for the
previous year.

The main message of the AGS this year is that while EU policies are beginning to
show results — deficits are coming down, tensions in financial markets are eas-
ing and there are signs that competitiveness is improving in some Member States
— continued reform is needed to generate sustainable growth and jobs. Each of
the five priorities is focused on delivering growth and jobs, with a special em-
phasis on fairness. There is no ‘one-size-fits-all’ agenda to boost growth and jobs,
but there are common goals and a range of reforms to consider.

The December European Council took note of the 2013 AGS and endorsed the
priorities set by the Commission for the year ahead. Building on the survey, the
European Council will adopt guidance for Member States’ national reform pro-
grammes and stability and convergence programmes at its spring 2013 meeting.



Klaus Regling, Managing
Director of the European
Financial Stability Facility,
Christine Lagarde,
Managing Director of the
International Monetary
Fund, Jean-Claude Juncker,
President of the Eurogroup,
and Olli Rehn, European
Commission Vice-President
responsible for Economic
and Monetary Affairs and
the Euro, at the Eurogroup
meeting of 20 February.
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Financial assistance

European financial assistance mechanisms are capable of supporting EU Member
States in difficulty and thereby preserving the financial stability of the EU and the
euro area. They consist of loans jointly provided by the EU (EFSM), the European
Financial Stability Facility (EFSF) and the IMF. Financial assistance is linked to
macroeconomic conditionality, the details of which are negotiated between the
Member State seeking support and the official lenders and set out in @ memoran-
dum of understanding.

Support continued to be provided over the year to Greece, Ireland and Portugal.
During the course of the year, Cyprus and Spain also sought financial assistance,
in the latter case specifically for the banking sector.

Greece: second economic adjustment programme

To support the Greek government’s efforts to get its economy back on track, euro
area Member States agreed on 2 May 2010 to a 3-year programme (*°), provid-
ing a total of €80 billion in bilateral loans (this amount was eventually reduced
by €2.7 billion, because Slovakia decided not to participate in the Greek loan facil-
ity agreement while Ireland and Portugal stepped down from the facility as they
requested financial assistance themselves). Together with €30 billion from a
standby agreement with the IMF, a loan package of €110 billion was formulated.

Since 2010, the Commission, the ECB and the IMF, working as a troika, have as-
sisted Greece to bring its economy towards sustainability. Greece has made major
fiscal adjustments under exceptionally difficult circumstances. Together with the
IMF, the euro area countries have now committed €237.3 billion of financing for
Greece until 2014. Private-sector creditors are contributing another €106 billion
through the debt exchange that reduced the nominal value of their investment by
53.5 %.

In the second programme (*¢), agreed in March, euro area Member States via the
EFSF and the IMF committed the undisbursed amounts of the first programme
plus an additional €130 billion for the years 2012-14. During this period, and
subject to conclusive reviews, the EFSF is authorised to commit an overall amount
of €144.7 billion (including the already committed or disbursed amounts for
private-sector involvement and bank recapitalisation), while the IMF will contrib-
ute €28 billion over 4 years.
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In mid-December, the Eurogroup formally approved the second disbursement
under the second economic adjustment programme for Greece, following the fi-
nalisation of the relevant national procedures and after having reviewed the
outcome of the debt buy-back operation conducted by Greece, which will lead to
a substantial reduction of the Greek debt-to-GDP ratio. The Eurogroup reaffirmed
that this, together with the initiatives agreed by the Eurogroup on 27 November
and full implementation of the adjustment programme, should bring Greece’s
public debt back on a sustainable path, to 124 % of GDP in 2020. Greece and the
other euro area Member States are prepared to take additional measures, if
necessary, to ensure that this objective is met. It was on this basis that Member
States authorised the EFSF to release the next instalment for a total amount of
€49.1 billion, of which €34.3 billion was paid in December.

OVERVIEW OF DISBURSEMENTS, BILLION €

First programme

Disburs!
May 2010 145 55 200
.............. September2010552591
Decemberzmommuawzon ................ 652590 .............
.................. M arCh201110941150
................... Ju[v20118732119
............... December2011582280

Total disbursed under
first programme

Second programme

Disbursement Total
March—June 2012 (*) 74 16 756
Decemberzou(**)343343 ............

Total 161.2 217 1829

(*) The first disbursement under the second programme took place in seven tranches from
March to June 2012.

(**) The second disbursement amounts to €52.34 billion in total (EFSF and IMF) and is made
in several tranches.

Greece task force

The task force, put at the disposal of Greece to provide technical assistance in
implementing its challenging reform agenda, including on tax, labour markets,
healthcare, the judicial system, public administration, energy, transport and a
range of other reforms, continued its work () in 2012 but the pace of reforms
was slower than anticipated due to the electoral situation in the country. With the
formation of the new Greek government, renewed impetus was given to the
process in the latter part of the year.
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Ireland

The agreed external assistance for Ireland amounts to up to €67.5 billion over 3
years (where the EFSM will contribute €22.5 billion) as part of a total package
worth €85 billion (including contributions from Ireland).

OVERVIEW OF DISBURSEMENTS, BILLION €

Disbursements EFSF EFSM IMF (*)  Bilateral (**) Total

Quarter 1 2011 36 84 58 00 178
.............. Quaner22011.00_30_14_0044"
.............. QuanerBZOll.So_ZS_lS_OS75"
.............. Quaner42011.28_00_39_0572"
.............. Quaner12012.27_45_32_07111"
.............. Quaner22012.00_23_14_0542"
.............. Quaner32012.00_00_09_0716"
.............. Quaner42012.oo_lo_09_719"
..... TOtaldISburSEdzou_lz.121.217_19_29557"

Total commitment 177 225 225 48 67.5

(*) IMF amounts are based on €-SDR exchange rates and might therefore show differences.
(**) Bilateral includes Denmark, Sweden and the United Kingdom.

Portugal

The agreed assistance for Portugal totals up to €78 billion over 3 years with an
EFSM share of €26 billion.

OVERVIEW OF DISBURSEMENTS, BILLION €

Disbursements EFSF EFSM IMF (*) Total

May-Sept. 2011 59 135 6.1 255

Total commitment 26 26 26 78

(*) IMF amounts are based on €-SDR exchange rates and might therefore show differences.
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Spain

Spain requested financial assistance for its financial sector on 25 June. The
policy conditions specific to the financial sector contain measures to increase the
long-term resilience of the banking sector, thus restoring its market access, and
to deal effectively with the legacy stock of assets stemming from the bursting of
the real estate bubble. The agreement was endorsed by the Eurogroup meeting
in Brussels on 20 July, with the memorandum of understanding and the financial
assistance facility agreement signed subsequently.

The terms and conditions of the financial sector assistance were negotiated be-
tween the Spanish authorities and the European Commission, in liaison with the
ECB and the European Banking Authority (EBA), with technical assistance from
the IMF.

The 4 December Eurogroup meeting of euro area finance ministers welcomed a
decision by the ESM to authorise the disbursement of up to €39.5 billion to
Spain (*8). The disbursement is the first tranche of the programme for the coun-
try’s financial sector. During their meeting, ministers reviewed progress on the
bank recapitalisation programme in Spain, which was adopted in July to overhaul
weak segments in the country’s banking sector. Funds from this disbursement will
be used to reinforce the most severely affected financial institutions, as well as
to capitalise a newly created asset management company which will acquire and
manage banks’ underperforming assets. In a related development, the Commis-
sion concluded that the restructuring plans of four Spanish banks are in line with
EU state aid rules. The Commission’s approval clears the way for the banks to
receive aid from the ESM.

Cyprus

In the face of troubles in the banking sector and macroeconomic imbalances,
Cyprus requested financial assistance from the European Union and the IMF.
Considerable progress has been made towards a possible macrofinancial assis-
tance programme for Cyprus, which envisages a significant financial, fiscal and
structural adjustment, as foreseen in a draft memorandum of understanding
agreed at staff level on 23 November. The euro area finance ministers, meeting
on 13 December, welcomed the fact that the Cypriot authorities were demon-
strating their commitment to such reforms and that the Cypriot parliament had
passed a first set of measures as agreed with the international institutions. The
Eurogroup noted the interim results of the due diligence exercise on the capital
needs of the Cypriot financial sector, whose main parameters were broadly in line
with expectations underlying programme discussions. The final results were ex-
pected early in 2013.
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Financial sector reform: investing in
confidence

Towards banking union

The vulnerabilities in the banking sector have a negative impact on the sovereign
debt crisis. The negative feedback loops between individual Member State
budgets and some of their banks are a threat to financial stability in the EU.
Given pooled monetary responsibilities in the euro area and closer financial inte-
gration, there are specific risks in terms of cross-border spillover effects in the
event of bank crises. Coordination of national banking supervision is no longer an
option for the euro area. A move to an integrated system — a ‘banking union’
— is deemed necessary.

Significant progress was made during the year towards creating a viable banking
union — a common set of rules to supervise and otherwise deal with the cross-
border spillovers of banking problems and, in particular, to break the vicious cycle
of banking debt and sovereign debt.

In May, as part of a longer-term vision for economic and fiscal integration, the
Commission called for a banking union to restore confidence in banks and the
euro. In tandem, the ongoing reforms of the EU regulatory framework for the fi-
nancial sector need to be completed to ensure the integrity of the single market.
Decisive and rapid steps to achieve both are required. Against that backdrop, the
June and October European Councils requested that a single supervisory mecha-
nism (SSM) for banks be set up, which is binding for euro area Member States but
open to the extent possible for non-euro area Member States. Such an integrated
supervision is necessary to make sure that at least all euro area Member States
can have full confidence in the quality and impartiality of banking supervision,
opening the way for the European stability mechanism to directly recapitalise
banks that fail to raise capital on the markets.

The Commission’s proposal (1°) in September for an SSM is a key element in
strengthening economic and monetary union. The Council reached broad agree-
ment on the modalities of the SSM in mid-December. In welcoming this agree-
ment, the European Council called on the co-legislators to rapidly reach final
agreement so as to allow implementation as soon as possible.
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How the SSM works

The SSM will be composed of the European Central Bank and national com-
petent authorities. The ECB will be responsible for the overall functioning of
the SSM. Under the proposals, the ECB will have direct oversight of certain
euro area banks, although in a differentiated way and in close cooperation
with national supervisory authorities. Non-euro area Member States wishing
to participate in the SSM will be able to do so by entering into close cooper-
ation arrangements.

The ECB’s monetary tasks would be strictly separated from supervisory tasks
to eliminate potential conflicts of interest between the objectives of mon-
etary policy and prudential supervision. To this end, a supervisory board re-
sponsible for the preparation of supervisory tasks would be set up within the
ECB. Non-euro area countries participating in the SSM would have full and
equal voting rights on the supervisory board. The board’s draft decisions
would be deemed adopted unless rejected by the ECB governing council.

National supervisors would remain in charge of tasks not conferred on the
ECB, for instance in relation to consumer protection, money laundering, pay-
ment services and branches of banks of non-EU countries. The European
Banking Authority (EBA) would retain its competence for further developing
the single rule book and ensuring convergence and consistency in super-
visory practice.

The proposals foresee changes to the EBA regulation, in particular as regards
voting modalities, to ensure equitable and effective decision-making within the
single market. The amendments would ensure that the countries participating in
the SSM would not unduly dominate the EBA’s board of supervisors.

The ECB will assume its supervisory tasks within the SSM on 1 March 2014 or 12
months after the entry into force of the legislation, whichever is later, subject to
operational arrangements. In December, the text was still subject to trilogue ne-
gotiation with the Parliament and the Council.

Proposals (?°) were adopted by the Commission in June for EU-wide rules for Special meeting of the
bank recovery and resolution that are designed to ensure that, in the future, European Council — round
authorities will have the means to intervene decisively both before problems table on 22 November.

occur in a bank’s situation and early on in the process if they do. Furthermore,
if the financial situation of a bank deteriorates beyond repair, the proposal
ensures that a bank’s critical functions can be rescued while the costs of re-
structuring and resolving failing banks fall upon the bank’s owners and creditors
and not on taxpayers.
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At the same time, the financial crisis highlighted that public authorities are ill-
equipped to deal with ailing banks operating in today’s global markets. In order to
maintain essential financial services for citizens and businesses, governments
have had to inject public money into banks and issue guarantees on an unpre-
cedented scale: between October 2008 and October 2011, the Commission ap-
proved €4.5 trillion (equivalent to 37 % of EU GDP) of state aid measures to fi-
nancial institutions. This averted massive banking failure and economic disruption,
but has burdened taxpayers with deteriorating public finances and failed to settle
the question of how to deal with large cross-border banks in trouble.

The financial crisis also provided clear evidence of the need for more robust crisis
management arrangements at national level, as well as the need to put in place
arrangements better able to cater for cross-border banking failures. There have
been a number of high-profile banking failures during the crisis (Fortis, Lehman
Brothers, Icelandic banks, Anglo Irish Bank, Dexia) which have revealed serious
shortcomings in the existing arrangements. In the absence of mechanisms to
organise an orderly wind-down, EU Member States have had no choice other than
to bail out their banking sector.

The proposals for EU-wide rules for bank recovery and resolution are designed to
change this. In this regard, the December European Council urged the co-legisla-
tors to agree on these proposals (and on the proposal on deposit guarantee
schemes — see below) before June 2013 so that they can be implemented by
the Member States as a matter of priority.

In the context in which bank supervision is effectively moved to a single super-
visory mechanism, the European Council has concluded that ‘a single resolution
mechanism will be required, with the necessary powers to ensure that any bank
in a Member State participating in the SSM can be resolved with the appropriate
tools’. It called on the Commission to come forward with such a proposal in 2013.

The December European Council also called on co-legislators to agree on new
rules on capital requirements for banks, as proposed by the Commission in 2011
(known as CRD 1IV). CRD IV is crucial for financial stability and is of the utmost
priority for developing a single rulebook for banks.

The Commission proposal on deposit guarantee schemes has been on the table
since 2010 and is another important aspect of the single rulebook for banks. We
need to ensure that each Member State has a fully funded deposit guarantee
scheme in place. The December European Council called for an agreement on this
proposal before June 2013.

Finally, the single rulebook could include rules on the structure of the banking
sector. The Liikanen report, drawn up by the Commission’s high-level expert group
on reforming the structure of the EU banking sector (chaired by Erkki Liikanen,
Governor of the Bank of Finland) and published in October, has proposed solu-
tions to separate deposit-taking from more risky activities. The Commission is
reflecting on these ideas.
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Consumer protection in the financial services
area

Lack of transparency, low awareness of risks and poor handling of conflicts of
interest have meant that consumers across the EU have been repeatedly sold
investment and insurance products that were not right for them. Consumers have
had their faith in the financial sector shaken. In addition, existing legislation has
not developed fast enough to reflect the growing complexity of financial services.

Only by taking steps to address these shortcomings can low consumer confidence The video ‘Emerging

be tackled, laying strong foundations for growth in the EU. Strong, well-regulated stronger from the crisis’.
retail markets that place the best interests of consumers at their heart are neces-

sary for consumer confidence and economic growth in the medium and longer

term. That is why the Commission has presented a legislative package that raises

standards and removes loopholes for the benefit of consumers. Specifically, the

package proposed new, consumer-friendly standards for information about in-

vestments, raised standards for advice and tightened certain rules on investment

funds to ensure their safety.

The package was composed of three legislative proposals: a proposal for a regu-
lation on key information documents for packaged retail investment products (2%),
a revision of the insurance mediation directive (*?) and a proposal to boost pro-
tection for those who buy investment funds (**) (currently governed by the direc-
tive on undertakings for collective investment in transferable securities).

These provisions will enhance the legal and regulatory environment for post-
trade markets in the European Union and complement T2S, the Eurosystem’s ini-
tiative to create a single settlement engine for Europe.

In November, the rules on the ban on uncovered sovereign credit default swaps
and short sales of shares and sovereign debt () entered into force.

In late 2012, a new regulation (*°) to increase transparency in derivatives and
reduce risk in over-the-counter derivatives took effect.


http://ec.europa.eu/avservices/video/player.cfm?ref=I074443&sitelang=en
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FINANCIAL REGULATION PROGRAMME OF THE EUROPEAN COMMISSION
IN RESPONSE TO THE FINANCIAL CRISIS AND TO G20 COMMITMENTS (%¢)

REFORMS PROPOSED BY THE EUROPEAN COMMISSION, BOTH ADOPTED AND IN THE PROCESS OF BEING ADOPTED
BY THE EUROPEAN PARLIAMENT AND THE COUNCIL

BANKS AND INSURANCE UNDERTAKINGS FINANCIAL MARKETS CONSUMERS

Revision of the directive on deposit

July 2010 guarantee schemes (*)

Revision of the directive on investor
compensation schemes
October 2010
December 2010
March 2011 Directive on mortgage credit
Revision of the capital requirements directive for
July 2011 banks (CRD IV) (')
October 2011 Revision of the markets in financial instruments directive (Mifid) and new measures on
market abuse (*)
Review of the accounting directives and the transparency directive
November 2011 Credit rating agency reforms (part 3) (*)
Reform of the audit sector
December 2011 Proposal for a venture capital regime
March 2012 Proposal for central securities depositories
June 2012 Proposal for a framework for crisis prevention and management for banks (*)
Packaged retail investment products
July 2012 directive (PRIPS)
) ) R Review of the directive on undertakings
Review of the insurance mediation directive for collective investments in transferable securities (UCITS)
September 2012 Banking union: proposals fgr a single supervisory
mechanism

(*) G20 proposals.

[ | Proposals adopted by the European Union Commission proposals being discussed in the Parliament and the Council
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Shadow banking

As part of the reform of the financial sector, measures became necessary to deal
with the growing area of non-bank credit activity, or so-called ‘shadow banking’,
which has so far not been a prime focus of prudential regulation and supervision.
To a certain extent, shadow banking performs important functions in the financial
system. For example, it creates additional sources of funding and offers investors
alternatives to bank deposits. But it can also pose potential threats to long-term
financial stability because unknown sources of risk can accumulate in the finan-
cial sector and there are potential spillover effects from the shadow banking
sector to the regular banking sector.

In March, the Commission presented a Green Paper (?’) that examined existing
measures and proposed a regulatory framework. The key areas covered were
asset management, securities lending and repurchase agreements and securiti-
sation. Legislation will be proposed early in 2013.

Credit rating agencies

The amendments to the regulation on credit rating agencies (CRAs) were agreed
between the Parliament and the Council in November. The new rules will make
rating agencies more accountable for their actions as ratings are not just simple
opinions. Therefore, the new rules ensure that a rating agency can be held liable
in cases of negligence or intent, thereby causing damage to an investor. The
regulation will encourage competition, for instance by introducing rotation rules,
although these will be limited to complex structured finance instruments. New
rules will improve the independence of rating agencies and avoid conflicts of in-
terest by introducing shareholder limitations for important shareholdings. In-
vestors will be prohibited from simultaneously owning important stakes in more
than one rating agency to ensure sufficient independence of credit rating agen-
cies.

CRAs are major players in today’s financial markets, with rating actions having a
direct impact on the actions of investors, borrowers, issuers and governments. For
example, a corporate downgrade can have consequences on the capital a bank
must hold and a downgrade of sovereign debt makes a country’s borrowing more
expensive. Despite the adoption of European legislation on credit rating agencies
in 2009 and 2010, the developments in the context of the euro debt crisis have
shown that the existing regulatory framework is not good enough. So, in Novem-
ber 2011, the Commission put forward proposals to further toughen the frame-
work and to deal with outstanding weaknesses.

In November 2012, political agreement was reached at EU level on additional
rules for CRAs which aim to reduce the overreliance on ratings, eradicate conflicts
of interest and establish a civil liability regime. Credit rating agencies will have to
be more transparent when rating sovereign states, respect timing rules on sover-
eign ratings and justify the timing of the publication of unsolicited ratings of
sovereign debt. They will have to follow stricter rules which will make them more
accountable for mistakes in case of negligence or intent. This matters because
ratings have a direct impact on the financial markets and the wider economy and
thus on the prosperity of European citizens.
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Capital requirements

European rules to strengthen the regulation of the banking sector (*8) were also
proposed (the CRD IV package), but agreement is yet to be found in the Council.

Financial transaction tax

The introduction of an EU-wide financial transaction tax (FTT) was high on the
agenda in 2012. An FTT, as proposed (?°) by the Commission in 2011, would fa-
cilitate the financial sector in making a fair contribution to public finances and
participating in the cost of rebuilding Europe’s economies.

Moreover, an FTT could significantly reduce the contributions of Member States
to the EU budget. In May, the Parliament strongly supported the Commission’s
proposal. However, on 22 June, it became clear that support in the Council of
Ministers for an FTT as proposed by the Commission was not unanimous. In Oc-
tober, 11 Member States (*°) addressed a letter to the Commission to request the
launch of the enhanced cooperation procedure in the area of FTT, which would
allow them to proceed with such a taxation measure. At the 13 November Eco-
nomic and Financial Affairs Council, the Netherlands expressed its interest in
joining the group under certain conditions. On 12 December, the European Parlia-
ment gave its consent to the procedure with an overwhelming majority (81 % of
the votes expressed) while discussions to authorise the smaller group of Member
States to introduce a harmonised FTT are still ongoing in the Council. Such a deci-
sion shall be taken at qualified majority. Once this authorisation is given the
Commission will table a proposal on the content, scope and implementing details
of the tax.

State aid

The Commission’s role under the state aid rules (*!) has ensured a coordinated
approach to bank restructuring while maintaining a level playing field. The crisis
state aid rules for banks pursue a triple objective of preserving a level playing
field in the internal market, safequarding financial stability and restructuring aid
beneficiaries for long-term viability without state support. Banks were required to
move away from unsustainable business models based on excessive leverage
and overreliance on short-term wholesale funding and encouraged to focus again
on core business. The Commission is the only institution that explicitly imposes
burden-sharing conditions on bailouts, helping to curtail moral hazard in the fu-
ture, and requires proportionate measures to limit the distortions of competition
resulting from the aid.

Throughout 2012, the Commission continued to use state aid control to help re-
store a sound financial sector. Even when banks rely heavily on state aid, they can
be allowed to stay on the market when parts of their activities continue to have
a realistic prospect of returning to viability. This is the case provided that they
considerably reduce their size and substantially change their business model to
focus only on viable activities. The Commission is thereby making sure that banks
use no more than what is necessary of taxpayers’ money to restructure and that
they can function without public support in the future. Restoring a healthier finan-
cial sector capable of financing the real economy is indispensable for economic
recovery in Europe.
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This approach is illustrated, for example, by the approval of the restructuring of
Banco Portugués de Negdcios (BPN). The restructuring plan includes the sale of
BPN to Banco BIC Portugal.

The Commission also dealt with a series of restructuring aid cases concerning the
German Landesbanken, which previously relied heavily on aid. The banks have
been significantly restructured with a realistic prospect of returning to viability. In
July, the Commission finalised the last two cases, being BayernLB and NordLB.
They were allowed to stay on the market provided that they change their busi-
ness model and focus on viable activities. In particular as regards BayernLB, the
Commission imposed a significant downsizing of the bank and an obligation to
pay back €5 billion of the rescue aid which exceeded the minimum necessary of
state aid required for the restructuring.

The Commission further reacted in May to the partial annulment by the Court of
its ING decision of 2009, by issuing a new restructuring decision — with the ad-
ditional analysis requested by the Court — confirming that the plan ING pre-
sented in 2009 allowed restored viability and mitigated distortions of competi-
tion.

In December, the Commission approved the orderly resolution of the Dexia group.
Since 2008, Dexia had benefitted from significant public support measures,
which were authorised on the basis of a restructuring plan by the Commission in
2010. As Dexia was not able to implement the restructuring plan and faced fur-
ther difficulties, Belgium, France and Luxembourg acknowledged the necessity of
resolving the Dexia group. While the residual group is being run down, the Belgian
entity has been bought by the Belgian state and renamed Belfius while the main
French activities concerning municipal lending became part of a new develop-
ment bank in France.

State aid control was also decisive in the context of the Commission’s assess-
ment of banks’ restructuring plans in programme countries. Here the Commis-
sion’s role has evolved considerably over the past months, and has in the case of
Spain come close to conducting a resolution process (*2). The Commission has
always been a central player in the resolution of banks, but its powers have been
strengthened recently in the Spanish programme.



The Bankia bank
headquarters in Madrid,
Spain.
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The memorandum of understanding with Spain made the granting of ESM sup-
port for the recapitalisation of Spanish banks conditional upon the Commission’s
approval of those banks’ restructuring plans. This meant that no funds could be
disbursed before the Commission was satisfied that the criteria of its respective
state aid rules — restoration of long-term viability, adequate burden-sharing and
appropriate limitations of distortions of competition — were met. This mech-
anism ensured greater supervision by the Commission in resolving the Spanish
banks, and led to a significant acceleration of the procedure; it took less than 6
months to approve the restructuring plans of eight Spanish banks.

The Commission concluded in November that the restructuring plans of four
other Spanish banks — BFA/Bankia, NCG Banco, Catalunya Banc and Banco de
Valencia — are in line with EU state aid rules. The in-depth restructuring under-
gone by BFA/Bankia, NCG Banco and Catalunya Banc will allow them to become
viable in the long term without continued state support. Moreover, the banks and
their stakeholders are adequately contributing to the costs of restructuring. Fi-
nally, the plans foresee sufficient safeguards to limit the distortions of competi-
tion induced by the state support. Because its viability could not be restored on a
stand-alone basis, Banco de Valencia will cease to exist as an independent entity
and will be sold and integrated into CaixaBank.

In December, the Commission approved the restructuring plans of the four Span-
ish banks Liberbank, Caja3, Banco Mare Nostrum and Banco CEISS. The plans will
ensure that the banks return to long-term viability as sound credit institutions in
Spain. Banco CEISS will be sold, and Banco Mare Nostrum and Liberbank will need
to be listed on the stock exchange before the end of the restructuring period.
Caja3 will cease to exist as a stand-alone entity.

In 2012, the Commission proposed a reform of state aid. See Chapter 3 for more
details.
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Financing the future: securing sustainable
public revenue through improved tax policy
coordination

Tax policy can contribute to fiscal consolidation and growth. Taxation is primarily
the competence of Member States. But in March, in the framework of the annual
growth survey exercise, the European leaders invited them, where appropriate, to
review their tax systems. The aim is:

» removing unjustified exemptions, which in particular encourage debt;
» broadening the tax base;

» shifting taxes away from labour, towards more growth-enhancing taxes such
as ones on consumption and property;

» increasing environmental taxation;
» improving the efficiency of tax collection and tackling tax evasion.

At the March European Council, Member States asked the Commission ‘to rapidly
develop concrete ways to improve the fight against tax fraud and tax evasion,
including in relation to third countries, and to report by June 2012’. The size of the
shadow economy is estimated to be nearly one fifth of GDP on average across
Member States, or €2.4 trillion, which leads to an estimated loss of around €1
trillion in tax evasion and avoidance every year in the EU. Given the globalisation
of the economy and technological advances, it is clear that isolated national ef-
forts to overcome this problem will not work.

In reply, the Commission proposed several measures to ensure the sustainability
and the stability of public finances:

» On 2 May, the Council adopted a regulation (**) for new rules on administrative
cooperation in the field of excise duties. The adoption of this regulation will
make it easier for Member States to control the movement of excise goods
and speed up the collection of excise duties.

» On 27 June, the Commission presented to the EU summit some concrete
measures (>*) to be further analysed, such as minimum sanctions for tax
crimes, a cross-border tax identification number and an EU taxpayers’ charter.

» On 31 July, the Commission proposed a new instrument (**) for speedy
response to VAT carousel fraud, which costs the EU and national budgets
several billion euro every year. For example, between June 2008 and December
2009, an estimated €5 billion was lost as a result of VAT fraud in greenhouse
gas emission allowances. Under the proposed quick reaction mechanism, a
Member State faced with a serious case of sudden and massive VAT fraud
would be able to implement certain emergency measures, in a way which it is
currently not allowed to under VAT legislation. This would significantly improve
its chances of effectively tackling complex fraud schemes, such as carousel
fraud, and of reducing otherwise irreparable financial losses.
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» On 6 December, the Commission presented an action plan on fighting fraud
and evasion (*®), with specific measures that could be rapidly developed. In
tandem, the Commission came forward with two recommendations to
encourage Member States to take immediate and coordinated action against
tax havens (*’) and aggressive tax planning (*®). Using common criteria,
Member States are encouraged to identify tax havens, place them on national
blacklists and apply measures to persuade these non-EU countries to apply EU
governance standards. In the recommendation on aggressive tax planning,
Member States are encouraged to reinforce their double tax conventions, to
prevent legal loopholes which some companies exploit to avoid paying taxes
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STRONGER GROWTH

The European Union’s strategy for growth and jobs, Europe 2020, was the
mainstay of the Union’s approach in 2012 to structural reforms and improving
competitiveness. While the crisis management continued, there was a greater
sense of urgency about the necessity to generate growth and sustainable
employment. The Europe 2020 strategy was complemented by a compact for
growth and jobs in mid-year as Europe’s leaders grappled with the effects

of unemployment and attendant social difficulties. A renewed belief that
manufacturing industry could play a greater part in the growth agenda was
flanked by a host of other policy initiatives seeking to leverage growth from
sectors as diverse as information and communication technologies, agriculture
and fisheries. Boosting the growth potential of the single market was central to
policy developments during the year in which its 20th anniversary was marked
chiefly by efforts to release its latent job creation power. Singular determination
continued to be deployed to address the needs of the less well off in society and
to build pathways into education, training and employment.



EU policies for growth — Europe 2020

The December European Council took stock of progress on work to boost growth
and jobs, where the onus in 2013 will be on the Member States and the European
Parliament to adopt and implement the many growth-enhancing proposals that
the Commission has tabled. Specifically, the European Council urged the co-
legislators to continue the good progress made with recent agreements on sev-
eral Single Market Act | proposals by adopting the outstanding proposals without
delay and then completing work on the Single Market Act Il proposals by the end
of the current parliamentary term. Swift and comprehensive follow-up on the
youth employment package and the new communication on EU regulatory fit-
ness (1) would also make an important contribution to economic recovery.

In the European semester 2012, the Commission proposed country-specific rec-
ommendations (?) to Member States in the area of education and training, focus-
ing on the following priorities:

» countries’ performances with regard to the Europe 2020 education headline
targets, i.e. early school leaving and tertiary or equivalent attainment, including
early school leaving strategies and quality of higher education;

» vocational education and training reforms, including apprenticeships, in the
follow-up to the youth opportunities initiative/youth action teams;

» addressing challenges related to specific disadvantaged groups.

In the context of these recommendations, the need to preserve investment in
education and training in the context of growth-friendly fiscal consolidation was
underlined.

While many of the direct measures to address skills and qualifications need to be
taken at the level of the Member States, a number of European-level initiatives
were launched over the course of the year.

In April, the Commission started the ‘We mean business’ campaign to encourage
companies to create more trainee placements to boost young people’s skills and
employability. In 2012, the Commission provided funding support for a total of
130000 job placements in companies through its Leonardo da Vinci and Erasmus
schemes for vocational and higher-education students.

In September, an initiative to boost the recognition of skills and competences
gained outside school or university was launched by the Commission. It aims to
increase job opportunities, in particular for the young unemployed and those with
few formal qualifications such as older and low-skilled workers. It also seeks to
increase access to higher education, especially among mature students. The pri-
orities of the new skills and jobs agenda were pursued in the course of 2012,
including the launch of the EU skills panorama and the EU skills passport. The
year also saw the birth of the first version of the European skills, competences
and occupations classification (ESCO), while the Commission also proposed to
modernise the systems for the recognition of professional qualifications and fa-
cilitate the mobility of workers within the EU.
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In November, the Commission published its strategy ‘Rethinking education’, which
makes recommendations on how to modernise and finance education and train-
ing systems in Europe. The strategy included the first education and training
monitor, which reports on progress and lingering weaknesses in the fulfilment of
the education and training 2020 strategy. A country analysis revealed how indi-
vidual countries are performing in relation to education and training headline
targets, benchmarks and indicators.

Employment and social inclusion

The employment package

The package was released in April (). It seeks to identify the most effective tools
and methods for a job-rich recovery and outlines ways to improve EU employ-
ment governance and coordination.

The package emphasises that supply-side labour-market policies, such as im-
proving employability and activation, are important, but in the context of job
scarcity they have to be accompanied by appropriate demand-side policies. Ac-
cordingly, it identifies policies such as hiring subsidies for newly created jobs; a
budget-neutral tax shift from labour to environmental taxes; and greater support
for business start-ups, self-employment and the social economy as effective
ways to help demand. Moreover, on the demand side, it identifies the green
economy, information and communication technologies, and health services as
three areas that can generate enormous job opportunities and it proposes con-
crete and detailed action plans to support and develop the employment potential
of these areas.

The employment package highlights the dynamics of the labour market by iden-
tifying key elements such as investing in skills and creating a true European la-
bour market.

Furthermore, the package addresses reinforcement of the governance of employ-
ment policy. It proposes better involvement of the social partners in European
governance, notably by setting up, in full respect of the autonomy of social
partners, a European tripartite format for an exchange of views on wage develop-
ments. Also, Member States are invited to submit, as an integral part of their
national reform programme, their ‘national job plan’.



Youth employment

The EU youth opportunities initiative (YOI) (8) continued to be a key component in
the effort to tackle youth unemployment. It builds upon the consensus of Member
States to take action in four main areas: preventing early school leaving; develop-
ing skills that are relevant to the labour market; helping young people gain their
first work experience and on-the-job training, in particular through apprentice-
ships and traineeships; helping them to access the labour market and the world
of employment.

The Commission launched a pilot exercise for mobilisation of the Structural Funds
with the 15 Member States whose youth unemployment rates are above the EU
average. The initial results proved encouraging. About €10.4 billion of EU finan-
cing was mobilised through the initiative, with at least 540 000 young people and
56 000 SMEs as beneficiaries.

To help young people find a job in another Member State, the ‘Your first EURES
job’ scheme was launched at European level. It is a pilot initiative to provide a
customised job placement service for both young jobseekers and employers.

At the end of 2012 the Commission presented a proposal for a Council recom-
mendation on youth guarantees, including the key recommendation to ensure a
quality offer of employment, education or training within 4 months of becoming
unemployed or leaving formal education and further recommendations as guide-
lines to achieve this main objective.

The ‘Youth on the move’ campaign continued spreading the word about EU-
funded study/work abroad opportunities for young people. In 2012, ‘Youth on the
move’ organised events in Belgium, the Czech Republic, Germany, Ireland, Spain,
France, Italy, Cyprus, Latvia, Lithuania, Austria, Portugal, Romania, Slovenia, Slo-
vakia, Finland, Sweden and the United Kingdom, allowing young people to access
information on studying, training, working or volunteering in another country.
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Food distribution programme and the proposed Fund
for European Aid to the Most Deprived

The EU’s food distribution programme for the most deprived persons of the com-
munity has been in place since December 1987, when the Council adopted the
rules for releasing public intervention stocks of agricultural products to Member
States wishing to use them as food aid at Union level. Following agreement be-
tween the European Parliament and the Council, the new rules (°), with retroactive
effect to 1 January, were adopted on 15 February. The main provisions of the
revised programme are the following.

» The scheme remains fully funded out of the EU budget, with a ceiling of €500
million per budget year.

» The current scheme ends following a phasing-out period, which would
terminate with the completion of the 2013 annual plan.

» The legal basis of the programme remains unchanged (Article 42 and Article
43(2) of the Treaty on the Functioning of the European Union (TFEU)) for the
duration of the phasing-out period.

» Market purchases are made a regular source of supply for the programme to
complement intervention stocks. However, priority would be given to the use
of suitable intervention stocks where these are available.

» Member States choose the food products on the basis of objective criteria
including nutritional values and suitability for distribution.

» Member States may give preference to food products of Union origin.
» The storage costs borne by the charities become eligible for reimbursement.

In October the Commission presented a proposal to set up a new Fund for Euro-
pean Aid to the Most Deprived as part of the multiannual financial framework
2014-20 to help the most deprived persons in the EU. The fund would support
Member State schemes providing food to the most deprived people, and clothing
and other essential goods to homeless people and materially deprived children.

Child poverty

The Member States and the Commission prepared a new comprehensive report
on child poverty (3°), which was adopted in June. It will serve as input for a Com-
mission recommendation on child poverty to come in 2013.

The Europe 2020 strategy is giving new impetus to the policy efforts addressing
child poverty. One of its five headline targets for 2020 is to reduce the number of
people at risk of poverty by 20 million, i.e. by 20 %. A number of Member States
have even set specific targets for child poverty, while two thirds have mentioned
child poverty as an important challenge in their national reform programmes.

Roma integration

In May the Commission adopted a communication (*!) assessing the national
Roma integration strategies submitted by the Member States. In the context of
the European semester, the Commission also evaluated the consistency of na-
tional Roma integration strategies with mainstream policies proposed in national
reform programmes. On that basis, country-specific recommendations relevant
for Roma inclusion for Bulgaria, Hungary and Slovakia were made.



European research area

The European research area (ERA) contributes to the Europe 2020 strategy as
a key component of the innovation union policy flagship (). In 2012 the mo-
mentum was maintained with the adoption of the communication ‘A reinforced
European research area: partnership for excellence and growth’ (**). Five prior-
ity areas were identified: more effective national research systems; optimal
transnational cooperation and competition; an open labour market for research-
ers; gender equality and gender mainstreaming in research; and optimal circu-
lation, access to and transfer of scientific knowledge, including via the digital
ERA. The communication responds to the calls from European leaders to achieve
the ERA by 2014.

BUDGET EXECUTION IN THE FIELD OF RESEARCH AND TECHNOLOGY
DEVELOPMENT (RTD) FROM 2007 TO 2012 AND OUTLOOK FOR 2013
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Innovation union

The EU continued to make good progress in implementing measures to give
tangible effect to the Europe 2020 innovation union flagship initiative. New im-
petus for private research and innovation investments will come from four
measures aimed at creating a single innovation market:

» cutting the costs of patenting in Europe by 80 % through a unified patent
agreed by the European Parliament and the Council in December 2012 (34);

» modernising and accelerating standard-setting to develop and gain future
markets, cutting time-to-standard by half;

» ending the fragmentation of European venture capital markets through an EU
passport for venture capital funds; and

» using the power of public procurement for innovation through concrete
innovation-friendly proposals in the EU procurement directives.
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In addition, the innovation union is also supported by the actual financing of in-
novation. To that end the final and biggest ever set of calls for proposals for re-
search, €8.1 billion, was made under the seventh framework programme (FP7).
The calls target both innovation and a range of societal challenges, building a
bridge to Horizon 2020, the next funding programme for EU research and in-
novation from 2014-20. The calls will support projects and ideas that will boost
Europe’s competitiveness and tackle issues such as human health, protecting the
environment and finding new solutions to growing challenges linked to urbanisa-
tion and managing waste. These last calls of FP7 embrace a much larger part of
the innovation cycle than ever before. They will shorten the gap from ideas to
market through support to pilot projects, exploitation of existing research results,
standardisation actions, public procurement of innovation, specific SME actions
and in many other ways.

European innovation partnerships

The European innovation partnerships take a new approach to speed up in-
novative solutions to specific societal challenges by mobilising stakeholders
across the whole research-development-innovation chain, bringing together
public and private stakeholders across demand and supply, and across bor-
ders and sectors. They each have an ambitious target to reach by 2020, and
are expected to start delivering results within 2 to 3 years.

European innovation partnerships have already been launched in the follow-
ing areas:

» active and healthy ageing

» raw materials

» water

» agricultural productivity and sustainability.

In addition, a European innovation partnership on smart cities and communi-
ties has been proposed.

Initiatives under the joint programming process are starting to deliver by
launching joint actions and calls addressing major societal challenges such as
ageing, climate knowledge or safe food supply. They are thereby structuring the
ERA as foreseen in the original Commission communication (*°). The Commis-
sion supports all 10 joint programming initiatives through coordination and
support actions to facilitate their progress. Four out the 10 joint programming
initiatives have this year adopted strategic research agendas (*¢) and several of
them are already investing in joint actions and calls for a total of around €50
million in 2012.
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Key enabling technologies — a bridge to growth and jobs

A communication on a common strategy for key enabling technologies (KETs) in
the EU was published in June (*”). The global market in KETs, which comprise
micro- and nanoelectronics, advanced materials, industrial biotechnology, pho-
tonics, nanotechnology and advanced manufacturing systems, is forecast to grow
from some €650 billion to over €1 trillion by 2015. The Commission’s goals are:
promoting research in this field by allocating €6.7 billion in industrial capabilities,
establishing and implementing a multiannual work programme for projects and
implementing innovation-oriented public—private partnerships. The deployment
of KETs is highly relevant for both industrial competitiveness and for responding
to societal challenges, while their transversal and multifaceted role is mirrored by
the number of SMEs active in the field and the number of high-quality jobs being
created. Later in the year, the Commission presented a communication on the
regulatory aspects of nanomaterials (*8), which identified possible gaps and sug-
gested action to fill them and better implement the existing legislative frame-
work.

Open access to EU-funded research results — boosting Europe’s innovation

capacity

In July the Commission presented a communication (*°) and a recommenda-
tion (?°) to improve access to scientific information produced in Europe, in par-
ticular thanks to EU research funding. Broader and more rapid access to scien-
tific papers and data will make it easier for researchers and businesses to build
on the findings of publicly funded research. This will boost Europe’s innovation
capacity and give citizens quicker access to the benefits of scientific discoveries.

International cooperation in research and innovation

The EU is an important international player and is among the world’s leading re-
gions in research and innovation. International cooperation is therefore an import-
ant element of the EU’s research and innovation activities, as illustrated by the fact
that one in five of the projects funded through FP7 has a non-EU partner as part of
its consortium. Other important international initiatives funded through FP7 include:
the European and Developing Countries Clinical Trials Partnership, which contributes
to combating HIV/AIDS, tuberculosis and malaria, in particular in sub-Saharan Af-
rica; the Marie Curie actions, which have attracted participants from over 80 differ-
ent countries; and the human frontier science programme, in which the EU and 13
other countries finance international collaboration in basic research.

TOP INTERNATIONAL PARTNERS OF FP7 — PARTICIPATIONS PER COUNTRY
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A communication on ‘Enhancing and focusing international cooperation in re-
search and innovation: a strategic approach’ was adopted in September 2012 (')
with a view to preparing for Horizon 2020. It identifies three main objectives for
international cooperation: strengthening the EU’s excellence and attractiveness in
research and innovation, as well as its economic and industrial competitiveness;
tackling global societal challenges; and supporting the Union’s external policies.
Proposals are made to develop multiannual roadmaps for cooperation with key
partner countries and regions, while also promoting common principles and
strengthening the partnership with Member States and major stakeholders.

A stronger European industry for growth and economic
recovery

Europe needs its real economy now more than ever to underpin the recovery of
economic growth and jobs and it needs to strengthen its industrial base in line
with the challenges of the 21st century. Immediate action needs to be taken to
reverse the declining role of industry, with the aim of delivering sustainable
growth and high-value jobs. Currently, industry accounts for about 16 % of EU
GDP, whereas the Commission has proposed setting a target of 20 9% by 2020 (?2).

Europe’s industry is well placed to attain this target: Europe is a world leader in
many strategic sectors such as automotive, aeronautics, engineering, space,
chemicals and pharmaceuticals. Industry still accounts for four fifths of Europe’s
exports and 80 % of private sector R & D investment comes from manufacturing.

The pillars of the reinforced industrial policy are as follows.

» Investments in innovation — providing the right framework conditions for
investments to rapidly return to pre-crisis levels, with a focus on six priority
areas with enormous potential for growth and jobs in Europe: advanced
manufacturing technologies for clean production; sustainable industrial and
construction policy, and raw materials; clean vehicles; bio-based products; key
enabling technologies; and smart grids.



STRONGER GROWTH

» Better market conditions — improvements in the functioning of the internal
market and opening up international markets. The Commission will concentrate
on selected areas where significant improvement can be achieved quickly:
improving the internal market for goods; fostering entrepreneurship with
regard to the digital single market, which is expected to grow by 10 % a year
up to 2016; protecting intellectual property rights; and further promoting the
internationalisation of EU SMEs around the world, reaching 25 % (from 13 %)
in the medium term.

» Access to finance and capital — to improve lending to the real economy by
better mobilising and targeting public resources, including those of the EIB,
which should allocate between €10 and €15 billion in additional lending for
SMEs, and of the Structural Funds, and by unlocking private funds through the
elimination of remaining obstacles for venture capital funds and the facilitation
of cross-border operations by smaller companies.

» Human capital and skills — equipping the labour force for industrial
transformations, notably by better anticipating skills needs and mismatches.
In this area, the Commission will in particular further promote cooperation
between employers, workers and relevant authorities through the creation of
European sector skills councils and of knowledge and sectors skills alliances.

CARS 2020: for a strong, competitive and sustainable José Manuel Barroso,

European car industry President of the European
Commission, at the

The Commission presented its car action plan (?*) in October — with 12 mil- presentation of the Hiriko

lion sector-related jobs, the automotive industry is vital for Europe’s prosper- driving mobility project.

ity and job creation. The EU needs to maintain a world-class car industry,
producing the most energy-efficient and safe vehicles globally and providing
high-skilled jobs to millions. The action plan proposes a massive innovative
push by streamlining research and innovation under the European green cars
initiative. Cooperation with the European Investment Bank will be reinforced
to finance an innovation boost and facilitate SMEs’ access to credit. An EU
standard recharging interface will provide the regulatory certainty needed to
facilitate a breakthrough for large-scale electric car production. Innovation in
the automotive industry will also be stimulated through a comprehensive
package of measures to reduce CO,, pollutant and noise emissions, to drive
improvements in road safety and to develop technologically advanced intel-
ligent transport systems.
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Digital agenda for Europe — next steps

The year 2012 saw the mid-point in the implementation of the digital agenda for
Europe (DAE), the Union’s 5-year strategy to stimulate the digital economy and
address societal challenges through digital technologies. In December 2012 a
comprehensive policy review (%) showed that the DAE had achieved many of its
targets and was on track to meet many others. Thirty-eight of the 101 DAE ac-
tions were completed. Regular Internet usage is rising steadily, especially among
disadvantaged groups. The number of citizens who have never used the Internet
is decreasing. Online buying continues to increase, although the pace of growth in
cross-border e-commerce remains too slow. High-speed broadband shows the
first signs of taking off, including ultra-fast connections above 100 Mbps. How-
ever, significant differences remain among Member States, differences which
require European policy action.

The review identified seven areas where the European Commission will take more
focused action over 2013-14.

» Creating a new and stable broadband regulatory environment.

» Creating new public digital service infrastructures through the ‘Connecting
Europe facility’.

» Launching a grand coalition on digital skills and jobs.

» Proposing an EU cybersecurity strategy and directive.

» Updating the EU’s copyright framework.

» Accelerating cloud computing through public-sector buying power.

» Launching a new electronics industrial strategy — an ‘Airbus of chips’.
Implementation of this updated DAE could increase European GDP by 5 %, or
€1 500 per person, over the next 8 years, by increasing investment, improving

e-skills levels in the labour force, enabling public sector innovation and reforming
the framework conditions for the Internet economy.
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Boosting e-commerce

As part of the digital agenda and the Single Market Act, and in response to the
request from the European Council to submit a roadmap for the completion of
the digital single market by 2012, the Commission presented in January (*°) 16
targeted initiatives aimed at doubling the share of e-commerce in retail sales
(currently 3.4 %) and that of the Internet sector in European GDP (currently less
than 3 %) by 2015. By that year online trade and services could account for more
than 20 % of growth and net job creation in some Member States. Moreover, the
development of electronic commerce and online services offers enormous poten-
tial for beneficial economic, social and societal change. The Internet economy
creates 2.6 jobs for every ‘offline’ job lost, and offers a better choice to consum-
ers, including those in rural and isolated areas.
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Unleashing the potential of cloud computing in Europe

The EU cloud computing strategy adopted in September () aims to drive European
business and government productivity by creating a friendlier environment for 24/7
access to computing power and content. The Commission has proposed actions to:
cut through the jungle of technical standards so that cloud users enjoy interoper-
ability, data portability and reversibility; develop an EU-wide certification scheme
for trustworthy cloud services; and develop model contract terms to cover issues
not covered by the common European sales law (%”). Implementing the actions in
the cloud computing strategy for the European Union would support the creation of
3.8 million new European jobs and generate some €250 billion by 2020 (against
€88 billion with no policy change). In parallel, a European cloud partnership was
established in order for innovation and growth to be driven by the public sector,
which is the largest purchaser of IT services in Europe (with around €5 billion in
cloud service purchases in 2011, rising to some €11 billion by 2014).

Rules for cross-border and secure electronic transactions in
Europe

In June the Commission adopted a draft regulation (%) to enable cross-border
electronic signatures and to get more value out of electronic identification in the
digital single market. The proposed regulation will ensure people and businesses
can use their own national electronic identification schemes (e-IDs) to access
public services in other EU countries where e-IDs are available. It also creates an
internal market for e-signatures and related online trust services across borders
by ensuring these services will work across borders and have the same legal
status as traditional paper-based processes.

A safer and better online world for children and teenagers

The Commission set out a plan (*) in May 2012 to give children the digital skills
and tools they need to benefit fully and safely from the digital world. The Internet
was not designed with children in mind, but today 75 % of children use the Inter-
net, a third of them on mobiles. The new strategy is to build up the market for
interactive, creative and educational content online, in a partnership between the
European Commission and Member States, mobile phone operators, handset
manufacturers and providers of social networking services.
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Sharing radio spectrum to foster wireless innovation

As the first measure of the radio spectrum policy programme, the Commission
presented a coordinated EU approach (*°) to enable wireless technologies, includ-
ing broadband, to share the use of the radio spectrum, in response to the expo-
nential growth in mobile and wireless data traffic. With new technologies it is
possible to share radio spectrum amongst several users — such as Internet
providers — or use the spectrum available between TV frequencies. A coord-
inated European approach to sharing the spectrum will lead to greater mobile
network capacity, cheaper wireless broadband and new markets such as tradable
secondary rights for a given spectrum allocation.

Space technology

Since mid-2012, GPS data has been obtainable via the Internet in addition to
access via the existing satellite signal. The European Data Access Service — a
new commercial service of the European Geostationary Navigation Overlay Ser-
vice — is designed to make satellite navigation in Europe more reliable and thus
more effective for use in commercial applications in difficult surroundings. The
EDAS will support new services in numerous sectors, including high-precision
fertiliser spraying, automatic road-tolling, fleet management, inland waterway
navigation, dangerous goods transportation and accurate area measurement.
Access to GPS data will also be possible via hand-held devices, using wireless
communication from added-value service providers.

In October 2012 the latest two operational Galileo satellites were launched into
orbit. This second launch set the foundation for the in-orbit validation of the
system with a total of four Galileo satellites. As from next year, the large-scale
deployment of satellites will continue towards the completion of the full Galileo
constellation with 30 satellites. The annual market for global navigation satellite
products and services is currently valued at €124 billion worldwide, and is ex-
pected to grow over the next decade, leading to an estimated market size of
€244 billion in 2020.

Cohesion policy

Structural Funds: the investment arm of the EU budget

EU cohesion policy is leading the way in responding to the current economic crisis
— adapting to harsher financial conditions, but also contributing to growth and
jobs through an ever-closer alignment with the Europe 2020 objectives. Cohesion
policy is a key instrument in implementing the strategy because success in
achieving its growth and employment goals will greatly depend on the capacity
to support investment at national, regional and local levels. The policy plays an
essential role in driving the shift to investment in smart, sustainable and inclusive
growth through the actions it can support to promote employment, education and
social inclusion and to tackle climate, energy and environmental issues.

aprendre notre planéte
= space for Ea

Antonio Tajani, European
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Such strategic investment is needed not only in the poorest EU regions, but in all
regions of Europe in order for them to stay competitive. Cohesion policy pushes
regions to capitalise on their strengths, to make more effective and better-
combined use of European national and regional public funds, and to develop
‘smart specialisation’ strategies for growth. Regions are required to set clear
strategic priorities and to focus on local strengths, removing bottlenecks to in-
novation and harnessing innovation potential. EU-funded projects such as Eco
World Styria or UPTEC at Porto University are leading lights, creating synergies
between business and academia in sectors of innovation potential in the local
economy. Such projects and strategies are key to securing prosperity and jobs in
the regions, as well as to making Europe more competitive and knowledge driven
as a whole, in line with our Europe 2020 agenda.

In keeping with the goal of inclusive growth, and in order to combat the risk of a
‘lost generation’, more than €10 billion of funding from the European Social
Fund and European Regional Development Fund has been redirected in order to
tackle youth unemployment in the eight Member States with the highest inci-
dence.

Cohesion policy mobilises on average €65 billion of investments each year (EU
and national co-financing combined), which corresponds to more than 50 % of
total public investment in many Member States. It is having a real impact on the
EU economy — for instance it is estimated that the GDP of the 12 Member States
which entered the Union in or after 2004 will increase by around 1.5 % each year
during the implementation of the current cohesion programmes (i.e. between
2007 and 2016).

The impact of cohesion policy is twofold: it has a short-term impact reflecting the
implementation of programmes and a long-term impact by improving the struc-
ture of the economy and its human capital. Accordingly, an important part of its
impact only materialises in the long run, i.e. after the programmes are completed.
For instance, between 2007 and 2025 the impact for the 12 Member States
which entered the Union in or after 2004 surges to a 4.5 % increase in GDP per
year.

The proposals for 2014-20 ensure that the policy is closely aligned with the
goals of smart, sustainable and inclusive growth for all through the concrete
translation of our priorities into investment. Public investment needs to be con-
centrated more than ever on a small number of growth-enhancing investment
priorities, as outlined in Europe 2020. This ‘thematic concentration’ aims to
maximise the added value of investment for Europe as a whole, focusing invest-
ment on 2020 targets via a thematic menu of objectives and related investment
priorities with the flexibility to adapt strategies to the individual needs and chal-
lenges of regions.
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Connecting Europe facility

With a proposed budget of €50 billion between 2014 and 2020, the ‘Con-
necting Europe facility’ (CEF) (*2) will be a key instrument to promote growth,
jobs and competitiveness through targeted infrastructure investment at
European level. It will support the development of high-performing, sustain-
able and efficiently interconnected trans-European networks in the fields of
transport, energy and digital services.

The CEF will invest €31.7 billion to upgrade Europe’s transport infrastructure
(railways, roads, ports and inland waterways), build missing links and re-
move bottlenecks. By focusing on transport modes that are less polluting,
the CEF will push our transport system to become more sustainable. The
proposed funding includes €10 billion ring-fenced in the Cohesion Fund for
transport projects in the cohesion countries, with the remaining €21.7 billion
available for all Member States to invest in transport infrastructure.

The energy sector can look forward to €9.1 billion being invested in trans-
European infrastructure such as electricity and gas transmission grids, help-
ing to meet the EU 2020 energy and climate objectives. The CEF will also
help to remove financial gaps and network bottlenecks.

In telecommunications and ICT the CEF will provide almost €9.2 billion to
support investment in fast and very fast broadband networks and pan-
European digital services.

To assist with the financing of the CEF and increase the impact of the EU
budget, the Europe 2020 project bond initiative will be one of a number of
risk-sharing instruments upon which the facility may draw in order to attract
private finance for projects. The total budget amount of €230 million for a
pilot phase managed by the European Investment Bank is expected to mob-
ilise investments of up to €4.6 billion.

The European Commission first proposed the establishment of the CEF in
June 2011, as part of its EU budget proposal for the next multiannual finan-
cial framework (MFF) for 2014-20. The proposal was submitted to the Euro-
pean Parliament and the Council, and the Council reached a partial general
agreement on 7 June 2012. The Commission considered the agreed text a
fair basis for the ongoing interinstitutional discussions.
Connecting Europe facility

On 18 December the members of the European Parliament’s Committee on — Europe Container
Transport and Tourism gave their clear and strong support to the efforts of Terminals (ECT) in
the European Commission to give new impetus to the development of the Rotterdam, Netherlands.

trans-European transport network (TEN-T). Their vote on the CEF reflected
their strong belief that achieving a modern, well-linked and efficient Euro-
pean transport network is vital to support the renewed growth and competi-
tiveness of the European economy on a sustainable basis.

The proposal is now expected to be adopted by the two co-legislators before
the end of 2013, following an agreement on the Union’s budget for 2014-20.
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Effective and efficient justice systems across Europe will help drive growth, at-
tract investors and increase competitiveness. Trusting that the rule of law is fully
and efficiently upheld directly translates into the confidence to invest in the
economy. In the framework of the country-specific recommendations of the
European semester, EU countries were also encouraged to make their judicial
systems ever more efficient and to implement necessary judicial reforms as part
of their economic recovery programmes.

Furthermore, the Union’s justice policy can stimulate growth by helping the single
market to fulfil its potential. Justice policy is to be used to complete the internal
market and to modernise the existing rules.

Reform of EU rules on civil judgments cuts red tape in cross-
border court cases

Businesses and consumers will be able to resolve cross-border legal disputes
more easily, thanks to a reform adopted by the Parliament and the Council in
December 2012. The reformed rules determine which national court has jurisdic-
tion in cross-border cases and how court judgments issued in one EU country are
recognised and enforced in another. The reform that was proposed by the Euro-
pean Commission in December 2010 (*3*) aims to strengthen the single market
and cut red tape. It proposes to abolish the costly ‘exequatur’ procedure, which
requires companies to first go through a time-consuming and costly procedure in
the courts to get a judgment in civil and commercial matters recognised in an-
other EU country. Abolishing this administrative procedure is expected to save
businesses and consumers up to €48 million a year. The regulation will enter into
force following its publication in the Official Journal of the European Union in
2012; it will become applicable 2 years thereafter.

Commission proposes modern insolvency rules

In December the Commission proposed to modernise the current rules on cross-
border insolvency (**), which date from 2000. Benefiting from 10 years of experi-
ence, the new rules propose to shift the focus away from liquidation towards
developing a new approach to help businesses overcome financial difficulties,
while protecting creditors’ right to get their money back. They will also be of
benefit to creditors as they are more likely to get their money back if a company
restructures rather than liquidates. The new rules are geared towards increasing
the efficiency and effectiveness of cross-border insolvency proceedings, affect-
ing an estimated 50 000 companies in the EU every year. This is a first step to-
wards an EU ‘rescue and recovery’ culture to help companies and individuals in
financial difficulties.

Protection of the financial interest of the EU, including by
criminal law

New rules were proposed to fight fraud against the EU budget by means of
criminal law to better safeguard taxpayers’ money. The draft directive (**) creates
a more harmonised framework for prosecuting and punishing crimes involving
the EU budget so that criminals no longer exploit differences between national
legal systems. The proposed legislation provides for common definitions of of-
fences against the EU budget and for minimum sanctions. This will help to deter
fraudsters, provide for more effective legal action at national level and make it
easier to recover lost funds.
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LIBOR scandal — measures to avoid market manipulation of
lending rates

In the wake of the LIBOR scandal in 2012 serious concerns were raised about the
manipulation of benchmarks, which can result in significant losses to consumers
and investors, or distort the real economy. The integrity of financial markets is
also undermined by market manipulation and insider dealing. European justice
ministers meeting in the Council of the European Union in December reached
agreement on the Commission’s proposals for a directive on insider dealing and
market manipulation (*¢) that will criminalise such behaviour.

Data protection

At the beginning of 2012 the Commission proposed a comprehensive reform of
the EU’s 1995 data protection rules to strengthen online privacy rights and boost
Europe’s digital economy (*7). A single law will do away with the current fragmen-
tation and costly administrative burdens, leading to savings for businesses of
around €2.3 billion a year. The initiative will help reinforce consumer confidence
in online services, providing a much-needed boost to growth, jobs and innovation
in Europe (see relevant section in Chapter 4 for further details).

Women on boards

In November the Commission proposed legislation (*8) with the objective of
breaking the glass ceiling that continues to hinder the access of female tal-
ent to the boardrooms of Europe’s biggest companies. Currently boards are
dominated by one gender: 85 % of non-executive board members and
91.1 % of executive board members are men, while women make up 15 %
and 8.9 % respectively. Despite an intense public debate and some voluntary
initiatives at national and European level, the situation has not changed sig-
nificantly in recent years: an incremental average increase of the number of
women on boards of just 0.6 percentage points per year has been recorded
since 2003.

The proposed directive sets an objective of a 40 % presence of the under-
represented sex among non-executive directors of companies listed on stock
exchanges (*°). The carefully balanced proposal offers a procedural quota so
that if a candidate for a supervisory board position of the under-represented
gender is as well qualified as a candidate of the over-represented gender,
the candidate of the under-represented gender must be given priority. More-
over, it does not apply to small and medium-sized enterprises (companies
with less than 250 employees and an annual worldwide turnover not exceed-
ing €50 million) or non-listed companies. Moreover, Member States that
have already taken other, equally effective measures to achieve the 40 %
quota target before the directive enters into force will not have to apply the
new procedural quota and can continue to follow their own route.

Viviane Reding, European

Commission Vice-President
responsible for Justice,
Fundamental Rights and
Citizenship, at a press
conference on the
Commission proposal on
gender equality on the
boards of listed
companies.
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The spring European Council, in its conclusions on economic governance, asked
for rapid progress on the implementation of the roadmap towards a resource-
efficient Europe, a call subsequently underlined by the European Parliament. In
June the Commission launched a European Resource Efficiency Platform (EREP)
to provide high-level guidance and advice on policy measures designed to trans-
form the European economy on a more sustainable growth path. The primary
task of the platform is to determine how to achieve the milestones and vision set
out in the roadmap, including the ultimate vision of decoupling resource use and
its impacts from economic growth. The EREP is part of a wider Commission move
to bring together stakeholders and promote dialogue on resource-efficiency chal-
lenges and opportunities. The Commission has launched an online platform on
resource efficiency, where it promotes a series of exchanges and consultations
on the topics of the transition towards a green economy, and resource-efficiency
indicators and target setting.

In the course of the year the Commission adopted the remaining initiatives under
the resource-efficiency flagship. The communication ‘Innovating for sustainable
growth: a bioeconomy for Europe’ (*°) sets the goal of a more innovative and
low-emissions economy, reconciling demands for sustainable agriculture and
fisheries, food security and the sustainable use of renewable biological resources
for industrial purposes, while ensuring biodiversity and environmental protection.
Other initiatives adopted included the strategy for the sustainable competitive-
ness of the EU construction sector and two regulations on the monitoring and
reporting of greenhouse gas emissions (*'), and on verification and the accredit-
ation of verifiers under the EU emissions trading system (*?).

Resource efficiency became a pillar of the new environmental action programme
and a number of initiatives were adopted aimed at an efficient use of natural
resources, in particular water and soil (see the section on the environment).

Under its smart regulation agenda, the Commission continued to improve the
manner in which it prepares, implements and evaluates policy. It has increased
transparency and accountability, and promoted evidence-based policymaking.

Smart regulation

Following up on its commitment in the 2010 communication on smart regulation
in the EU (*®), the Commission issued a communication on EU regulatory fit-
ness (*4) (in December). The new communication takes stock of the progress
made and the lessons learned since 2010. On this basis it identified a set of
concrete actions for further improvements. The results of a review of the Com-
mission public consultation policy (**) and the final report of the action programme
for reducing administrative burdens in the EU (“6) were attached to the commu-
nication.



The voice of citizens and stakeholders has been strengthened by increasing the
minimum period for open public consultations from 8 to 12 weeks since the be-
ginning of 2012.

The Commission continued to simplify legislation, having produced proposals
going significantly beyond the 25 9% target set in the action plan for administra-
tive burden reduction (*) well in time for the Parliament and the Council to reach
that target in the remaining period of the programme up to the end of 2012.

A clear writing campaign supports smart regulation by encouraging and training
Commission staff to write clearly. To this end, the Commission made a multilin-
gual ‘writer’s toolbox’ and an e-tutorial available to drafters in 2012, and it runs
the annual Clear Writing Awards.

The Commission took action to minimise regulatory burdens for the smallest
businesses (“8). This included a review of the existing body of European legisla-
tion to exempt the smallest companies from regulatory burdens or adapt provi-
sions to their needs. Several conferences were held in Member States with SMEs
to collect feedback, and a wider public consultation was launched to identify the
10 most burdensome pieces of legislation, as viewed by SMEs.

Impact assessment

The Impact Assessment Board — the body which ensures that Commission im-
pact assessments conform to quality and procedure standards — examined 97
impact assessments and issued 144 opinions on their quality, 47 of which were
on resubmitted reports. To support the analysis of individual impacts within the
Commission integrated approach to the assessment of benefits and costs, new
operational guidelines on analysing impacts on sectoral competitiveness and
micro-enterprises were finalised.

Implementation of EU law

The ‘EU pilot’ application has been operating since 2008 with the aim of providing
speedier and better answers to questions raised by citizens or businesses and
solutions to problems arising in the application of EU law. It is also designed to
improve communication and cooperation between the Commission services and
each participating Member State’s authorities on the application and transpos-
ition of EU law. Since June 2012 all Member States have participated in this
problem-solving mechanism. Files submitted to Member States by the Commis-
sion within ‘EU pilot’ in 2012 dealt mostly with environmental issues (28 %), the
internal market (14 %), taxation (12 %), mobility and transport (9 %), and justice,
fundamental rights and citizenship (8 %). Those policy areas represent 71 % of
the total number of ‘EU pilot’ files.
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In 2012 the number of infringement procedures initially launched against Mem-
ber States for alleged breaches in the implementation of EU law amounted to
699 (the figure represents the first stage of the procedure when a letter of formal
notice is sent according to Article 258 TFEU). Those policy areas which saw a
higher proportion of inquiries being launched were transport, environmental
issues and health and consumers, representing about 60 % of the total.

After having initiated the first Court cases under Article 260(3) TFEU in 2011, the
Commission decided to refer 35 such procedures to the Court in 2012. Created by
the Treaty of Lisbon, this article represents an exception from the general rule
that Member States may suffer financial penalties only if a second Court judg-
ment establishes their non-compliance with an earlier Court judgment. Article
260(3) TFEU allows the imposition of financial sanctions on Member States that
fail to transpose directives on time from the very stage at which the Commission
first refers the issue to the Court. At the end of 2012, 17 such procedures were
ongoing before the Court against eight Member States.

Scientific advice in policymaking

The European Commission’s in-house scientific service, the Joint Research Centre,
provided continuous support in the EU policymaking process across a wide range
of policies. In 2012, the JRC thoroughly analysed issues as diverse as the complex
interdependencies of the European banking sector, the practical implications of
classifying nanomaterials according to the Commission’s proposed definition and
the market impact of shale gas extraction. It worked on interoperability standards
for electric vehicles, launched a repository of alien species, tested the earthquake
resistance of buildings and carried out measurement campaigns to ensure that
European laboratories are able to trace very low concentrations of pollutants. It
monitored air pollution and natural and man-made hazards such as floods and
droughts, supported nuclear stress tests and assessed the innovation capacity of
Member States. The JRC identified new areas where its scientific support can
provide tangible benefits, such as scientific support to eco-industries, oil refinery
capacity, nuclear decommissioning and governance of river basins such as the
Danube.



Internal audit

In 2012 the Internal Audit Service of the Commission carried out audits in various
directorates-general and EU autonomous bodies on topics such as management
and monitoring of staff allocation, annual activity reporting, payment deadlines,
ethics and risk management implementation. More and more attention was paid
to auditing performance, as one of the enablers allowing the organisation to
successfully achieve its objectives by making optimal use of the resources at
hand.

In October the Internal Audit Service organised a broad-scale event gathering
together over 500 professionals in the area of internal audit from across Europe,
Africa, Asia and the United States. The conference, dedicated to performance
auditing, aimed at debating the modalities by which public sector internal audi-
tors can contribute to the more efficient and effective management of their or-
ganisations. The event facilitated the exchange of methodologies and lessons
learned among audit professionals, thus bringing value to the internal auditors’
community.

Modernisation of public administrations

The quality of public administration at EU, national, regional and local levels is a
determining element of competitiveness and an important productivity factor.
The interoperability solutions for European public administrations programme
(ISA) (*%) is unique in its support for facilitating the cross-border and cross-sector
collaboration of public administrations, and turns the challenge of restructuring
public sector procedures into an opportunity. ISA actions motivate and support
public administrations across Europe to cut down costs through interoperable,
shared and reused software components.

The Commission adopted the e-Commission 2012-15, a new and ambitious IT
strategy that aims to strengthen operational effectiveness and efficiency, and
guarantee the continuity of the Commission’s IT services, contain costs and cre-
ate value, contribute to reducing administrative burdens, help to improve trans-
parency and eliminate the digital barriers between public administrations in
Europe. To support online communication with citizens and between administra-
tions, the Commission is developing a new machine translation facility (MT@EC)
using the body of work produced by its professional translators (currently more
than 650 million sentences in 23 languages). A prototype has been available in-
house on a limited scale since mid-2012, and the full service is planned to be
operational by the middle of 2013.



Michel Barnier,
Commissioner for the
Internal Market and
Services, at the launch of
the Single Market Week
2012.
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An open and fair internal market

The year 2012 marked the 20th anniversary of the single market. Much has been
achieved. For European consumers the single market means more choice at
lower prices. For citizens, the single market has given them the capacity to travel
freely, settle and work where they wish. For young people it has opened up the
opportunity to study abroad — more than 2.5 million students have seized this
opportunity in the last 25 years. For the 23 million companies in the EU the single
market has opened up access to 500 million consumers and generated foreign
investment. The evidence is clear: a strong, deep and integrated single market
creates growth, generates jobs and offers opportunities for European citizens
which were not there 20 years ago.

The completion of the single market is a continuous exercise and is a central ele-
ment of the European growth agenda to address the current financial and eco-
nomic crisis. This is the rationale behind the Commission’s October proposals in
the second ‘Single Market Act’, in which it put forward 12 key actions for rapid
adoption by the EU institutions. These actions are concentrated on four main
drivers for growth, employment and confidence: integrated networks; cross-border
mobility of citizens and businesses; the digital economy; and actions that re-
inforce cohesion and consumer benefits.

The Single Market Act Il followed a first set of measures presented by the Com-
mission in 2011 — the Single Market Act | — and represents a new chapter in a
process towards a deeper and better-integrated single market.

The Single Market Act Il includes actions in the following areas.

» Transport and energy networks: efficient and fully integrated transport and
energy networks are the backbone of the single market. The opportunities
offered by Cohesion and Structural Funds must be accompanied by a firm
commitment towards competition, choice and good-quality services across

the EU. To realise this vision, the Commission proposed:

> an action to open the provision of domestic rail passenger services to
further intra-EU competition;

> the improvement of the single market for maritime transport;
> measures to accelerate the single European sky;

> actions to make the application of existing EU energy legislation effective.



» Mobility of citizens and businesses: free movement across borders is the very
basis of a single market and one of the foundations of the European Union.
Practical and legal barriers to the mobility of citizens, business activities and
investment funding still persist. With the Single Market Act Il, the Commission
is proposing to:

> develop the EURES (job search) portal into a fully fledged cross-border job
placement and recruitment tool;

> introduce provisions to mobilise long-term investment funds for private
companies and long-term projects;

> modernise insolvency proceedings, starting with cross-border cases, and
contribute to an environment that offers second chances to failing
entrepreneurs.

» The digital economy: with its economic weight and important spill-over effects,
for example in terms of productivity and resolving societal challenges, the
digital economy revolution remains an opportunity that cannot be missed.
Working towards the completion of the digital single market by 2015, the
Commission proposed to:

> facilitate e-commerce in the EU by making payment services easier to use,
more trustworthy and more competitive;

> address a key underlying cause of lack of investment in high-speed
broadband connection, i.e. its civil engineering costs;

> make electronic invoicing standard in public procurement procedures — a
proven money saver.

» Social entrepreneurship, cohesion and consumer confidence: the success of
the single market is also a result of the economic and social participation it
can generate. Consumers need to be confident and all citizens, everywhere in
the EU, must have the chance to tap into the opportunities the single market
offers. The Commission intends to pursue this objective by using concrete
internal market tools, including:

> improvement of product safety rules and their actual enforcement;
> measures to ensure widespread access to bank accounts, as well as

transparent and comparable account fees and easier bank account
switching.
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The 20th anniversary of the single market

The year 2012 marked the 20th anniversary of the creation of the single
market, in which people, goods, services and capital can move freely. In its
20-year existence the single market has achieved much, but is still a work in
progress which is constantly being refined, updated and expanded where
necessary.

To mark this anniversary, a series of events was held across the 27 EU Mem-
ber States in the week of 15-20 October 2012. They included forums, fairs,
conferences, exhibitions, and radio and TV programmes. They brought to-
gether European citizens and businesses with Members of the European Par-
liament, the European Commission, the European Council and the Member
States to mark and reflect on the past, present and future of the single
market.

Michel Barnier, Generation 1992 competition
Commissioner for the
Internal Market and ‘Generation 1992’ was a competition in which today’s 20-year-olds, who
Services, with the winners grew up in the single market, submitted videos, photos, cartoons, essays or
of the Generation 1992 smartphone apps on what Europe’s single market means for their gener-

competition. ation. Winners received their prizes at the Single Market Week closing event.



STRONGER GROWTH

INTRA-EU TRADE BETWEEN 1992 AND 2011
Intra-EU trade in goods soared from €800 billion in 1992 to €2 800 billion in 2011
thanks to the single market. It increased from 12 % of EU GDP in 1992 to 22 % in 2011.
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Internal energy market (*°)

In late 2012, the European Commission adopted a communication entitled
‘Making the internal energy market work’ (°!). This communication considers
the state of play of the progress towards the completion of the internal en-
ergy market by 2014 and encourages Member States to step up efforts by
underlining the benefits of the internal energy market for citizens and busi-
nesses. It identified the need for further action in a number of areas, such as
consumer protection, the enforcement of existing rules and investment in
the modernisation of energy infrastructures, in order to ensure that Europe’s
energy systems are fit for the 21st century.

Promoting fair competition in the single market

Throughout 2012 the Commission continued to ensure that competition was
safeguarded through the vigilant enforcement of the EU competition rules. Com-
petition policy has helped maintain a level playing field in the single market, en-
suring that consumers and law-abiding companies benefit from a competitive
market place — in terms of better prices, more choice in innovative products and
the prevention of distortive state aid.

Cartels

Cartels are the most serious breach of competition law. They impede the healthy
functioning of the markets and harm consumers, companies and the economy.
They keep prices artificially high, stifle innovation and create illegal partitions
within the single market. In 2012, the fight against cartels remained a priority for
the Commission.
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The Commission adopted four decisions against major cartels, fining them over
€1.8 billion. These cartels affected numerous Member States, involved many
companies and operated for relatively long periods of time. The Commission un-
covered several price fixing cartels and fined their participants, such as the op-
erators of freight forwarding services or the producers of window mountings.

In December the Commission fined seven international groups of companies a
total of €1.47 billion for participating in cartels in the sector of cathode ray tubes.
These cartels had lasted for over a decade. They were among the most organised
cartels that the Commission had ever investigated. They carried out the most
harmful anti-competitive practices, including price fixing, market sharing, cus-
tomer allocation, capacity and output coordination, and exchanges of sensitive
commercial information. The fine reflects the gravity of the breach of law and is
the highest imposed by the Commission to date. In all these cases, certain com-
panies benefited from a reduction in fines because they helped the Commission
with information under the leniency programme.

Antitrust

In addition to cartels, other types of anti-competitive behaviour — such as the
abuse of a dominant position — have a harmful impact on the single market and
consumers. Such behaviour reduces incentives for companies to provide new or
better products and services at competitive prices, and consequently forces con-
sumers to pay more for possibly lower quality.



The Commission made legally binding the commitments offered by Thomson
Reuters to create a new licence allowing customers, for a monthly fee, to use
Reuters instrument codes (RICs) for data sourced from Thomson Reuters’ com-
petitors. The Commission had concerns that Thomson Reuters could be abusing
its dominant position in the market for consolidated real-time datafeeds
through its licensing practices, in breach of EU antitrust rules. The commit-
ments offered by Thomson Reuters will enhance competition in this market.
Financial institutions that use RICs will now be able to switch to alternative
providers more easily.

The Commission also opened a string of new investigations in important markets.
Examples include the investigation into a transatlantic joint venture between
several passenger airlines, or the investigations in the sector of mobile device
producers which look at whether the behaviour of certain holders of standard
essential patents may amount to an abuse of dominance. The Commission is also
working on other new cases involving telecommunications, transport, energy and
pharmaceuticals.

In 2012 the Commission cleared 253 merger transactions and banned only one.

» Cleared mergers in the telecommunications sector include the acquisition of
Motorola Mobility, a developer of smartphones and tablets, by Google, the
world’s largest Internet search and advertising company and developer of
Android, one of the most popular mobile operating systems. The Commission
approved the transaction because it would not significantly modify the market
situation in the EEA or any substantial part of it in respect of operating systems
and patents for these devices.

» The acquisition of control by Stidzucker of Germany, Europe’s largest sugar
producer, over ED & F Man of the United Kingdom, the second-largest sugar
trader worldwide and a company also active in sugar production, was cleared
conditionally. The approval in this case was made conditional upon the
divestiture of ED & F Man’s interests in the biggest and most modern
production facility located in Brindisi. This will allow for sufficient competition
in this market.

Joaquin Almunia, European
Commission Vice-President
responsible for
Competition, participated
in the European
Competition Forum.
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» A conditional clearance was also granted in the stainless steel sector
concerning the acquisition of Inoxum, the stainless steel division of
ThyssenKrupp of Germany, by the Finnish stainless steel company Outokumpu.
The Commission’s investigation found that, in the market for cold-rolled steel
products in the EEA, the merger would combine the largest and second-largest
players and create an entity between three and five times as big as the closest
competitor. The approval was made conditional upon divestiture of Inoxum’s
steel plant in Terni and a number of distribution centres in Europe to ensure
that the merged entity will continue to face a sufficient competitive challenge.

At the beginning of the year the Commission prohibited the merger between
Deutsche Borse and NYSE Euronext. If allowed, the merger would have resulted
in a quasi-monopoly in exchange-traded European financial derivatives, where
the two companies controlled more than 90 % of the global market. The prohib-
ition aimed at protecting the European economy from the adverse effects of a
combination that would have practically eliminated effective competition in the
market, with significant harm to customers.

In 2012 the Commission launched a far-reaching reform designed to modernise
the rules on the control of state aid — the state aid modernisation (SAM) initia-
tive (%2).

This initiative has three main objectives: to ensure that state aid rules support
sustainable, smart and inclusive growth and the Europe 2020 objectives; to pri-
oritise enforcement in cases that have a significant impact in the single market;
and to streamline the Commission’s decision-making process.

In order to achieve these objectives, the Commission will improve the focus on
‘good aid’ — efficient and well-designed aid which addresses real market failures
and has a real incentive effect. It will be even more vigilant with regard to ‘bad
aid’, amounting to harmful subsidies crowding out private investment or keeping
inefficient and non-viable companies on the market. At the same time, state aid
modernisation has to contribute to Member States’ efforts towards a more effi-
cient use of public finances in the context of fiscal consolidation. The sovereign
debt crisis and the scarcity of public funds emphasise the importance of the
quality and effectiveness of public spending, including state aid. The main ele-
ments of the reform package should be in place by the end of 2013.



In 2012 the Commission took a number of decisions which will help to foster
growth and innovation in Europe.

» It cleared a United Kingdom umbrella support scheme for investments in next-
generation access (NGA) broadband networks, ‘BDUK’. The scheme is aimed at
supporting local projects in rural and remote areas, where such networks
would be unlikely to be developed on commercial terms. It also approved a €2
billion support scheme aimed at promoting the development of NGA broadband
networks in currently underserved areas of Bavaria, as it ensures that support
is granted only in areas where no commercial NGA network rollout is planned
in the near future. Both these schemes are a major step towards achieving the
EU digital agenda and are a strong impetus for growth in both areas.

» The Commission approved an Austrian scheme to support the production of
energy from renewable sources, the 2012 ‘Green Electricity Act’, which is
designed to assist Austria in reaching by 2020 the mandatory national
renewable energy target. It also authorised a United Kingdom scheme in
support of renewable energy sources used to generate heat in Northern
Ireland, in line with the Europe 2020 strategy for sustainable growth.

» The Commission approved public funding of GBP 3 billion granted by the
United Kingdom for the creation of a bank investing in environmentally friendly
projects: the Green Investment Bank (GIB). The objective of this is to reduce
carbon emissions in the United Kingdom by accelerating the development of a
‘green economy’. The GIB’s mission is to invest in projects in innovative,
environmentally friendly areas for which a market failure has been identified.

In parallel, the Commission has continued to update and refine competition rules
in a number of policy areas.

» The Commission has adopted a de minimis regulation for services of general
economic interest (SGEI) (33). The regulation exempts from EU state aid rules
aid of up to €500 000 per company over a 3-year period that is granted as
compensation for the provision of SGEI. The new regulation is a major
simplification for both public authorities and service providers, because it will
considerably reduce the administrative burden for granting public
compensation for small SGEI and, at the same time, it increases legal certainty.

» The Commission has adopted rules on national support for industry electricity
costs in the context of the EU emission trading scheme (ETS). This new
framework allows Member States to compensate some electro-intensive
users, such as steel and aluminium producers, for part of the higher electricity
costs expected to result from a change to the EU ETS as from 2013. The rules
ensure that national support measures are designed in a way that preserves
the EU objective of decarbonising the European economy and maintains a
level playing field among competitors in the internal market.
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Judicial review of the Commission’s decisions in the field of
competition

The year 2012 has also been marked by a number of important rulings by
the Court of Justice of the European Union.

The Courts have recently confirmed several fundamental issues for competi-
tion practice. For instance, the General Court has endorsed the key elements
of the Commission’s fining policy introduced by the 2006 fining guidelines in
three cases it has examined: sodium chlorate (°#), international removers (°°)
and chloroprene rubbers (°%). These rulings strengthen the Commission’s po-
sition and consolidate legal certainty.

In the antitrust field, the judgment by the General Court in the MasterCard
case is particularly important. The Court confirmed the Commission’s finding
that MasterCard’s cross-border inter-bank fees for consumer debit and credit
cards (MIFs) restrict competition as they inflate the cost of card acceptance
by merchants without leading to benefits for consumers (°7).

The General Court also largely upheld the Commission’s decision of 2009 to
impose fines on the E.ON group and GDF Suez for having concluded and
maintained a market-sharing agreement in the French and German natural
gas markets. By confirming that the Commission was right in finding that the
companies’ conduct violated European competition law, the General Court
sent a strong message that the incumbent operators in the gas sector may
not use anti-competitive practices to counter liberalisation efforts (°8).

The General Court’s Microsoft ruling essentially upheld the Commission’s
2008 decision imposing a penalty payment on Microsoft for not complying
with the Commission’s 2004 Microsoft decision. This was the first judgment
in which the Court has ruled on a penalty payment imposed on a company
for non-compliance with an antitrust prohibition decision (*9).

Taxation

In April, the Parliament strongly supported the 2011 proposal (°) for a common
consolidated corporate tax base (CCCTB), which could save EU businesses billions
of euros and help attract more foreign investors into Europe by eliminating the
huge administrative burdens, heavy compliance costs and legal uncertainties
that companies currently face when operating in more than one Member State.

In May, following the broad public consultation launched by the European Com-
mission in December 2010 (®!), the Council adopted conclusions calling for an EU
VAT system which should be simpler, more efficient and neutral, robust and fraud
proof in order to ensure the correct operation of the single market.

In October the Commission made a proposal for a Council decision on enhanced
cooperation for a financial transaction tax, for the sake of fair taxation and a
stronger single market. So far 11 countries have indicated they wish to take part,
citing the Commission’s 2011 proposal for a financial transaction tax as the basis
upon which they wish to proceed. In December the European Parliament gave its
backing for enhanced cooperation.
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The new VAT rules will come into force on 1 January 2013. They will make life
easier for businesses across Europe. First, electronic invoicing will have to be
treated the same as paper invoicing, enabling companies to choose the VAT in-
voicing solution that works best for them. This has the potential to save busi-
nesses up to €18 billion a year in reduced administration costs. Second, Member
States will be allowed to offer a cash accounting option to small businesses with
a turnover of less than €2 million a year. This means that these SMEs will not
have to pay the VAT until it has been received by the customer, thereby avoiding
cash-flow problems.

AL

Doing business in more than one Member State often means dealing with sev-
eral tax administrations in different languages, while dealing with multiple VAT
obligations can be very burdensome and costly for companies. The regulation (52)
proposed by the Commission at the beginning of 2012 is a first step towards a
‘one-stop shop’ for all electronically delivered services that will benefit busi-
nesses as from 1 January 2015. In the future the Commission will seek to extend
the ‘one-stop shop’ step by step to other goods and services.

Customs

In February the Commission proposed in the Union Customs Code (UCC) (re-
cast) (®%) to adjust some provisions of the customs code to the evolution of cus-
toms and other relevant legislation, to align it to procedural requirements result-
ing from the Treaty of Lisbon and to postpone its application. The main aim of
this legislation is to address, but also to govern, the electronic environment for
customs and trade. The customs union is an essential element in the functioning
of the single market and it can only function properly when there is a common,
consistent application of common, modern customs rules and systems.

On 20 March, Neri Spa of Livorno (Italy) became the 10 000th authorised eco-
nomic operator (AEO) by signing up to an EU-wide customs scheme that makes
international trading faster and safer at customs checks on the EU borders. AEO
status at EU level identifies safe and reliable businesses that are engaged in in-
ternational trade and that benefit from trade facilitation as regards customs
controls. Amongst the benefits is the mutual recognition of the EU reliable trader
status with major trading partners. One major step was reached in 2012 with the
mutual recognition of AEO status with the US.

Algirdas Semeta,
Commissioner for Taxation
and Customs Union, Audit
and Anti-Fraud, at the
2012 Internal Audit
Service (IAS) conference
‘Performance Audit by
Public Sector Internal
Auditors’.



Visit by Karel De Gucht,
Commissioner for Trade,

to Mexico.
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The contribution of trade to economic growth

Trade as a growth factor

The EU remains the world’s largest exporter, importer, and source and recipient of
foreign direct investment, with a per capita GDP of €25 000 for its 500 million
consumers. This places Europe among the five best-performing economies and
represents a €12.6 trillion economy. Furthermore, the EU has managed to hold on
to its 20 % share of total world exports despite the rise of China, whereas Japan
and the US have seen significant declines in their shares.

The EU is also the top trading partner for 80 countries (by comparison, the US is
the top trading partner for a little over 20 countries).

The EU has a massive manufacturing trade surplus of €281 billion, a figure that
has increased five-fold since 2000 and has more than compensated for the in-
crease in the energy bill over the same period. The EU’s surplus in services has
expanded by a factor of 17 in 10 years, to stand at €86 billion in 2010. Moreover,
about 30 million jobs in the EU, or more than 10 % of the total workforce, depend
on sales to the rest of the world, an increase of almost 50 % since 1995.

Robust external demand is the main source of growth for the moment, as domes-
tic demand components (public or private) remain weak. And the contribution of
external demand to economic growth ought to increase further in the future, as
by 2015 90 % of global economic growth is expected to be generated outside
Europe. Hence, tapping into the markets of our key trading partners will play an
increasingly significant role for Europe’s growth in the future.

Moreover, the recently concluded EU-South Korea Free Trade Agreement offers
new export opportunities worth nearly €20 billion for the EU. Productivity gains
further increase the impact of trade agreements by more than half overall. An
ambitious agenda could also help create more than 2 million jobs across the EU.

In the same vein, deepening relationships between the EU and its key trading
partners can contribute significantly to Europe’s recovery. As the EU pursues its
ambitious external trade agenda, this could boost the EU’s GDP by 2 %, or more
than €250 billion.



In line with the commitments made in the WTO government procurement agree-
ment of March 2012, the Commission proposed an initiative to help open up
worldwide public procurement markets to EU bidders. In concrete terms, the
proposal aims at ensuring that both European and non-European firms are on an
equal footing when it comes to competing for business in the EU’s lucrative
public procurement market. In the longer term, this initiative will facilitate in-
creased business opportunities for EU companies, both in the EU and internation-
ally, boost the potential for small and medium-sized enterprises to operate in a
globalised economy and, lastly, promote innovation in the EU.

As part of the broad investment policy which has become an exclusive EU com-
petence under the Lisbon Treaty, a regulation on financial responsibility in invest-
or-state dispute settlements (5¢) was adopted by the Commission. This provides
the legal and financial framework to accompany future EU agreements on in-
vestment protection. When agreed by the co-legislators, it will requlate how future
investment disputes in cases against the EU or individual Member States would
be handled.

The European Commission is currently negotiating on investment, including in-
vestment protection, as part of the free trade agreement talks with Canada, India
and Singapore, while it is also preparing for an EU-China investment agreement.
When concluded, the EU-level agreements including investment protection will
replace the Member States’ bilateral investment treaties (BITs) with these non-EU
countries.

To ensure legal certainty for European investors benefiting from investment
protection offered in Member States’ BITs, the Commission presented a proposal
for a requlation in July 2010 that was adopted by the Parliament and the Council
in December 2012 under the ordinary legislative procedure (5°).

Most prominently, the regulation clarifies the legal status of BITs under EU law
and confirms that they may be maintained in force until they are replaced by an
EU investment agreement. At the same time, the regulation also establishes a
mechanism for empowering Member States — under certain conditions — to
negotiate BITs with countries not immediately scheduled for EU-wide investment
negotiations. This is designed to expand the scope of investment protection cur-
rently available to European investors.



The 50th anniversary of
the common agricultural
policy.

Dacian Ciolos,
Commissioner for
Agriculture and Rural
Development, during a trip
to China to strengthen
cooperation between the
EU and China in the fields
of agriculture and rural
development.
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Agricultural policy and fisheries and
maritime policies

Agriculture

The 50th anniversary of the common agricultural policy

The year 2012 marked the 50th anniversary of the implementation of the EU’s
common agricultural policy (CAP) (°6), a cornerstone of European integration that
has provided European citizens with 50 years of food security and a living coun-
tryside. The CAP remains the only EU policy for which there is a common EU
framework, and for which the majority of public spending in all EU Member States
comes from the EU budget rather than from national or regional budgets. Figures
demonstrate that the CAP has helped see a steady increase in economic value, in
productivity and in trade, while also allowing the share of household spending on
food to be halved.

The CAP is a policy that has steadily evolved to meet changing circumstances. For
example, the reform process since 1992 has seen a move towards much greater
market orientation, while also taking into account consumer concerns about is-
sues such as animal welfare and environmental protection.

Negotiations on a future CAP, continued in 2012, aimed at addressing the chal-
lenges of today and tomorrow: food security; climate change; the sustainable use
of natural resources; balanced rural development; helping the farming sector
cope with the effects of the economic crisis and with the increased volatility of
agricultural prices; and contributing to smart, sustainable and inclusive growth in
line with the Europe 2020 strategy.




STRONGER GROWTH

Milestones in the history of the CAP
1962: The CAP is born. The essence of the policy is to provide affordable food for
EU citizens and a fair standard of living for farmers.

1984 Milk quotas — specific measures are put in place to align milk production
with market needs.

2000: The scope of the CAP is widened to included rural development. The CAP
focuses on the economic, social and cultural development of rural Europe with
targeted multiannual programmes, designed at national, regional or local level.

2012: New CAP reform negotiations to strengthen the economic and ecological
competitiveness of the agricultural sector, to promote innovation, to combat cli-
mate change and to support employment and growth in rural areas.

THE PATH OF CAP EXPENDITURE 1980-2010

billion € (current prices)
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STATISTICS ON THE EVOLUTION OF BASIC AGRICULTURAL DATA

1962 1992 2002 2012

Number of Member States 6 12 15 27
Number of farmers (million) 6.5 72 6.2 137
Agricultural area (million hectares) 69 118 126 172
Value of agricultural production
(real prices, billion €/ECU) 20 350
Average milk yield (kg per cow per year) 3 000 6500
Average wheat yield (tonnes per hectare) 2 6
Value of agricultural exports 3 90 ()
(in real terms, billion €//ECU)
Value of agricultural imports 6 80 ()
(in real terms, billion €//ECU)
Value of agricultural trade .
(in real terms, billion €//ECU) 10 1700)
Percentage of household spending on food
feentage orhod pending 30% 16 %

(EU-wide average)

(*) Provisional January—-November 2011 figures.
Source: DG Agriculture and Rural Development.
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JRC CROP YIELD FORECASTS

The Commission’s Joint Research Centre (JRC) carries out crop yield forecasts in support
of the EU’s agricultural policy. The image shows the forecast yield of wheat in 2012
relative to the 2007-11 average. The figures within each country represent the tonnes/
hectare forecast, while the colour coding displays the change from the previous 5 years.

'y

. Lower yield (< -4 %) ] Comparable to average [ Better yield (> 4 %)

More transparent and efficient rules on agriculture

In September, the Commission adopted a proposal designed to apply new rules
with regard to the publication of information on the beneficiaries of European
agricultural funds (%7). This legislative review was prompted by a 2010 judgment
of the Court of Justice (°8) which repealed part of Commission Regulation (EC)
No 259/2008 (%°), particularly as regards the publication of information on indi-
vidual beneficiaries of the agricultural funds. This proposal takes into account the
legal constraints inherent in the protection of personal data.

In December the Commission adopted its second report on the evolution of the
market situation and conditions for a smooth phasing out of the milk quota sys-
tem (7°), as requested by the Council as part of the 2008 CAP health check. The
report concludes that the so-called ‘soft landing’ approach is on track — in the
vast majority of Member States, quotas are no longer relevant to limiting produc-
tion and the quota price (paid by farmers seeking additional quota) is already
zero or close to zero.



Common fisheries policy — in urgent need of reform

In 2011 the Commission proposed a radical reform of the common fisheries
policy which was debated in the Parliament, the Council and among interested
parties throughout 2012. The reform sought to restore prosperity for the fishing
sector, end the sector’s dependence on subsidies and stimulate jobs and growth
in coastal areas.

The status quo is not a option. Roughly 47 % of assessed stocks are overfished
in the Atlantic and 80 % in the Mediterranean. However, progress is possible: re-
cent conservation efforts have led the number of European stocks fished sustain-
ably to rise to 27. Consequently, some fishing quotas could be raised in 2012,
and this generated extra revenues for fishermen estimated at €135 million,
tangible evidence that redressing the environmental balance of marine resources
has direct economic advantages.

Fishing all fish stocks at sustainable levels could lead to a 20 % increase in
catches by 2020. This would generate considerable socioeconomic benefits for
the sector and the overall economy.

‘Zero tolerance’ on illegal fishing

Since 2010 the EU regulation to fight illegal, unreported and unregulated (IUU)
fishing ("!) has been strictly implemented. The European Commission has been
carrying out extensive investigations on individual vessels and on the control
systems of countries around the world. As a result, 12 countries have imposed
sanctions against 46 vessels and the Commission has compiled a list of eight
non-EU countries that might be considered uncooperative on IUU (2). The Com-
mission is determined help those countries correct the situation through dialogue,
cooperation and appropriate action plans, but if they were ultimately to be
blacklisted by the Council, they would no longer be allowed to export fish to the
EU. EU operators managing or owning IUU vessels would receive no public aid or
EU funds. Extensive investigations continue.

Sustainable fishing
campaign.
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European maritime policy — ‘Blue growth’:
sustainable growth prospects from maritime
sectors

‘Blue growth’ refers to maritime sectors, both traditional and emerging, with
considerable economic potential.

Maria Damanaki,
Commissioner for Maritime
Affairs and Fisheries,
making a statement on the
fight against illegal fishing.

Today the EU’s ‘blue economy’ is worth 5.4 million jobs and almost €500 billion
per year in gross added value. By 2020 the EU hopes to increase this to 7 million
jobs and €600 billion a year. To do so the Commission initiated a dedicated
strategy (”®) in September 2012. The strategy identifies five specific areas where
targeted action could trigger substantial progress: maritime, coastal and cruise
tourism; blue energy; marine mineral resources; aquaculture; and blue biotech-
nology. Action will consist in removing factors hindering growth and in imple-
menting smart solutions to boost those sectors. By promoting marine research,
by supporting innovative SMEs, by addressing skills needs and by encouraging
innovative products, Europe could unlock the untapped potential of the marine
economy, while safeguarding biodiversity and the environment.

In October the ministers in charge of maritime affairs and the European Commis-
sion adopted the Limassol declaration (7#) on a marine and maritime agenda for
growth and jobs — a clear commitment from Member States towards the blue
growth strategy and towards all maritime policies.
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Budget

The EU budget 2013
EU financial programming and budget in 2012

The year 2012 was a particularly challenging one for the management of the
annual EU budget, especially due to the lower levels of payment appropriations
agreed in its initial version. In addition to its implementation, the budgets of 2011
and 2010 went through the different stages of assessment and evaluation. Fur-
thermore, a core activity was the preparation of the budget for 2013, which is the
last budget of the current 7-year programming period. Apart from the annual
budgetary procedure, this year brought a significant event, the adoption of the
new financial regulation. Following the presentation of all relevant proposals by
the Commission, intensive negotiations over the next multiannual financial
framework (2014-20) continued throughout the whole year.

Implementation of the EU budget 2012

The 2012 budget reflected the growth- and innovation-oriented goals of the
Europe 2020 strategy. At the same time it continued to take account of important
constraints, reflecting the adverse economic situation in many Member States.
This compromise approach presented significant challenges throughout the year
in order to ensure that appropriate levels of funding were available to allow for
the correct and effective implementation of the Union’s programmes in full re-
spect of the commitments made by Member States.

Discharge granted to the Commission for the EU budget 2010

On 10 May 2012 the European Parliament granted discharge to the European
Commission for the implementation of the 2010 budget. This positive and
important decision concluded a period of several months when both arms of the
budgetary authority (the European Parliament and the Council), as well as the
Court of Auditors, scrutinised how the resources from the 2010 budget were
used. In the context of the budgetary discharge procedure, the European Parlia-
ment as the budgetary discharge authority, as well as the Council and the Court
of Auditors, issued several requests and recommendations with regard to EU fi-
nancial management which are being implemented by Commission services.

On 6 November 2012 the Court of Auditors published its annual report on the
implementation of the budget concerning the financial year 2011. In its report
the Court of Auditors confirmed that, in 2011, the overall quantified error rate for
EU spending remained stable, at below 4 %. With regard to the EU’s account
keeping, it has been given a clean bill of health by the Court of Auditors for the
fifth year in a row.

The EU budget 2013: investing in growth and jobs

The EU’s budget for 2013, adopted on 12 December 2012, reflects the European
Council’s conclusions that growth and employment in the EU can only be achieved
by combining fiscal consolidation and investment into future growth. Overall, the
budget for 2013 amounts to €150.9 billion in commitments, a 1.7 % increase on
2012, in line with the current inflation rate. Payments represent €132.8 billion,
which amounts to a decrease of 2.2 %.

Janusz Lewandowski,

Commissioner for Financial
Programming and Budget,
at the press conference to
present the EU budget
2013 proposal.
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The EU budget again usefully complements the efforts of the EU Member States
by concentrating investments in the priority areas defined in the EU’s growth
strategy ‘Europe 2020’, while at the same time taking into account the difficult
economic context and pressure on national budgets. The budget 2013 freezes
future expenditure — the increase of commitments (i.e. tomorrow’s payments) is
at the level of inflation (1.7 %). It also freezes the Commission’s administrative
budget at well below inflation level while cutting its staff by 1 9%, the first step
towards the goal of a 5 % reduction in staff in 5 years.

A total of €59 billion in payments is devoted to job-friendly growth in Europe. A
particular effort has been made with regard to the research framework pro-
grammes (€7.8 billion, a 5.6 % increase on 2012), the competitiveness and in-
novation programme (€435.1 million, a 17.7 % increase) and the Structural and
Cohesion Funds (€47.2 billion, a 2.1 % decrease).

The figures in the 2013 budget adopted in December 2012 do not take into ac-
count the costs of Croatia joining the EU in July 2013.

After intensive discussions in the various Council bodies organised by the Danish
and Cypriot Presidencies, as well as in the European Parliament throughout the
whole year, an extraordinary European Council meeting was held on 22 and 23
November 2012, dedicated exclusively to the MFF 2014-20. Prior to that meet-
ing, compromise proposals had been tabled first by the Cypriot Presidency and
then by the President of the European Council, Herman Van Rompuy, who also
held bilateral meetings with each Head of State or Government. However, no
agreement could be reached during these meetings. The European Council should
agree on the next MFF as early as possible in 2013 and in time to ensure that
there is no delay in the implementation of the new generation of EU programmes
as of 1 January 2014. The required unanimous adoption of the MFF regulation by
the Council will then be subject to approval from the European Parliament.

The Commission published its proposals for the Union’s next MFF in June 2011. It
proposed priorities and ceilings for future expenditure as well as a modification
of the revenue side and a simplification of the correction mechanisms. On 6 July
2012 the Commission carried out a technical update.

The MFF 2014-20 is geared towards investment in the 27 Member States on
common challenges: boosting growth and creating jobs across the EU, making
Europe safer and increasing Europe’s influence in the world. It does not seek to
fund what national budgets could finance themselves, but focuses on areas
where European funding makes a real difference. It funds what would not be
funded or what would be more expensive to fund from national budgets.
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In the table below you find the key figures of the Commission proposal as up-
dated on 6 July 2012 (7).

2014-20 MULTIANNUAL FINANCIAL FRAMEWORK
Commission proposal from 6 July 2012 expressed in concrete amounts for all policy
areas concerned.

(million € — 2011 prices)

COMMITMENT APPROPRIATIONS Total
2014-20

1. Smart and inclusive growth 64769 67015 68853 70745 72316 74386 76679 494 763
of which: economic, social and territorial cohesion . 50464 : 51..897“ : 53.1.77“ : 54.3.07“ : 55 .423“ : 56..474“ : 57..5.01“ 379243
2. Sustainable growth: natural resources 57845 57005 56190 55357 54357 53371 52348 386472
of which: market-related expenditure and direct payments . 42363 R 4i .7.56“ R 4i .1.78“ R 46 .5.82“ R 39..8.10“ R 39.).0.52“ R 38..3.09“ 283051
35ecuntyandc|t|zen5h|p .................................................. ; 520 2 501 2 540 ;5 579 R 713 ; 757 2 794 .......... 1 3309
4Gl0balEurope ................................................................. 5 400 ; 545 ; 845 5 960 - 150 - 380 - 520 ........... 70000
5Admm|5trat|on ................................................................ . 522 . 755 . 872 R 019 R 149 5 301 5 447~53155
of which: administrative expenditure of the institutions o 7047 R 7115 R 7184 R 7267 R 7364 R 7461 R 7561 51 000
5c°mpensat|on ................................................................... 27 0 0 0 o 0 0 .................. 27
TOTAL COMMITMENT APPROPRIATIONS 143282 145021 146400 147759 148690 150195 151888 1033235
s a percentage of GN| © 110% 109% 108% 108% 107% 106% 106%  108%
TOTAL PAYMENT APPROPRIATIONS 133976 141175 144126 138776 146870 144321 138356 987 599
s a percentage of GN| © 103% 106% 106% 101% 106% 102% 096%  103%

The financial regulation

The financial regulation contains the rules for the establishment of the EU
budget and the way it is spent. On 27 June 2012 the European Parliament, the
Council and the Commission came to a political agreement on the reform of the
financial regulation which the Commission launched in December 2010, address-
ing the main concerns from beneficiaries of EU funds.

After a formal adoption in autumn 2012, most of the provisions of the new finan-
cial regulation were to be applied from 1 January 2013. There will therefore be
an improvement in the delivery of EU funds to businesses, NGOs, researchers,
students, municipalities and other beneficiaries thanks to simplified procedures.
The new legislation enables increased transparency and introduces higher ac-
countability for all involved in dealing with EU finances. It moves the protection
of EU financial interests to a higher level.

Some 80 % of EU funds are distributed under ‘shared management’; in other
words projects are selected and managed by the Member States themselves. The
new rules will increase the accountability of the Member States, especially in the
field of regional policy. National authorities in charge of EU funding will have to
sign and submit to the Commission annual declarations certifying that EU funds
have been used correctly.

In future, various financial instruments such as loans, equity or guarantees will
be used to multiply the financial impact of EU funds. New possibilities are cre-
ated for a more flexible implementation of public—private partnerships, reflecting
the needs of European industry partners.
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and health, the information society, industry, environment, energy, transport,
security and space. Analysts expect markets to grow to hundreds of billions
of euros by 2015. Nanomaterials have the potential to improve the quality
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established by international agreements to which the European Union is
party (COM(2012) 335).

Regulation (EU) No 1219/2012 on transitional arrangements for bilateral
investment agreements between Member States and third countries (0J
L 351,20.12.2012).

For the benefits for the citizens of 50 years of the CAP, see ‘The common
agricultural policy: a story to be continued'.

Amendment to the Commission proposal COM(2011) 628/2 for a regulation
on the financing, management and monitoring of the common agricultural
policy (COM(2012) 551).

Court of Justice ruling of 9.11.2010 in Joined Cases C-92/09 and C-93/09,
Volker und Markus Schecke and Eifert,

Regulation (EC) No 259/2008 laying down detailed rules for the application
of Regulation (EC) No 1290/2005 as regards the publication of information
on the beneficiaries of funds deriving from the European Agricultural
Guarantee Fund (EAGF) and the European Agricultural Fund for Rural
Development (EAFRD) (OJ L 76, 19.3.2008).

Commission report — Evolution of the market situation and the consequent
conditions for smoothly phasing out the milk quota system — Second ‘soft
landing’ report (COM(2012) 741).

http://ec.europa.eu/fisheries/cfp/illegal_fishing/index_en.htm

Decision on notifying the third countries that the Commission considers as
possible of being identified as non-cooperating third countries (0J C 354,
17.11.2012).

Commission communication — Blue growth — Opportunities for marine
and maritime sustainable growth (COM(2012) 494).

http://ec.europa.eu/maritimeaffairs/policy/documents/limassol_en.pdf
For further details see http://ec.europa.eu/budget/mff/index_en.cfm


http://ec.europa.eu/justice/newsroom/gender-equality/news/121114_en.htm
http://ec.europa.eu/justice/newsroom/gender-equality/news/121114_en.htm
http://ec.europa.eu/governance/better_regulation/smart_regulation/consultation_2012/consultation_docs_en.htm
http://ec.europa.eu/governance/better_regulation/smart_regulation/consultation_2012/consultation_docs_en.htm
http://ec.europa.eu/governance/better_regulation/smart_regulation/consultation_2012/consultation_docs_en.htm
http://ec.europa.eu/isa/
http://ec.europa.eu/energy/gas_electricity/index_en.htm
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-299/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-199/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-204/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-212/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-211/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-211/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-76/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-77/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-83/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-111/08
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-360/09
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-370/09
http://curia.europa.eu/juris/liste.jsf?language=en&num=T-167/08
http://curia.europa.eu/juris/liste.jsf?num=C-92/09&language=en
http://ec.europa.eu/fisheries/cfp/illegal_fishing/index_en.htm
http://ec.europa.eu/maritimeaffairs/policy/documents/limassol_en.pdf
http://ec.europa.eu/budget/mff/index_en.cfm

Cars queuing at the German-Polish border crossing

near the German town of Gorlitz
on the Polish side in Zgorzelec.
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GENERAL REPORT 2012
A STRONGER FOCUS ON EU CITIZENS

In the year in which the Nobel Peace Prize was awarded to the European Union,
the fundamental values and principles underpinning the Union were never so
important. The growing appreciation of the Charter of Fundamental Rights
was more evident since its formal introduction by means of the Lisbon Treaty.
Equally the 20th anniversary of the single market brought into ever sharper
relief the necessity to protect citizens’ rights and facilitate their enforcement.
The growing corpus of law in the twin domains of justice and home affairs
underlined the development of a new legal order. In so many other areas, from
the environment to agriculture, from data protection to free movement of
workers, from passenger rights to energy efficiency, the policies of the Union
were designed to facilitate the day-to-day lives of citizens.



Fundamental rights and citizenship

Fundamental rights — A reality for citizens

The Charter of Fundamental Rights

The Charter of Fundamental Rights of the European Union — in force and legally
binding for more than 2 years — has guided EU law-making from initial drafts all
the way through to the statute book. The charter sets out fundamental rights —
such as freedom of expression and the protection of personal data — that reflect
Europe’s common values and its constitutional heritage. The European Commis-
sion’s second annual report (*) on the charter found that fundamental rights
concerns are increasingly embedded in EU policymaking.

‘My primary goal over the last 2 years, since the charter became legally binding,
was to create a solid EU-wide fundamental rights culture. | have made the charter
the compass of all policies decided at EU level, said Viviane Reding, Vice-President
of the Commission responsible for Justice, Fundamental Rights and Citizenship. ‘We
now need to help citizens exercise their rights in practice by working with Member
States to ensure people know where they can turn if their rights are infringed.’

Cﬁ'ARTER o FUNDAMENTAL R

THE EUROPEAN UNION

The primary role of the charter is to guarantee that the EU institutions respect Prologue to the Charter of
fundamental rights in preparing new European laws. The Commission not only Fundamental Rights of the
guarantees that its proposals are compatible with the charter, it also ensures that European Union.

the charter is respected when Member States implement EU law.

There is still a misapprehension among EU citizens about its purpose and the
situations in which the charter applies or does not apply, as well as the EU’s role.
There is a common public impression that the charter gives the Commission a
general right to intervene when it suspects that fundamental rights have been
infringed anywhere in the EU. This is not the case — the charter applies to Mem-
ber States when they implement EU law. Each EU country protects rights through
its own national constitution and courts. The charter does not replace these.
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Highlights of Court of Justice and General Court rulings on
fundamental rights, non-discrimination and citizenship of
the Union

» Neither the right of access to a tribunal nor the principle of equality of
arms, both enshrined in Article 47 of the Charter of Fundamental Rights
of the European Union, preclude the Commission from bringing an action
before a national court, on behalf of the European Union, for damages in
respect of loss sustained by the Union as a result of an agreement or
practice which has previously been found by a decision of the Commis-
sion to infringe Article 81 EC or Article 101 TFEU (2).

» Under Directive 2000/43/EC implementing the principle of equal treat-
ment between persons irrespective of racial or ethnic origin, Directive
2000/78/EC establishing a general framework for equal treatment in
employment and occupation and Directive 2006/54/EC on the implemen-
tation of the principle of equal opportunities and equal treatment of men
and women in matters of employment and occupation, a worker who has
a plausible claim that he meets the requirements listed in a job advertise-
ment and whose application was rejected is not entitled to have access to
information indicating whether the employer engaged another candidate
at the end of the recruitment process; however, a refusal to grant any
access to information may be one of the factors to take into account in
the context of establishing facts from which it may be presumed that
there has been direct or indirect discrimination (3).

» Under Directive 2000/78/EC establishing a general framework for equal
treatment in employment and occupation, the radical lowering of the re-
tirement age for Hungarian judges constitutes unjustified discrimination
on grounds of age. That measure is not proportionate to the objectives
pursued by the Hungarian legislature seeking to standardise the retire-
ment age for the public-service professions and to establish a more bal-
anced age structure in the area of the administration of justice (*).

» A national of a non-EU country who resides legally in the Member State
of origin of his daughter and his spouse, while they have moved to an-
other Member State, cannot rely on their EU citizenship in order to base
his right of residence either on Directive 2004/38/EC on the right of citi-
zens of the Union and their family members to move and reside freely
within the territory of the Member States or directly on the Treaty on the
Functioning of the European Union, where the refusal to grant such right
of residence is not liable to deny to the daughter and the spouse the
genuine enjoyment of the substance of the rights associated with their
status or to impede the exercise of their right to move and reside freely
within the territory of the Member States (°).
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Rule of law

The rule of law and independence of the judiciary are fundamental principles on
which the Union is based, which must be upheld by resolute vigilance and action
by the Commission. In respect of developments in Hungary and Romania, the
Commission has responded firmly to situations where the respect for the rule of
law and independence of the judiciary may have come under threat.

Following detailed exchanges with the Hungarian authorities regarding laws
adopted under Hungary’s new constitution, the Commission noted progress on a
number of issues, notably as regards Hungary’s central bank statute in which the
Hungarian government committed to take into account the Commission’s legal
concerns and to amend its national legislation. In two further cases, the legal
concerns of the Commission could not be remedied. The Commission, therefore,
decided to refer Hungary to the Court of Justice of the European Union for two
infringements concerning the independence of the data protection authority and
the retirement age of judges, prosecutors and public notaries.

Court of Justice of the European Union oversees legislation
on retirement of judges in Hungary

According to the Court of Justice of the European Union (°), the forced early
retirement of hundreds of judges and prosecutors in the course of 2012, as
well as the notaries in 2014 under a new Hungarian law, constitutes unjusti-
fied age discrimination in breach of Directive 2000/78/EC (7). On the basis of
its new Fundamental Law, Hungary had issued implementing legislation low-
ering the mandatory retirement age for judges, prosecutors and public no-
taries from 70 to 62 years within a very short transition period. In January
2012, the European Commission decided to launch infringement proceed-
ings and referred the case to the Court. Following a request from the Com-
mission and given the urgency of the matter, the Court dealt with this case
in an expedited procedure, issuing its judgment in November 2012, less than
5 months after the Commission’s application. The Hungarian authorities
have submitted to the Commission draft measures that were tabled in the
Hungarian parliament in December 2012 to implement the Court’s ruling.
These measures are under examination by the Commission. The Commission
will continue to monitor the situation very closely.

As far as Romania is concerned, the Commission reported in July 2012 on Ro-
mania’s progress under the cooperation and verification mechanism (CVM) (&).
The main focus of the report was to look at the steps taken since 2007 in terms
of laws and institutions, as well as the sustainability and irreversibility of the
reforms put in place. However, as the report was issued at a time when important
questions were raised with regard to the rule of law and the independence of the
judiciary in Romania, it included specific recommendations to restore respect for
these fundamental principles. The Commission will continue to monitor progress
closely and will report early in 2013 on the reform process.
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Dismantling obstacles for citizens — Preparing for the
European Year of Citizens 2013

The year in review saw work continue to implement the commitments entered
into by the Commission in its October 2010 citizenship report. Almost all of the
25 measures have been implemented in full or are at an advanced state of
preparation (°). For example, European action has included:

» strengthening the rights of around 75 million crime victims a year across the
EU;

» slashing red tape for 3.5 million people registering a car in another EU country
each year, with savings of €1.5 billion;

» banning extra credit card charges and pre-ticked boxes for online shoppers;

» reinforcing fair trial rights for all EU citizens, applying to around 8 million
proceedings a year,

» clarifying property rights for Europe’s 16 million international couples.

IT’S ABOUT EUROPE

IT’S ABOUT YOU

In the context of producing the second citizenship report in 2013, the Commission
launched the biggest ever EU public consultation on citizens’ rights. The con-
sultation lasted 4 months, during which time the public were asked about the
obstacles they faced in exercising their rights as EU citizens, be it when travelling
in Europe, when voting or standing as a candidate in elections or when shopping
online, to name but a few examples. The results are being evaluated and it is
planned to launch the second report in May as a key feature of the European Year
of Citizens 2013.
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Data protection

At the beginning of the year, the Commission proposed a comprehensive reform
of the EU’s outdated data protection rules to strengthen online privacy rights. A
single legal framework will do away with the current fragmentation between
Member States and costly administrative burdens in this area, leading to savings
for businesses of around €2.3 billion a year. The initiative will also help reinforce
consumer confidence in online services, providing a much-needed boost to
growth, jobs and innovation in Europe, and clarify the conditions for the use of
data, for example for research and medical purposes.

The new rules are designed to ensure that clear and understandable information
is given when personal data are processed. Whenever consent is required, it will
have to be given explicitly before a company can process personal data. The draft
rules strengthen individuals’ right to be forgotten — this means that if a person
no longer wants their data to be processed, and there is no legitimate reason for
a company to keep them, the data shall be deleted. The proposals seek to guar-
antee free and easy access to individuals’ personal data, making it easier for in-
dividuals to see what personal information is held about them by companies and
public authorities. Moreover, it should make it easier for individuals to transfer
personal data between service providers — the so-called principle of ‘data port-
ability’. Independent national data protection authorities will be strengthened so
they can better enforce the EU rules at home. They will be empowered to fine
companies that violate EU data protection rules with penalties of up to €1 million
or up to 2 % of the global annual turnover of a company. EU data protection rules
must also apply when personal data are handled abroad by companies that are
active on the EU market and offer their services to EU citizens.

Significant other safeguards and innovations are contained in the proposals.

The Commission’s proposals update and modernise the principles enshrined in
the 1995 data protection directive to guarantee privacy rights in the future. They
include a policy communication setting out the Commission’s objectives and two
legislative proposals: a regulation setting out a general EU framework for data
protection and a directive on protecting personal data processed for the purposes
of prevention, detection, investigation or prosecution of criminal offences and
related judicial activities (°).

Freedom of movement for workers within the Union

The new EU social security coordination rules introduced in 2010 were extended
in April 2012 to Switzerland (*!) and in June to three EEA-EFTA countries: Iceland,
Liechtenstein and Norway (*2). Also in June, new improved and simplified rules (*3)
for aircrew and cross-border self-employed workers were introduced with the
entry into force of the new regulation, which amends existing social security co-
ordination regulations. As a result, air hostesses, stewards and pilots are due to
pay social security contributions and are eligible to receive benefits in the country
where they start and end their shifts, in other words their ‘home base’, instead of
in the country where their airline is based. For self-employed frontier workers, the
new rules ensure that in cases in which the country of residence has no unem-
ployment benefit scheme for self-employed people, the country of last activity
will pay the unemployment benefit. This way, the person concerned will receive a
return on contributions paid.
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While the rights on free movement of EU workers are strong and have existed for
over 40 years, a number of indicators show that discrimination on the ground of
nationality continues to take place and there is therefore a gap between the de
Jjure and de facto rights of EU citizens. An evaluation of EU law on free movement
of workers and an impact assessment exercise demonstrated that a legislative
proposal would improve legal certainty, as it would allow for explicit protection
from, and awareness in respect of, nationality-based discrimination.

Member States’ tax provisions can lead to discrimination against cross-border
workers. During 2012, the Commission carried out a thorough assessment of
national direct taxes to determine whether they create unfair disadvantages for
workers that live in one Member State and work in another. Where discrimination
or breaches of the EU’s fundamental freedoms are found, the Commission will
flag them to the national authorities and insist that the necessary amendments
are made.

Case-law

Freedom of movement for workers: The Court of Justice considered that EU
law does not prevent a Member State from granting family benefits to post-
ed or seasonal workers in respect of whom it is not, in principle, the compe-
tent Member State (*4). The Court also ruled that eligibility for study financing
is a social advantage in the context of the free movement of workers and
cannot be conditional on residence requirements. Therefore, the dependent
family members of migrant workers are automatically eligible for funding to
study abroad even if they do not reside in the country of the workers’ em-
ployment (%°).

Posting of workers

To make the EU single market work better for workers and for businesses, the
Commission proposed in March 2012 new rules to increase the protection of
workers temporarily posted abroad. Worker protection and fair competition are
the two sides of the EU single market’s coin, yet findings suggest that minimum
employment and working conditions are often not respected for the 1 million or
so posted workers in the EU. To address the specific issues of abuse where work-
ers do not enjoy their full rights in terms of, for example, pay or holidays, espe-
cially in the construction sector, the Commission has put forward concrete, practi-
cal proposals as part of an enforcement directive. This would increase monitoring
and compliance and improve the way existing rules on posted workers are applied
in practice.

To send a strong message that workers’ rights and their right to strike are on an
equal footing with the freedom to provide services, the Commission has also put
forward a new directive ('¢) that takes on board existing case-law. This is espe-
cially relevant in the context of cross-border services provision like the posting of
workers. However, noting this proposal was unlikely to gather the necessary pol-
itical support, in particular within the European Parliament and the Council, the
Commission withdrew the proposal to enable its adoption.
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European Year for Active Ageing and Solidarity between
Generations 2012

The 2012 European Year for Active Ageing and Solidarity between Generations
was officially opened during a conference held in January in Copenhagen, Den-
mark, hosted by the Danish Presidency of the Council of the European Union. As
part of the Year, the Commission launched the European Year 2012 Awards in
order to celebrate organisations and individuals that promote active ageing
through their activities. There were six categories: workplaces for all ages; to-
wards age-friendly environments; social entrepreneurs; reporting on ageing and
relations between generations; life story challenge; and a generations@®school
competition. The award ceremony took place in November with winners from four
Member States (Denmark, Estonia, France and Finland).

European political parties and European political foundations

The Commission has adopted a legislative proposal (*”) to strengthen the ability
of European political parties to form a truly European public sphere and express
the will of EU citizens, by increasing their visibility, recognition, effectiveness,
transparency and accountability.

The proposal provides European-level legal status for European political parties
and their affiliated foundations. Most are currently registered as Belgian non-
profit making associations, or ‘asbl’.

In order to be recognised as a European political party or a European political
foundation, such organisations will have to meet high standards on internal de-
mocracy, governance, accountability, transparency and respect for the values on
which the Union is founded. All aspects of party funding will be subject to a
comprehensive set of rules, including strict reporting and control requirements.
Moreover, a regime of administrative sanctions will be introduced in case of in-
fringements.
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The citizens’ initiative

January 2012 saw the official launch of the European citizens’ initiative (38), in-
troduced as a result of the Lisbon Treaty. A European citizens’ initiative is an in-
vitation to the European Commission to propose legislation on matters in which
the EU has competence to legislate. A citizens’ initiative has to be backed by at
least 1 million EU citizens, coming from at least seven out of the 27 Member
States. Persons interested in launching an initiative can now use software devel-
oped by the Commission with the support of the programme for interoperability
solutions for European public administrations (ISA) to collect the required signa-
tures online. The European citizens’ initiative is a new and powerful tool for Euro-
pean citizens to make their voice heard .

The Access City Award 2013

This award was given to the city of Berlin, Germany, in recognition of its
comprehensive and strategic approach to creating an accessible city for all.
The award is organised by the Commission together with the European Dis-
ability Forum. The prize aims to encourage cities to share their experience
and to improve accessibility for the benefit of all. Berlin was selected for its
strategic and inclusive disability policy, which has invested heavily in turning
the formerly divided city into an accessible, barrier-free environment. The
city’s transport system and investment in accessibility for disabled people in
reconstruction projects were highlighted. Berlin’s comprehensive approach to
accessibility is fully embedded in the city’s policies and broadly supported by
its authorities.

Viviane Reding, European
Commission Vice-President
responsible for Justice,
Fundamental Rights and
Citizenship, with
representatives of Berlin,
Germany, the laureate city
of the 2013 Access City
Award.



A STRONGER FOCUS ON EU CITIZENS

Justice

One of the key objectives of the European Union is to offer its citizens an area of
freedom, security and justice without internal borders. To achieve this, it is neces-
sary to ensure that the different national judicial systems of all EU Member
States work effectively together and do not create obstacles to EU citizens
whenever they are seeking access to justice. The Commission, together with the
co-legislators, continued in 2012 to find solutions to some of these obstacles in
line with the Stockholm programme for 2010-14. Some of the main measures
are described below.

Judicial cooperation in civil and commercial
matters

EU rules to ease cross-border successions are now law

New European Union rules to reduce legal headaches when a family member
with property in another EU country passes away became EU law in July. The new
regulation (*°) on cross-border successions will make it easier for European citi-
zens to handle the legal side of an international will or succession. The rules will
bring legal certainty to the estimated 450 000 European families dealing with an
international succession each year. Member States have 3 years to align their
national laws so that the new EU rules become effective. The new law makes it
much simpler to settle international successions by providing a single criterion for
determining both the jurisdiction and the law applicable in cross-border cases:
the deceased’s habitual place of residence. It also permits citizens to plan their
succession in advance in full legal certainty. The law also provides for a European
certificate of succession, which will allow people to prove that they are heirs or
administrators of a succession without further formalities throughout the EU.
This will represent a considerable improvement from the current situation in
which citizens have great difficulty exercising their rights. The result will be
faster and cheaper procedures, saving people time and money in legal fees.

Criminal justice

Letter of Rights is now law

An EU-wide right to information upon arrest (°!) became law in June. The new law,
when in effect, will ensure that anyone arrested or subject to a European Arrest
Warrant in any Member State is given a Letter of Rights listing their basic rights
during criminal proceedings. EU Member States have 2 years to introduce the
new rules in their national legal systems.
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E-Justice portal: The European e-Justice Portal is
conceived as a future electronic one stop shop in the area
of justice. As a first step it strives to make citizens’ lives
easier by providing information on justice systems and
improving access to justice throughout the EU, in 22

languages (*°).
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In October, the Regional Court of Antwerp won this prize
for innovative court practices. The prize was awarded in
Vilnius, marking the European Day of Civil Justice, in the
presence of the Minister of Justice of Lithuania, Remigijus
Simasius. The jury examined 38 applications from 18
European states.
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Putting victims first: new rules on victims’ rights to become
law

A new law to improve rights for an estimated 75 million crime victims across the
European Union became law in November. The new directive on standards for
victims sets out minimum rights for victims, wherever they are in the EU. Member
States have 3 years to implement the provisions within their national laws. The
directive will ensure that, in all 27 Member States: victims are treated with re-
spect and police, prosecutors and judges are trained properly to deal with them;
victims get information on their rights and their case in a way they understand;
victim support exists; victims can participate in proceedings if they wish and are
helped to attend trial; vulnerable victims — such as children, victims of rape or
those with disabilities — are identified and are properly protected; and victims
are protected while police carry out investigations and during court proceedings.

Expert group on EU criminal policy

In June, Viviane Reding, European Commission Vice-President responsible for
Justice, Fundamental Rights and Citizenship, presided at the inaugural meet-
ing of the expert group on EU criminal policy. Twenty high-level legal experts,
academics and practitioners will meet twice a year to discuss and advise the
European Commission on key questions of EU criminal law. The expert group
includes judges, prosecutors and defence lawyers from 13 different Member
States representing the major legal traditions of the EU and will contribute
to improving the quality of EU legislation in the field of criminal law, in the
light of the new rules of the Lisbon Treaty and the Charter of Fundamental
Rights.

Case-law

Under Framework Decision 2002/584/JHA on the European Arrest Warrant
and the surrender procedures between Member States and under Article 18
TFEU, a Member State cannot restrict solely to its own nationals the non-
execution of a European Arrest Warrant with a view to enforcing in its terri-
tory a custodial sentence imposed in another Member State; the prohibition
on discrimination on the grounds of nationality precludes a Member State’s
legislation from providing that other Member States’ nationals who are stay-
ing or resident in the first Member State are automatically and absolutely
prevented from serving their sentence in that Member State (?2).

EU drugs strategy

In September, the Commission tabled two proposals (**) to tighten EU controls of
methamphetamine and heroin precursors. Drug precursors are legal chemicals
contained in a wide range of products, including pharmaceuticals, perfumes and
plastics, but which can also be illegally diverted to produce narcotics. The pro-
posed legislation seeks to close loopholes in current legislation on drug precur-
sors that could be exploited by illegal drug producers. In doing so, the proposed
new rules can contribute to early-stage prevention of illicit drug manufacturing,
which is an important pillar of the EU’s drug strategy.
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Home affairs

One of the key objectives of the European Union is to offer its citizens an area of
freedom, security and justice without internal borders. To achieve this, the Com-
mission, together with the co-legislators, continued in 2012 to work in line with
the Stockholm programme 2010-14. Some of the main measures are described
below.

Migration

In June, the Commission published its third annual report on immigration and
asylum, providing a forward-looking analysis based on developments in 2011,
along with a Eurobarometer (?*) on European citizens’ attitudes towards cross-
border mobility, migration and security.

Legal migration and integration

In February and May, the Commission acted against Member States (**) that had
still not transposed into national law the EU blue card directive (2®), which puts in
place common and efficient rules that allow highly skilled people from outside
Europe to come and work in European Union labour markets, filling gaps that
cannot be filled by EU nationals. This EU law should have been implemented by
mid-June 2011.

In June, the Migration Policy Centre (MPC) officially opened in Florence, Italy.
Founded with EU support, the MPC conducts research on global migration issues
relevant to European policies.

In October, the eighth meeting of the European Integration Forum was held and
focused on the contribution of migrants to economic growth in the EU.

Following the publication of a Green Paper in November 2011, the Commission
launched a public debate on family reunification (Directive 2003/86/EC) (¥’) last-
ing until March 2012 and revealing that an overwhelming majority of the stake-
holders do not wish for changes in the directive, but a better implementation and
guidelines by the Commission.

A number of reviews took place, including a report on the development of the
European Migration Network taking stock of the progress made and considering
how it should evolve beyond 2013. In September, the Commission adopted a
mid-term report on the implementation of the action plan on unaccompanied
minors (2010-14), giving an overview of the progress made and identifying the
areas which require more attention and targeted action over the next 2 years.
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Case-law

In May, the Court of Justice delivered two significant judgments concerning
non-EU nationals who are long-term residents in the EU (under Directive
2003/109/EQ).

Firstly, in a case concerning housing benefits of an Albanian national living in
Italy, the Court stated that EU law precludes a national or regional law which
provides for different treatment for non-EU nationals and nationals of the EU
Member State in which they reside, in so far as the housing benefit falls
within the fields covered by the principle of equal treatment provided for
under the directive concerning long-term residents and constitutes a core
benefit (%8).

Secondly, in a case examining resident permit fees in the Netherlands, the
Court held that a Member State cannot impose excessive and disproportion-
ate charges for the grant of residence permits to non-EU nationals who are
long-term residents and to members of their families (%°).

Irregular migration

In February, April, May and June, the Commission decided to advance infringe-
ment proceedings against Member States (*°) that were still failing to transpose
EU rules on sanctions and measures against employers who exploit irregular
migrants. The employer sanctions directive targets employers who take advan-
tage of irregular migrants’ precarious position and employ them for what are
usually low-paid jobs with poor working conditions. It should have been imple-
mented by mid-July 2011.

In June, the Commission and Turkey initialled a readmission agreement, which
reflects their shared interest in more effective migration and border manage-
ment. The agreed text sets out clear obligations and procedures for the respective
authorities in order to swiftly return persons (including non-EU nationals) who are
irregularly residing on their territories, in full respect of international law and
fundamental rights. Once in force, the agreement will also further enhance EU-
Turkey dialogue and cooperation in the field of home affairs policy and enable
both sides to make progress in the perspective of visa liberalisation.
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This agreement is similar to readmission agreements already concluded by the
EU with other non-EU countries, which are constantly monitored, particularly
through the regular meetings of the joint readmission committees. In 2012, the
Commission held such meetings with Georgia, Moldova, Pakistan, Russia and
Ukraine. Furthermore, a readmission agreement between Cape Verde and the EU
has been initialled and is now undergoing ratification.

EU external migration policy

Progress was made in 2012 on the global approach to migration and mobility
(GAMM), with Council conclusions adopted in May. GAMM provides the overarch-
ing framework for the EU’s external migration policy. It gives structure to how the
EU wants to organise its dialogue and cooperation with non-EU countries in the
area of migration and asylum. The GAMM framework captures all migration-
related policies that are relevant in connection with non-EU countries (e.g. better
organisation of legal migration/fostering well-managed mobility; preventing and
combating irregular migration/eradicating trafficking in human beings; maximis-
ing the development impact of migration and mobility; promoting international
protection; and enhancing the external dimension of asylum). GAMM is well
aligned with EU foreign policy and development policy. It is linked to internal
policies, the Europe 2020 strategy and employment and education policies. And
it is jointly implemented by the Commission, the European External Action Service
(EEAS) and Member States, allowing the EU to speak with one voice, in this field,
in line with the Treaty of Lisbon.

The thematic programme ‘Cooperation with third countries in the areas of migra-
tion and asylum’ (€384 million for the period 2007-13) is a centrepiece in sup-
port of the external dimension of migration and asylum policies.

External borders

Schengen

In May, the Commission adopted the first of a series of biannual overviews on the
functioning of the Schengen area. Over 400 million Europeans enjoy travel with-
out controls at borders within this area. With more than 1.25 billion journeys
being made every year across internal borders, vigilance is needed to defend the
right of free movement. The report provides the basis for debate in the European
Parliament and in the Council and contributes to the strengthening of political
guidance and cooperation between the 26 countries that are part of the Schen-
gen area (all the EU Member States except Bulgaria, Ireland, Cyprus, Romania and
the United Kingdom and the non-EU countries Iceland, Liechtenstein, Norway and
Switzerland).

The second biannual report on the functioning of Schengen, presented in Novem-
ber, focused on the situation at the external borders and within the Schengen
area itself, the application of the Schengen acquis and the use of specific flanking
measures — the Schengen Information System (SIS) and the Visa Information
System (VIS).

As far as the accession of Bulgaria and Romania to the Schengen area is con-
cerned, the Council was not in a position to take a decision, although the Schengen
evaluations had been finalised in 2011.
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EURO 2012 football cup

In June, as teams were preparing to go out on the pitch, the Commission was
working with the Polish authorities to ensure a safe EURO 2012 football
championship. In a bid to enhance public protection, the Commission pro-
vided technical support and guidance to the Polish police and border guards
in training and developing the methodology for the use of mobile chemical
and biodetection equipment to scan for explosives and weaponry at Polish
stadiums and airports. It was the first time that mobile detection equipment
for explosives, chemical and biological threats was deployed in the EU during
such a high-profile public event. The Commission is expected to launch more
practical trials of detection equipment in other areas of public security in
2013.

In June and July, Frontex coordinated a joint operation in support of Polish
and Ukrainian border guards. Over 100 officers from 23 EU Member States
were deployed on the Polish-Ukrainian border to assist with border checks
and border surveillance. At the same time border guards from several Mem-
ber States and non-EU countries were working in key airports in Poland and
Ukraine.

Visas

The Commission launched talks on visa-free travel with Kosovo in January and in
February it published the second progress reports on the implementation by
Moldova and Ukraine of their respective action plans on visa liberalisation. In
June, visa liberalisation talks started with Georgia. The aim of the process is to
eventually lift the visa obligation for citizens of these countries once they have
implemented substantial reforms in several key areas including the security of
travel documents, border, migration and asylum management and the fight
against organised crime and corruption. In November, the Commission proposed
that citizens from 16 Caribbean and Pacific island nations should soon be able to
travel to the Schengen area without needing a visa.

The Visa Information
System (VIS) connects
consulates in non-EU
countries and all external
border crossing points of
Schengen states with a
central database, allowing
the use of biometrics.
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Under the EU-Russia visa dialogue, the process of implementing the ‘common
steps towards visa-free short-term travel of Russian and EU citizens’ was
launched after the document itself was adopted by the December 2011 EU-Rus-
sia Summit.

In February and March respectively, the Commission started negotiations on visa
facilitation agreements with Armenia (initialed in October) and Azerbaijan and in
October it signed a visa facilitation agreement with Cape Verde. In June, the
Commission signed an amended visa facilitation agreement with Moldova and in
July with Ukraine, further facilitating people-to-people contacts and making it
easier for Moldovan and Ukrainian citizens who want to travel to the EU. The
amendments provide, among other things, for the extension of certain facilita-
tions to additional categories of Moldovan and Ukrainian visa applicants, such as
representatives of civil society organisations or young persons who participate in
events organised by non-profit organisations, as well as for the improvement of
existing facilitations for categories of applicants like journalists.

In November, the Commission outlined ways to make sure that the visa rules help
the EU to remain an attractive destination, in particular for those countries pre-
senting a high tourist-generating potential. Facilitating the travel of non-EU
nationals to the EU has a considerable impact on the economy as a whole. Ac-
counting for 18.8 million jobs in 2011, tourism has become one of the biggest
generators of employment in the European Union, with foreign visitors spending
over €330 billion. According to recent estimates these figures are likely to in-
crease to 20.4 million jobs and €430 billion in 2022.

In November, the Commission also adopted the seventh (and final) visa reciprocity
report (*!) on certain non-EU countries’ maintenance of visa requirements in
breach of the principle of reciprocity.

IT agency

A new agency for managing large-scale EU information systems held its in-
augural management board meeting in March in Tallinn, Estonia, and took up
its responsibilities as of December 2012. Its main task will be to ensure that
the Visa Information System (VIS) and Eurodac system operate 24 hours a
day, 7 days a week. The agency will also manage the second generation of
the Schengen Information System (SIS I1), which will bring added value to the
security and free movement of persons within the Schengen area. SIS Il will
become operational in the first quarter of 2013.
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Anti-fraud actions led by
OLAF partners in Lithuania:
during the check of a
locomotive which had
arrived from Belarus, a
cache of cigarettes was
found in the engine
compartment.
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Fight against counterfeiting at the EU’s borders

EU customs play a crucial role in stopping products which violate intellectual
property rights from entering the EU. In a knowledge-based economy, competi-
tiveness depends on the capacity to protect innovation and creativity. To achieve
this, an active policy against counterfeit and pirated goods is essential. Last year,
customs seized 115 million such articles, thereby protecting legitimate EU busi-
nesses. This corresponds to an increase of 15 % compared to 103 million in
2010. The value of the intercepted goods represented nearly €1.3 billion com-
pared to €1.1 billion in 2010. The top categories of articles stopped by customs
were medicines (24 %), packaging material (21 %) and cigarettes (18 9%). Prod-
ucts for daily use and products that could be potentially dangerous to the health
and safety of consumers accounted for a total of 28.6 9% of the detained articles,
compared to 14.5 % in 2010.

The discussions in the Parliament and in the Council on the Commission’s 2011
proposal (*2) for a new regulation on customs enforcement of intellectual prop-
erty rights (IPR) continued in 2012, in particular to clarify the role of customs as
regards generic medicines in transit. The negotiations were concluded at the end
of 2012, allowing for the Parliament and the Council to formally adopt the regu-
lation in early 2013. The Council also adopted in December a new action plan to
combat IPR infringements for 2013-17. Particular focus is put on the increased
trend for small parcels related to Internet purchases and strengthening cooper—
ation with the European Observatory on Infringements of Intellectual Property
Rights and law enforcement authorities on IPR infringements.

Common European asylum system

The European Council set the objective of completing the common European
asylum system (CEAS) by 2012. The first element of the package, the revised
qualification directive (>®), was adopted in November 2011.

In March, the EU adopted the ‘Joint EU resettlement programme’ (*%). Refugee
resettlement is not only a life-saving measure but also an important solidarity
gesture on the part of receiving EU countries towards non-EU countries hosting
large numbers of refugees. The resettlement programme will specify a broader
list of refugees whose resettlement will qualify for EU funding. There will also be
EU resettlement priorities, specifying the nationalities of refugees and the coun-
tries from which resettlement should take place as a priority and for whom EU
funding is available. The programme will also offer additional financial incentives
for the countries that start to engage in resettlement activities.
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In July, political agreement was reached on the revised reception conditions
directive, which further harmonises the Union’s rules to ensure that there are
humane material reception conditions for asylum seekers across the EU. For the
first time in an EU instrument, detailed rules have been adopted on the detention
of asylum seekers, including a restrictive list of grounds on which such detention
may be ordered.

In November, political agreement was reached on the Dublin regulation, which
determines the Member State responsible for an asylum claim. This regulation
will also allow early detection of problems in the national asylum or reception
systems, address their root causes before they develop into fully fledged crises
and provide additional guarantees for the protection of asylum applicants.

Negotiations were in the final phase on the two outstanding instruments: the
asylum procedures directive and the Eurodac requlation.

Terrorism and organised crime

Trafficking in human beings

In June, the Commission adopted the EU’s strategy (*°) towards the eradication of
trafficking in human beings (2012-16), a set of concrete and practical measures
to be implemented over the next 5 years. According to preliminary data included
in the strategy, most of the victims in the EU are used for sexual exploitation
(76 % in 2010). Others are forced into labour (14 % in 2010), begging (3 %) and
domestic servitude (1 %). Regarding gender, the same data show that women
and girls are the main victims; female victims accounted for 79 9% (12 % girls)
and men for 21 9% (3 % boys) in 2008-10. The number of victims of forced labour,
including forced sexual exploitation, is estimated at 20.9 million worldwide (in the
developed economies it is around 1.5 million forced labourers). The strategy
identifies as priority areas prevention, protection and support of the victims, and
prosecution of the traffickers. It is victim centred and gender sensitive, and envis-
ages the establishment of multidisciplinary law enforcement units, joint investi-
gation teams, a European business coalition against trafficking in human beings,
an EU civil society platform and child protection systems, as well as addressing
demand, gender and human rights aspects of the phenomenon. The strategy will
support and complement the implementation of EU legislation on trafficking
(Directive 2011/36/EU) — for which the deadline for transposition is April 2013.

Fight against child sexual abuse online

In December, the EU and the US launched a global alliance against child sexual
abuse online. Ministers from 48 countries participating in this initiative commit-
ted to take specific action at national level to enhance efforts to identify and
support child victims, investigate cases and prosecute offenders, increase aware-
ness of the risks of child sexual abuse online and reduce the availability of child
pornography.
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Cecilia Malmstrém,

Commissioner for Home
Affairs, gives a press
conference on the fight
against cybercrime.

GENERAL REPORT 2012 — CHAPTER 4

Confiscation of criminal assets

In March, the Commission proposed new rules for more effective and widespread
confiscation of funds and other property acquired through crime. New rules will
enhance the ability of Member States to confiscate assets that have been trans-
ferred to third parties, make it easier to confiscate criminal assets even when the
suspect has fled and ensure that competent authorities can temporarily freeze
assets that risk disappearing if no action is taken. The proposal is part of a series
of measures that seek to protect the legal economy from criminal infiltration,
linked to the Europe 2020 strategy and growth agenda. These include the EU
anti-corruption package and the Commission anti-fraud strategy.

European Cybercrime Centre

In March, the Commission proposed the establishment of a European Cybercrime
Centre to help protect European citizens and businesses against mounting cyber
threats. It is estimated that, worldwide, more than 1 million people become vic-
tims of cybercrime every day and that its cost could reach some €300 billion a
year. The Centre will be launched as from January 2013 within Europol, the Euro-
pean Police Office, in The Hague (Netherlands) and focus on illegal online activ-
ities carried out by organised crime groups, particularly those generating large
criminal profits, such as online fraud involving credit cards and bank credentials.

Examples of police cooperation

In January, an international organised crime network, responsible for the
large-scale production and trafficking of synthetic drugs, was broken up in
Operation Fire, following extensive investigation by Europol and several
other European law enforcement authorities. Some 30 kg of amphetamine
was seized and three suspects arrested in Sweden, as well as two suspects
in Germany and one in the Netherlands. In addition, cooperation with the
Bulgarian authorities led to the arrest of three members of the organised
crime network and the dismantling of three illegal synthetic drug production
facilities. The Bulgarian authorities seized approximately 75 litres of am-
phetamine base (enough to produce around 120 kg of pure amphetamine),
15 kg of amphetamine substance and over 1 400 litres of various chemicals
for producing synthetic drugs. Equipment, including 2 tableting machines,
together with five firearms, 150 rounds of ammunition and 6.4 kg of trinitro-
toluene (TNT), was also seized.

In June, an international organised crime group responsible for payment card
fraud and illegal online purchases was successfully disrupted by the police
during a raid in Romania, with the support of Europol and Eurojust. The raid
resulted in 10 arrests. Evidence seized included cash, computers, mobile
phones, other electronic devices and luxury cars. The suspects were believed
to have been committing fraud for years in several EU countries.
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Passenger name records agreement with the US

In April, the Parliament gave its consent to the new passenger name record (PNR)
agreement with the US. Under the agreement, which entered into force on 1 July,
data of passengers travelling to the US will be used to fight serious transna-
tional crime and terrorism. This provides stronger protection of EU citizens’ right
to privacy and more legal certainty for air carriers and fully meets the security
needs of the US and the EU.

Firearms

New EU legislation was adopted in spring 2012 to fight illegal arms trafficking to
and from the EU more effectively. It establishes requirements for exports, imports
and transit licensing, and makes it easier to track weapons. This paves the way
for the final ratification of the UN Firearms Protocol by the European Union.

Explosives precursors

In December, the EU adopted new rules on the marketing and use of explosives
precursors to address the problem of the misuse of certain chemicals for the il-
licit manufacture of explosives which can be used, for example, to carry out ter-
rorist attacks. The new rules generally prohibit members of the general public
from acquiring, possessing or using specific chemical substances above certain
concentration levels.

Fight against corruption

Corruption remains a major problem in the EU and levels are thought to have
risen over the last 3 years, according to the Eurobarometer survey (*¢) published
by the Commission in February. The data showed that almost three quarters of
Europeans continue to see corruption as a major problem and think that it exists
at all levels of government. Some 8 % of respondents said that they have been
asked or expected to pay a bribe in the past year. The first EU anti-corruption
report, which will give a clear account of the state of play of anti-corruption ef-
forts in all Member States, is under preparation and scheduled for publication
next year.
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Easing citizens’ everyday concerns

Education and culture

On 10 and 11 May, in public deliberation, the EU education and culture ministers
discussed for the first time the Commission proposals for the ‘Creative Europe’ (*”)
and ‘Erasmus for all’ (*8) programmes for the period 2014-20.

Erasmus 25th anniversary

Twenty-five years after its launch, Erasmus has become the best-known EU
programme and the most successful student exchange scheme in the world.
With its focus on languages, adaptability, intercultural awareness and lead-
ership, Erasmus provides young people with vital skills to boost their employ-
ability and personal development. Since it began in 1987, the programme
has provided more than 2.5 million European students with the opportunity
to go abroad to study at a higher education institution or for a job placement
in @ company. On current trends, the European Union will reach its target of
supporting 3 million Erasmus students by 2013.

Culture and MEDIA
European prizes and European capitals of culture

Guimardes (Portugal) and Maribor (Slovenia) were the two European Cap-
itals of Culture in 2012. The Council also formally designated Donostia-
San Sebastian (Spain) and Wroctaw (Poland) as European Capitals of Culture
for 2016. The Commission also proposed countries to host European Capi-
tals of Culture after 2019.

Erasmus programme

— 25th anniversary. Twenty-eight projects won the 2012 European Union Prize for Cultural
Heritage/Europa Nostra Awards

The awards were presented on 1 June during a ceremony at the Jerénimos
Monastery in Lisbon. Out of the 28 winning projects, six were named as
‘Grand prix’ laureates at the ceremony as 2012’s most outstanding heritage
achievements, namely the Averof Building — School of Architecture in Ath-
ens (Greece), the Number 2 Blast Furnace, Sagunto (Spain), the Poundstock
Gildhouse, Bude, Cornwall (United Kingdom), a study on the Augustus bo-
tanical code of Ara Pacis, Rome (Italy), the dedicated service to heritage of
Paraschiva Kovacs, Satu Mare, Harghita County (Romania) and an educa-
tional programme for a heritage site developed by the Norwegian Heritage
Foundation, Vaga (Norway).
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The winners of the 2012 European Union Prize for Literature

This prize recognises the best new or emerging authors in the EU. The win-
ners were announced at the Frankfurt Book Fair on 9 October and are: Anna
Kim (Austria), Lada Zigo (Croatia), Laurence Plazenet (France), Viktor Horvath
(Hungary), Kevin Barry (Ireland), Emanuele Trevi (Italy), Giedra Radvilaviciate
(Lithuania), Gunstein Bakke (Norway), Piotr Pazinski (Poland), Afonso Cruz
(Portugal), Jana Berova (Slovakia) and Sara Mannheimer (Sweden). Each
winner received €5 000 and, more importantly, priority for funding from the
EU culture programme to get their book translated into other languages.

European Union Award for Contemporary Music/European Border Break-
ers Awards (EBBAs)

The winners of the 2012 edition were: Elektro Guzzi (Austria), Selah Sue
(Belgium), Agnes Obel (Denmark), Ben 'Oncle Soul (France), Boy (Germany),
James Vincent McMorrow (Ireland), Afrojack (Netherlands), Alexandra Stan
(Romania), Swedish House Mafia (Sweden) and Anna Calvi (United Kingdom).

The new EU MEDIA prize
The prize, awarded for the best project with box office potential submitted by

a screenwriter and a production company, went to the Iranian director Asghar
Farhadi in May during a ceremony at the Cannes Film Festival.
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NEW APP FOR THE HEALTH INSURANCE CARD

The European Health Insurance Card (EHIC) continues to
make it easier for people in 31 European countries to
access healthcare services during temporary visits
abroad. Currently approximately 192 million people have
an EHIC. To raise awareness of the card and how to use it,
the European Commission has developed an application
for smartphones which is a handy guide on how to use the
card in the 27 EU Member States, Iceland, Liechtenstein,
Norway and Switzerland. It includes general information
about the card, emergency phone numbers, treatments
that are covered and costs, how to claim reimbursement
and who to contact if you have lost your card. The
application is available in 24 languages, with the option to
switch from one language to another.
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Citizens’ health and their rights as consumers

Consumers’ rights and safety

The European consumer agenda (*°), the strategic vision for EU consumer policy
for the years to come, was adopted in May. It presents policy measures contribut-
ing to the achievement of the objectives of the EU’s growth strategy, Europe
2020. It builds on and complements other initiatives such as the EU citizenship
report, the Single Market Act, the digital agenda for Europe and the resources
efficiency roadmap. The agenda has four main objectives: reinforcing consumer
safety; enhancing knowledge; stepping up enforcement and securing redress; and
aligning consumer rights and policies to changes in society and in the economy.
It also presents a number of key actions to be implemented between now and
2014.

In 2012, the Member States and the Commission continued to share information
efficiently on dangerous products found across Europe through the rapid alert
system for non-food dangerous products called RAPEX. Cooperation with China
and the US has been further strengthened. A global recall portal extending the
RAPEX system beyond the EU became operational in October. It allows authorities
across the world to exchange information about unsafe products that have been
taken off the market. The project is developed jointly by the EU and OECD coun-
tries including Australia, Canada and the US.

In addition, the discussions in the European Parliament and the Council continued
on the Single Market Act | package of proposals on alternative and online dispute
resolution, leading to their adoption, and on the consumer programme 2014-20.

Citizens’ health

In December, the Commission presented an e-health action plan (“°) to address
barriers to the full use of digital solutions in Europe’s healthcare systems. The
goal is to improve healthcare for the benefit of patients, give patients more
control of their care and bring down costs. While patients and health profession-
als are enthusiastically using telehealth solutions and millions of Europeans have
downloaded smartphone apps to keep track of their health and wellbeing, digital
healthcare has yet to reap its great potential to improve healthcare and generate
efficiency savings.

In September, the Commission adopted proposals (*') to revise the European
medical device legislation which covers a wide range of medical items from
contact lenses to scanners. This sector plays a crucial role in the diagnosis, pre-
vention, monitoring and treatment of diseases. The main changes address
strengthening of the designation and monitoring of notified bodies, vigilance and
market surveillance, and better traceability of medical devices. The proposals aim
to ensure uniform assessment standards, in particular regarding the manufac-
turer’s clinical evaluation, and early information of competent authorities regard-
ing high-risk (especially innovative) devices before they arrive on the market.

The new Cosmetic Products Notification Portal (“2) became operational in Janu-
ary. It significantly increases consumer safety in the EU by allowing Member
States to perform their tasks of market surveillance in a more efficient way and
by providing all European poison centres with the information necessary for
prompt medical treatment in case of poisoning with cosmetic products.
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In July, the Commission adopted a proposal for a regulation (**) on clinical trials
on medicinal products for human use. Clinical trials, which consist of testing ex-
perimental medicines on humans, are crucial for developing new drugs and im-
proving existing treatments. The proposal aims to boost clinical research in Europe
by simplifying and streamlining the rules for conducting clinical trials while pro-
tecting the safety of patients.

All medicinal products in the EU are subject to a strict testing and assessment of
their quality, efficacy and safety before being authorised. Once on the market,
they continue to be subject to a continuous monitoring called pharmacovigilance.
Following recent events, in particular those related to the ‘Mediator case’, the
Commission carried out a screening of the current legislation and identified some
weaknesses in the EU pharmacovigilance system. Consequently the Commission
made new proposals to amend the pharmaceuticals legislation in order to
strengthen transparency and improve the monitoring and reporting of adverse
reactions to medicines. The relevant amendments to Regulation (EC)
No 726/2004 (**) and Directive 2001/83/EC (*°) were adopted on 25 October
2012.

In December, the Commission adopted a proposal to revise the tobacco products
directive (Directive 2001/37/EC). The revision aims at improving the functioning
of the internal market while ensuring a high level of health protection and im-
proving public health. The revision of the directive (*¢) addresses the following

main issues:

» regulation of nicotine-containing products such as electronic cigarettes, as
well as herbal cigarettes;

» labelling and packaging of tobacco products;

» additives such as flavourings used in tobacco products;

» Internet sales of tobacco products;

» tracking and tracing of these products.

Other health legislation adopted by the Commission during 2012 includes:

» a set of 14 new textual health warnings to appear on tobacco packages —
decision adopted in March;

» animplementing decision to facilitate EU cross-border exchange of information
about organs and their donors, adopted in October;

» an implementing directive laying down common rules on cross-border medical
prescriptions, adopted in December.

In addition, discussions in the European Parliament and the Council have contin-
ued on the proposals on serious cross-border health threats and on the health
programme 2014-20.
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The Commission’s Joint
Research Centre (JRC) has
developed a certified
reference material used to
support the monitoring of
chronic myelogenous
leukaemia.

HELPING CANCER PATIENTS

The Commission’s in-house science service, the Joint
Research Centre (JRC), developed a new reference
material to support the monitoring of chronic
myelogenous leukaemia (CML), a cancer of the white
blood cells which affects some 9 600 new EU patients
each year. The disease cannot currently be cured, but can
be kept under control. For optimal treatment, patients
need to be regularly monitored. JRC’s reference material
makes it possible to compare results from different
laboratories, and will therefore improve the treatment of
the patients.
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As from 1 July 2012, the EU organic logo is obligatory on
all pre-packaged organic food products produced in EU
Member States which meet the necessary standards.
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Food safety and quality

In the context of the Parliament’s report requesting the Commission to take
practical measures to halve food waste by 2025 and of the Europe 2020 resource
efficiency flagship and its subsequent roadmap, the Commission took a number
of practical steps to address the issue. Consultations with stakeholders, Member
States and experts took place on how to minimise food waste without comprom-
ising food safety and to define the most appropriate EU actions to complement
those carried out at national and local levels. The Commission also set up a
dedicated website ('), prepared a video clip and disseminated information such
as ‘10 tips to reduce food waste’ in all EU languages and information material on
‘best before’ and ‘use by’ dates.

The Commission adopted in May a first list of 222 permitted health claims, a
milestone in the implementation of the regulation on nutrition and health claims
made on food. The list (*8), which will be updated over time, is based on the advice
of the European Food Safety Authority and was supported by Member States, the
European Parliament and the Council. As from 14 December 2012, non-scientif-
ically backed claims such as ‘good for your heart’ or ‘reduces cholesterol’ will
have to be removed from the market.

The Food and Veterinary Office (FVO) (“°), the Commission’s inspectorate based in
Ireland, works to assure effective control systems and to evaluate compliance
with European standards inside and outside the Union. It carries out audits in
Member States and in non-member countries exporting to the EU with a view to
promoting high and uniform levels of health protection and to ensuring trade can
take place on a safe basis. In 2012, some 160 audits were carried out in Member
States and 80 in non-EU countries.

During the year efforts were stepped up with China to strengthen cooperation in
agriculture and quality food products and to improve cooperation in agriculture
and rural development; a roadmap towards mutual recognition of organic prod-
ucts was adopted.

As regards the protection of geographical indications (Gls), an agreement was
signed in June between the EU and Moldova. In November, a project aimed at
ensuring protection of 10 famous EU food names in China, the biggest consumer
market in the world, was finalised. ‘Grana Padano’, ‘Prosciutto di Parma’ and
‘White Stilton cheese’/'Blue Stilton cheese’ are some of 10 EU names that have
been protected as Gls in China as part of the so-called ‘10+10 project’. In turn,
the European Commission has registered 10 Chinese food names receiving pro-
tected status in the EU as Gls. These 10 Chinese names have been added to the
more than 1 000 names of agricultural products and foodstuffs which are pro-
tected in the EU (among them 13 non-EU Gls). Not only does the Gl system pro-
vide an important protection against imitations, but it is also recognised as a
useful marketing tool.

In December, the High Level Forum for a Better Functioning Food Supply Chain,
established in 2010, presented its report. It shows that around 80 % of the initia-
tives contained in the forum’s roadmap have been satisfactorily implemented.
The Commission will assess all possible options for tackling unfair trading prac-
tices in the food chain, including legislation, and will launch an impact assess-
ment.
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Animal welfare

The new EU animal welfare strategy 2012-15 (°°) adopted in January is designed
to further improve the protection and welfare of animals in the European Union.
Animals are of important value in our daily lives and make a significant contribu-
tion to the European economy. The new strategy envisages preparing, for 2014,
a comprehensive new legislative framework promoting a result-oriented ap-
proach, with a focus on providing information and educating all concerned parties,
as well as ensuring effective enforcement mechanisms.

Environment

In November, the Commission adopted a new environmental action programme
(EAP) to cover the period up to 2020. This seventh EAP takes a long-term view of
environment policy, reaffirming the 2050 vision included in the resource effi-
ciency roadmap adopted in 2011, whereby EU citizens can live in a safe and
healthy natural environment which is managed in ways that respect environmen-
tal limits and ensure ecological resilience. Actions are focused on nine priority
areas, including:

» protecting, conserving and enhancing natural capital to ensure the continued
provision of goods and services that nature provides, such as food, clean water
and air, climate change mitigation and adaptation;

» turning the EU into a resource-efficient, greener and more competitive low-
carbon economy to ensure economic progress is sustainable;

» safequarding EU citizens from environment-related pressures and from risks
to health and wellbeing to ensure that the environment in which they live and
work is conducive to a high quality of life.

In March, the Commission adopted a policy document on improving the imple-
mentation of environment law. It underlines the positive benefits of environment
law, showing how preventing damage to the environment can cost far less than
long-term remediation. Environment legislation can bring advantages to industry:
full implementation of EU waste legislation would generate an additional
400 000 jobs, for example, with net costs that are €72 billion less than the alter-
native scenario of non-implementation. The communication is intended to inten-
sify the dialogue with governments and all other stakeholders on better imple-
mentation of EU law by improving collection and sharing knowledge and by
promoting greater ownership by all of environmental objectives.
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May 2012: Green Week ‘The water challenge — Every drop
counts’

This year’s edition of Green Week was dedicated to water. Some 3 000 stake-
holders, NGOs, government representatives and EU officials gathered for 3
days to discuss water-related issues and search for solutions to key water
problems, like how to safeguard the availability of good-quality water
against a backdrop of rapid population growth and ever more apparent cli-
mate change. The week also featured the European Business Awards for the
Environment, which honoured companies combining innovation, competitive-
ness and outstanding environmental performance, and the third European
Water Conference, a high-level stakeholder event.

In October, the Commission proposed a recast of the environmental impact as-
sessment directive. Under EU law, any project that is likely to have a significant
effect on the environment has to be studied carefully before it is approved. This
helps minimise any negative impact on the environment, and avoids problems in
the longer term. But after more than two decades, the law in question needed to
be brought up to date. Under the revised proposal, the procedure for determining
whether a project should undergo an environmental assessment procedure will
be adjusted to ensure that only projects with significant environmental effects
are subject to an impact assessment. The rules for the EIA procedure will be
strengthened to ensure that they lead to better decisions and avoid or mitigate
environmental damage.

A report published in August on how Member States manage their municipal
waste showed large differences across the EU. The report graded the Mem-
ber States against 18 criteria, using green, orange and red flags in areas
such as total waste recycled, pricing of waste disposal and infringements of
European legislation. The resulting scoreboard was then used to help Mem-
ber States improve their waste management performance (°!).
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Climate action

In the road transport sector, the Commission put forward legislative proposals (°?)
to implement targets that will further considerably reduce carbon dioxide (CO,)
emissions from new cars and vans by 2020. The Commission also took action to
reduce greenhouse gas emissions from other sectors. A proposal to establish
common EU accounting rules for greenhouse gas emissions from, and their ab-
sorption by, the forest and agriculture sectors was presented by the Commission
in March (**) and agreed at first reading in December. In November, following a
review of current legislation, the Commission proposed measures to further re-
duce emissions of fluorinated industrial gases (F-gases), most of which are
powerful greenhouse gases. The proposal would cut F-gas emissions by two
thirds of today’s levels by 2030 (>4).

In October, the Commission proposed tougher rules on the sustainability of bio-
fuels (*°) to ensure that they provide substantial greenhouse gas savings com-
pared to petrol or diesel. The new rules will now also take into account emissions
due to indirect land-use change (ILUC). The proposal aims at shifting the use of
biofuels from food-based biofuels towards increased use of advanced feedstock,
like wastes, algae and straw. Furthermore, it will provide incentives for the pro-
duction of biofuels with low estimated indirect land-use change emissions. This
will ensure that the biofuels used in Europe do not cause significant increases in
food prices or deforestation.

Low-carbon energy

Under the NER300 programme, one of the world’s largest funding pro-
grammes for innovative low-carbon energy demonstration projects, the
Commission granted co-funding of over €1.2 billion in December for 23 in-
novative renewable energy demonstration projects in 16 Member States (°°).
This first round of funding was raised through the sale of 200 million EU
emissions trading system allowances. The funding is expected to leverage
€2 billion of private investment, thus helping ensure the EU’s place as the
frontrunner in low-carbon technologies. A second call for proposals will be
launched in 2013.

The aviation sector joined the EU emissions trading system (EU ETS) at the start
of the year, requiring airlines to hand over emission allowances to cover CO,
emissions from all domestic and international flights to and from airports in the
EU, Iceland, Liechtenstein and Norway. However, in November the Commission
proposed deferring application of the scheme to 2013 for flights to and from
countries outside this group as a goodwill gesture to allow more time for a
global agreement addressing aviation emissions to be reached within the Inter-
national Civil Aviation Organisation (ICAO) (°”). The legislation continues to apply
to all flights within and between the 30 European countries.
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Final preparations for implementation of the climate change aspects of the 2008
climate and energy package continued throughout the year. Under the so-called
‘effort sharing decision’, the Commission set out the exact tonnages of green-
house gases from sectors not covered by the EU ETS that each Member State
may emit per year from 2013 to 2020 (°8). The reform of the EU ETS taking effect
on 1 January 2013, the start of the system’s third trading period, was another
major focus of preparations. The Commission allowed the temporary free alloca-
tion of emission allowances to existing power stations in eight Member States
— Bulgaria, the Czech Republic, Estonia, Cyprus, Lithuania, Hungary, Poland and
Romania — in derogation of the general rule that power plants should buy all
their allowances at auction or on the secondary market (*°).

In a major step towards the first full intercontinental linking of emission trading
systems, the Commission and Australia agreed in August on a pathway for linking
the EU ETS and the Australian emissions trading scheme (5°). An interim link will
operate from 1 July 2015, enabling Australian businesses to use EU allowances
to help meet liabilities under the Australian scheme.

In view of the large surplus of allowances that has built up in the EU ETS due to
the economic crisis, the Commission took the initiative to postpone the auction of
900 million allowances from 2013-15 to 2019-20 to help rebalance supply and
demand. In its first report on the state of the European carbon market, the Com-
mission also set out six options for structural reform of the system (5') which
could provide a sustainable solution to the surplus in the longer term, and
launched a public consultation to gather stakeholders’ views.
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Transport

Infrastructure

In November, the Commission launched a major call for proposals in the transport
infrastructure programme (TEN-T) totalling €1.265 billion (52). This injection of
money into the European economy will directly boost growth and jobs, creating a
better connected European transport network. This call will also support a transi-
tion into the upcoming new framework of the TEN-T guidelines (53) and the
‘Connecting Europe facility’ (54).
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Road transport

In July, the Commission presented the new roadworthiness package (%°), with
proposals to strengthen vehicle checks in order to improve road safety. Technical
failure is still a contributing factor in 6 % of all serious car accidents and in 8 %
of all accidents involving motorbikes and scooters in the EU. The purpose of the
proposals is to increase and harmonise standards across the Union — to keep the
potentially dangerous cars off the roads.

Concerning interoperability of electronic road tolling systems, the European
Electronic Toll Service (EETS) will enable road users to easily pay tolls throughout
the whole European Union as a result of one subscription contract with one ser-
vice provider and one single on-board unit. However, the target date of October
2012 for having an operational EETS for heavy duty vehicles could not be met
due to delays in Member States. The Commission requested Member States to
accelerate the implementation of EETS and to fulfil as a matter of urgency their
obligations foreseen by the legislation. Deployment of EETS at regional level
could be a first step towards full European interoperability.

Railways

The Parliament and the Council reached agreement in June on the recast of the
existing rail market access legislation. The agreed legislative text entered into
force before the end of 2012 and will: (1) create a new financial architecture for
the rail sector, stimulating both public and private investments; (2) facilitate ac-
cess to the rail market with more transparent market conditions and stringent
rules for the provision of rail-related services; and (3) reinforce the competence,
independence and powers of national rail requlators.

Maritime transport

In December, the Commission proposed a substantial update (®¢) of the existing
legislation concerning marine equipment (¢7). This is an important instrument in
the field of maritime safety, as it lays down the safety requirements for items
such as lifeboats or fire extinguishers to be used on board ships flying the flag of
an EU Member State, in accordance with the applicable international standards.

On working conditions for seafarers, the Commission adopted in 2012 two legis-
lative proposals aimed at enforcing the Maritime Labour Convention, 2006, which
was partially integrated into EU law by Directive 2009/13/EC (%8). In particular,
one of the proposals provides for checks on all ships calling at EU ports — irre-
spective of their flag — against the social standards set out in the convention.
This will significantly contribute to enforcing decent working conditions worldwide
and to ensuring a global level playing field for shipping.
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Aviation

In September, the Commission presented a communication on future chal-
lenges for the EU’s aviation policy (%9), in which it proposed a more ambitious
external aviation policy to support the competitiveness and business opportuni-
ties of the European aviation sector in the global market. The future focus of
the proposed policy includes negotiating new aviation agreements with neigh-
bours and international partners, developing effective measures to strengthen
fair competition in open markets and reforming the ownership and control re-
strictions for airlines. Since its establishment in 2005, the EU external aviation
policy has brought nearly 1 000 bilateral air services agreements into conform-
ity with EU law, developed a wider common aviation area with several EU
neighbouring countries and negotiated comprehensive air transport agreements
with a number of key partners.

A new regulation was proposed on occurrence reporting in civil aviation in De-
cember (7°). While aviation safety has steadily improved over the years, the
Commission considers that more effort should be made to protect European citi-
zens and to ensure safe aviation transportation in the EU. The purpose of the
proposed regulation is to ensure that the EU and its Member States use feedback
from experience in order to improve civil aviation safety. This will be done through
the collection of aviation incidents which will then be analysed and addressed to
draw appropriate safety lessons.

The Commission’s proposals for a comprehensive ‘better airports’ package of
measures to help increase the capacity of Europe’s airports, reduce delays and
improve the quality of services offered to passengers were discussed in the
European Parliament and in the Council during 2012. The measures proposed
address the quality of services passengers and airlines receive on the ground
before they take off and after they land, such as baggage handling, check-in and
refuelling, (’!) the transparency of decisions on airport noise (’2) and the effi-
ciency of the complex network of take-off and landing slots that make up every
journey (”3). The legislator is expected to reach an agreement on the package
during 2013.
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Passenger rights

Concerning maritime passenger rights, Regulation (EU) No 1177/2010 () has
been applicable since 18 December 2012. Passengers travelling by ship now
enjoy rights comparable to those who travel by air and train.

On 4 July, just in time for the summer holidays, the Commission launched a new
tool to provide passengers with information on their rights when travelling by air
and rail. The tool is a free smartphone application and is part of the Commission’s
‘Your passenger rights at hand’ campaign (7). Its aim is to help passengers better
understand their rights when a journey does not go as expected.

Innovative and sustainable transport

September saw the launch of the ‘Research and innovation for Europe’s future
mobility’ initiative, which aims at speeding up the deployment of new transport
means and solutions to achieve a competitive, sustainable and affordable Euro-
pean transport system. The strategy foresees the definition in 2013 of a set of
roadmaps focusing on the deployment of technologies and innovation in 10 criti-
cal areas of transport. Industry, the public sector and other stakeholders involved
in bringing innovative transport technologies and services to the market will
participate in developing and implementing this strategy, for example by agree-
ing common targets, coordinating development and deployment agendas, con-
sidering the need for standards and identifying funding implications.
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Connect to compete

The first ever European transport business summit ‘Connect to compete’ was
held in Brussels in November. Business leaders and major players in industry
and the economy, as well as major transport service providers and users,
came together to hold an open discussion on the policy issues and chal-
lenges faced by transport in Europe today. The summit highlighted the es-
sential role that transport can play in Europe’s strategy for growth and for
promoting Europe’s global competitiveness.

Energy

Nuclear energy (7®)

The accident in the Fukushima nuclear power plant in Japan in March 2011 has
revealed that continuous improvements of the nuclear safety and security frame-
work in the European Union are necessary and should be based on the highest
safety standards. Nuclear safety therefore remained very high on the agenda of
the European Commission in 2012.

Nuclear stress tests: safety and security assessments

The Commission continued to be closely involved in the comprehensive risk and
safety assessments (‘stress tests’) of nuclear power plants in the European Union
and in neighbouring countries.

The last step of the process, an extensive EU-wide peer review process, was
carried out by multinational teams, in two phases, from January to April 2012.

In July, the European Nuclear Safety Regulators Group (Ensreg) and the Commis-
sion agreed on an action plan to follow up the implementation of the peer review
recommendations. The main findings, recommendations and proposed follow-up
measures of the Commission were presented in October in a communication to
the Parliament and the Council (“7) on ‘the EU stress tests, both on the safety and
the security tracks, and the EU nuclear safety framework’.

Beyond the review of the physical safety of the plants, the Commission has also
assessed the institutional architecture and legal framework for nuclear safety in
Europe, as requested by the spring European Council. Taking into account the
stress tests, the reports from Japan and the work of the international community
in the International Atomic Energy Agency (IAEA), the Commission has identified
a number of weaknesses within the existing EU nuclear safety framework. In
order to address these, the Commission will adopt a proposal for a revised nu-
clear safety directive in 2013 (’8).

Radiation protection (7°)

The Commission continued to monitor the situation in Japan as regards controls
on feed and food, based on the development of the radiological situation around
the Fukushima nuclear power plant, to ensure that such feed and food did not
contain unacceptable levels of radioactivity.
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The Smart Cities and Communities European Innovation
Partnership was launched in mid-year and aims at
boosting the development of smart technologies in cities
— by pooling research resources from energy, transport
and ICT and concentrating them on a small number of
demonstration projects which will be implemented in
partnership with cities.

Glinther Oettinger,
Commissioner for Energy,
inaugurated the new
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The Commission also proposed strengthening the protection against the dangers
arising from exposure to ionising radiation. It adopted in May a proposal (¢°) for a
new basic safety standards directive which aims to provide a comprehensive
system of protection of workers, patients and members of the public, as well as
non-human species, from ionising radiation from both man-made and natural
radiation sources. In addition, the proposal represents a major simplification of
European legislation by replacing five directives (i.e. the medical directive, the
high activity sealed sources directive, the outside workers directive, the public
information directive and the basic safety standards directive) with one piece of
legislation.

Renewables (8!)

June 2012 saw the publication of a communication on renewable energy pol-
icy (82), outlining options for the period beyond 2020. It confirms the market inte-
gration of renewables and the need for their growth in the decades after 2020.
The communication also calls for a more coordinated European approach in the
establishment and reform of support schemes and an increased use of renewable
energy trading among Member States.

Energy efficiency (%)

The energy efficiency directive (®) entered into force in December. It is a key
measure to reach one of the Europe 2020 targets, namely the 20 % increase in
energy efficiency. Its main elements include:

» the legal obligation to establish energy efficiency obligations schemes or
policy measures in all Member States to drive energy efficiency improvements

in households, industries and transport sectors;

» a call for an exemplary role to be played by the public sector, notably in
relation to the renovation of government-owned buildings;

» the right for consumers to know how much energy they consume;

» the encouragement of energy audits for SMEs and households and an
obligation for large companies to assess their energy savings possibilities;

» increased efficiency in energy generation, transmission and distribution.
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Security of energy supply (%)

In September 2011, the European Commission published a communication on
security of energy supply and international cooperation (8¢). It outlined for the
first time a comprehensive strategy for the EU’s external energy policy and has
obtained the support of the other European institutions. This communication was
accompanied by a proposal for a decision (87) setting up an information exchange
mechanism with regard to intergovernmental agreements between Member
States and non-EU countries in the field of energy, which was negotiated and
adopted by the co-legislators in 2012 and entered into force in November. By
establishing a notification of Member States’ intergovernmental agreements and
providing the possibility for a compatibility check, the mechanism on intergovern-
mental agreements aims to promote transparency and coherence in the EU’s
external energy relations as well as to ensure internal market rules and energy
security policy goals are respected.

Ecodesign and energy labelling of products (28)

Since November 2012, the EU regulation on labelling of tyres has been ap-
plicable. The label provides information on fuel efficiency, wet grip and exter-
nal rolling noise through clear pictograms. It will allow consumers to make
informed choices when buying tyres, ranked on a scale from A (best) to G
(worst).

Seven measures were adopted in 2012 to diminish the environmental im-
pact of energy-using products at design or use stages. They concern the
following products: air conditioners, household tumble driers, lamps and
luminaires and water pumps. In addition, one voluntary agreement was
adopted following the commitments made with industry, on complex set top
boxes.

EU civil protection mechanism

Seventeen countries affected by disasters requested assistance through the EU
civil protection mechanism in 2012. The Commission’s Monitoring and Informa-
tion Centre coordinated the EU response to these requests and has been closely
following 28 disasters that have occurred in Europe and outside of it.
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Ethics and religious dialogue

The European Group on Ethics (EGE)

The European Group on Ethics (EGE) is an independent, pluralist and multidiscip-
linary body which advises the European Commission on ethical aspects of science
and new technologies in connection with the preparation and implementation of
Union policies and ultimately legislation. In 2011, the Commission President José
Manuel Barroso requested the EGE to issue an opinion on the ethical implications
of information communication technology (ICT) (8%). The EGE adopted its opinion
in early 2012 and subsequently met Neelie Kroes, European Commission Vice-
President responsible for the Digital Agenda, to discuss its proposed actions. The
opinion resulted from an intense series of meetings (°°) with external experts and
relevant stakeholders (including industry, civil society, NGOs, academia and the
chairpersons of the national ethics councils of the Member States). It addressed
governance aspects (ethical, legal, social and political) related to the different
sectors of the EU digital agenda, such as social networks, e-government, e-
commerce, corporate social responsibility, the digital divide, e-skills, e-advertising
and cybercrime.

In March, the EGE started working on its opinion on ethics of energy, as requested
by President Barroso. The opinion, to be adopted in January 2013, will contribute
to the debate on a sustainable energy mix in Europe.

In November, the EGE adopted its position on the proposal for a regulation of the
European Parliament and the Council on clinical trials (°1).

The European Commission international dialogue on bioethics

In the science and new technologies sector the Commission is promoting a re-
sponsible use of science and technology, both within the European Union and
worldwide. The international dialogue platform is conceived as a tool to cluster
chairs of national ethics councils or equivalent bodies from different regions of
the world in order to allow a better exchange of information and communication
between these bodies and facilitate interactions and links between them and the
Commission. On 19 June, the fourth meeting of the European Commission inter-
national dialogue on bioethics took place, an event organised by the Commission
under the auspices of the Danish Council Presidency. Invited participants included
members of the EGE, the chairs of the national ethics councils of the Member
States and those of the 15 non-EU national ethics councils, as well as repre-
sentatives of international organisations (°?). The topic discussed was ‘The gov-
ernance of large research and medical databases in clinical and research multi-
centre trials’.
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Religious dialogue

The Bureau of European Policy Advisers (BEPA) (°®) intensified the dialogue with
churches, religious communities and philosophical and non-confessional organ-
isations based on Article 17 of the Treaty on the Functioning of the European
Union — a dialogue the Commission has conducted over several decades.

The Presidents of the European Parliament, the European Council and the Euro-
pean Commission held meetings with both religious leaders and representatives
of philosophical and non-confessional associations. In the perspective of the
European Year for Active Ageing and Solidarity between Generations 2012, dis-
cussions focused on ‘Intergenerational solidarity: Setting the parameters for to-
morrow’s society in Europe’. In addition, five dialogue seminars were held — two
with umbrella organisations of the Catholic and Protestant churches on religious
freedom and the challenges of a European social market economy, a large col-
loquium with free thinkers on the EU policy towards Arab spring countries, one
with adogmatic representatives of freemasonry on the topic of intergenerational
solidarity and finally one with representatives of the Orthodox church on the
contribution of the Orthodox church to overcoming the financial and economic
crisis.
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on in vitro diagnostic medical devices (COM(2012) 541).

http://ec.europa.eu/consumers/sectors/cosmetics/cpnp/index_en.htm

Proposal for a regulation on clinical trials on medicinal products for human
use (COM(2012) 369).

Regulation (EU) No 1027/2012 as regards pharmacovigilance (0J L 316,
14.11.2012).

Directive 2012/26/EU as regards pharmacovigilance (0J L 299, 27.10.2012).


http://curia.europa.eu/juris/liste.jsf?language=en&num=C-199/11
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Proposal for a directive on the approximation of the laws, regulations and
administrative provisions of the Member States concerning the manufacture,
presentation and sale of tobacco and related products (COM(2012) 788).

http://ec.europa.eu/food/food/sustainability/index_en.htm
http://ec.europa.eu/nuhclaims/
http://ec.europa.eu/food/fvo/index_en.cfm

Commission communication on the European Union strategy for the
protection and welfare of animals 2012-15 (COM(2012) 6).

http://europa.eu/rapid/pressReleasesAction.do?reference=1P/12/888&forma
t=HTML&aged=0&language=EN&guiLanguage=en

Proposal for a regulation to define the modalities for reaching the 2020
target to reduce CO, emissions from new passenger cars (COM(2012) 393).
Proposal for a regulation to define the modalities for reaching the 2020
target to reduce CO, emissions from new light commercial vehicles
(COM(2012) 394).

Proposal for a decision on accounting rules and action plans on greenhouse
gas emissions and removals resulting from activities related to land use,
land use change and forestry (COM(2012) 93).

Proposal for a regulation on fluorinated greenhouse gases (COM(2012) 643).

Proposal for a directive relating to the quality of petrol and diesel fuels and
on the promotion of the use of energy from renewable sources
(COM(2012) 595).

http://europa.eu/rapid/press-release_IP-12-1385_en.htm
http://europa.eu/rapid/press-release_MEM0-12-854_en.htm
http://ec.europa.eu/clima/news/articles/news_2012101702_en.htm
http://ec.europa.eu/clima/policies/ets/cap/auctioning/documentation_en.htm
http://ec.europa.eu/clima/news/articles/news_2012082801_en.htm
http://ec.europa.eu/clima/policies/brief/eu/index_en.htm

http://tentea.ec.europa.eu/en/apply_for_funding/follow_the_funding_
process/calls_for_proposals_2012.htm

Proposal for a regulation on Union guidelines for the development of the
trans-European transport network (COM(2011) 650).

Proposal for a regulation establishing the ‘Connecting Europe facility’
(COM(2011) 665).

Proposal for a regulation on periodic roadworthiness tests for motor vehicles
and their trailers (COM(2012) 380). Proposal for a directive on the
registration documents for vehicles (COM(2012) 381. Proposal for a
regulation on the technical roadside inspection of the roadworthiness of
commercial vehicles circulating in the Union (COM(2012) 382).

Proposal for a directive on marine equipment (COM(2012) 772).
Directive 96/98/EC on marine equipment (0J L 46, 17.2.1997).

Directive 2009/13/EC implementing the agreement concluded by the
European Community Shipowners’ Association (ECSA) and the European
Transport Workers' Federation (ETF) on the Maritime Labour Convention,
2006 (0J L 124, 20.5.2009).

Commission communication — The EU’s external aviation policy —
Addressing future challenges (COM(2012 556).

Proposal for a regulation on occurrence reporting in civil aviation
(COM(2012) 776).
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Proposal for a regulation on groundhandling services at Union airports
(COM(2011) 824).

Proposal for a regulation on the establishment of rules and procedures with
regard to the introduction of noise-related operating restrictions at Union
airports within a balanced approach (COM(2011) 828).

Proposal for a regulation on common rules for the allocation of slots at
European Union airports (COM(2011) 827).

Regulation (EU) No 1177/2010 concerning the rights of passengers when
travelling by sea and inland waterway (0J L 334, 17.12.2010).

http://ec.europa.eu/transport/passenger-rights/en/index.html
http://ec.europa.eu/energy/nuclear/index_en.htm

Commission communication on the comprehensive risk and safety
assessments (‘stress tests’) of nuclear power plants in the European Union
and related activities (COM(2012) 571).

Proposal for a directive setting up a Community framework for nuclear
safety (COM(2008) 790).
http://ec.europa.eu/energy/nuclear/radiation_protection/radiation_
protection_en.htm

Proposal for a directive laying down basic safety standards for protection
against the dangers arising from exposure to ionising radiation
(COM(2011) 593).

http://ec.europa.eu/energy/renewables/index_en.htm

Commission communication — Renewable energy: A major player in the
European energy market (COM(2012) 271).
http://ec.europa.eu/energy/efficiency/index_en.htm

Directive 2012/27/EU on energy efficiency (0J L 315, 14.11.2012).
http://ec.europa.eu/energy/international/security_of_supply/cooperation_
en.htm

Commission communication on security of energy supply and international
cooperation — ‘The EU energy policy: Engaging with partners beyond our
borders’ (COM(2011) 539).

Proposal for a decision setting up an information exchange mechanism with
regard to intergovernmental agreements between Member States and third
countries in the field of energy (COM(2011) 540).

http://ec.europa.eu/energy/efficiency/ecodesign/eco_design_en.htm

http://ec.europa.eu/bepa/european-group-ethics/docs/publications/ict_
final_22_february-adopted.pdf
http://ec.europa.eu/bepa/european-group-ethics/welcome/activities/index_
en.htm
http://ec.europa.eu/bepa/european-group-ethics/docs/pdf/proposal_for_a_
regulation_of_the_european_parliament_and_the_council_on_clinical_
trials_on_medicinal_products_for_human_use.pdf
http://ec.europa.eu/bepa/european-group-ethics/bepa-ethics/ec-
international-dialogue-bioethics/meetings_en.htm

http://ec.europa.eu/bepa/activities/outreach-team/dialogue/index_en.htm
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GENERAL REPORT 2012
A STRONGER EU IN THE WORLD

The European Union is a powerful inspiration for many around the world.

The EU’s multilateral approach is based on the twin principles of global
solidarity and global responsibility. That is what inspires our engagement with
our neighbouring countries and international partners, from the Middle East

to Asia, from Africa to the Americas. It defines our stance against the death
penalty and our support for international justice embodied by the International
Court of Justice and the International Criminal Court, under a multilateral global
governance system led by the United Nations.

The principles of global solidarity and responsibility drive the Union’s leadership
in the fight against climate change and for food and energy security.

They underpin our policies on disarmament and against nuclear proliferation,
and on development and humanitarian assistance.

The year 2012 saw the fostering of deeper relations with Europe’s neighbours
with the aim of promoting democracy, stability and prosperity, the continued
building of strong strategic partnerships with existing and emerging global
players, and the second full year of operation of the European External Action
Service, which now oversees 141 Union delegations throughout the world.

The main developments of the year in the external relations domain

are charted in this chapter.



The European neighbourhood

Supporting transformations in the neighbourhood

In 2012 the EU, together with its partners, successfully took forward the imple-
mentation of the European neighbourhood policy (ENP) so as to ensure that their
important endeavour will have maximum impact. In parallel, the EU responded
with determination to a fast-changing situation in its neighbourhood, with the
aim of supporting and encouraging sustainable democratic transitions. The re-
vised ENP provided the overall framework. Applying the reform-rewarding logic of
‘more for more’, the EU supported those partners embarking on political reforms.
The EU swiftly curtailed relations with countries violating human rights and im-
posed wide-ranging restrictive measures against repressive regimes. Support
was channelled towards civil society and affected populations. The policy is based
on mutual accountability between the EU and its partners, the need to comple-
ment partnerships with governments by forging close links with and support for
civil society, and recognition of the special role of women in shaping both politics
and society.

The European Commission put forward ‘umbrella’ financial programmes (‘Sup-
port for partnership, reform and inclusive growth’ (Spring) for the south and
‘Eastern partnership integration and cooperation’ (EaPIC) for the east) with a total
budget of €670 million over the period 2011-13. Significant allocations have
already been announced in the southern neighbourhood for Algeria, Egypt, Jor-
dan, Lebanon, Morocco and Tunisia, and in the eastern neighbourhood for Arme-
nia, Georgia and Moldova.

The European neighbourhood programme for agriculture and rural development
(Enpard) is a new policy initiative, part of the EU’s commitment to inclusive
growth and stability in its neighbourhood, which recognises the potential import-
ance of agriculture in terms of food security, sustainable production and rural
employment. With the launch of this programme the EU aims to meet the needs
of southern Mediterranean countries and to further a more inclusive growth,
through the identification and implementation of operations that can be funded
under its new Spring programme.

In addition, the Commission and Catherine Ashton, the High Representative of the
Union for Foreign Affairs and Security Policy/Vice-President of the European
Commission (HR/VP), have taken innovative steps to mobilise financial assistance
for transition in the neighbourhood from outside the traditional Community
budget. This has included an increase in the lending ceilings of €1.15 billion to
partner countries from the European Investment Bank (EIB), and an extension of
the mandate of the European Bank for Reconstruction and Development (EBRD)
to cover the countries of the southern and eastern Mediterranean.
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and High Representative of

the Union for Foreign
Affairs and Security Policy,
in Tunis, Tunisia, where she
took part in the ‘Friends of
Syria’ meeting.
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The southern neighbourhood and the Middle East

There was both hope and concern over various developments in the southern
neighbourhood. Positive dynamics allowed task forces to meet with Egypt, Jordan
and Tunisia, which mobilised further EU support from both the public and private
sectors for political and economic reforms in those countries.

On the other hand, and in response to the dramatic deterioration of the situation
in Syria, the EU decided to suspend bilateral financial assistance and to impose a
strong package of sanctions. The EU stepped up its assistance to the Syrian
population affected by the crisis, and the overall EU contribution for humanitarian
assistance reached almost €300 million in 2012. Despite the failure to reach an
agreement in the UN Security Council on Syria, the EU has continued to call on the
members of the UN Security Council to uphold their responsibilities with a view to
reaching a political solution to the conflict and, in that context, reiterated its
support for Lakhdar Brahimi, the Joint Special Envoy of the United Nations and
the League of Arab States. The December Foreign Affairs Council accepted the
National Coalition of the Syrian Revolutionary and Opposition Forces as the le-
gitimate representatives of the Syrian people.

The European Commission allocated €90 million for humanitarian response to
help Syrians affected by the conflict, both inside Syria and those who had fled to
neighbouring countries such as Iraq, Jordan, Lebanon and Turkey. The funding,
channelled through the humanitarian partners of the European Commission,
contributed to assistance programmes benefiting more than 1.5 million people in
Syria and a large proportion of the over 250 000 Syrians who have fled across
the borders to Iraq, Jordan, Lebanon and Turkey. Assistance was also provided to
some 500 000 Palestinian refugees and another 87 000 Iraqi refugees who were
being hosted by Syria, most of whom remained in the country.

In the case of Libya, the EU endeavoured to engage the provisional authorities in
a dialogue covering key issues of concern. It continued to accompany the process
of democratic transition, notably through the deployment of an EU election ob-
servation mission for the July General National Congress elections and through
assistance to civil society, the security sector and governance.

A new generation of more ambitious ENP action plans have been or are being
negotiated with Algeria, Lebanon, Morocco, the Palestinian Authority and Tunisia.
Following the adoption of negotiating directives for deep and comprehensive free
trade agreements (DCFTAs) with Egypt, Jordan, Morocco and Tunisia, negotiations
are being prepared with Jordan, Morocco and Tunisia.
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The Middle East peace process

The HR/VP continued her efforts to create a credible perspective for relaunching
direct talks between Israel and the Palestinians to advance the Middle East peace
process, in particular building on the first direct preparatory meeting between the
parties in more than a year on 3 January 2012. The EU has consistently set out
clear parameters for negotiations, and the HR/VP and José Manuel Barroso, the
President of the European Commission, visited the region during the year.
Throughout 2012 the HR/VP remained in close contact with many stakeholders.
The EU continued to extend direct financial support to the Palestinian Authority
and contributed to its ongoing state-building efforts. Against the background of
apparent political impasse, the EU expressed its grave concern about develop-
ments on the ground which threaten to make a two-state solution impossible:
Israel’s continued settlement expansion and settler violence; the growing isola-
tion of East Jerusalem from the rest of the West Bank; the prevention of Palestin-
ian development across the West Bank, the majority of which is still under full
Israeli control; and the increasingly precarious financial position of the Palestinian
Authority. The EU condemned all forms of violence against civilians, including
rocket attacks from Gaza, and continued to urge Fatah and Hamas to implement
their agreements to reconcile under the leadership of President Mahmoud Abbas.
Further to the renewed violence in Gaza and Israel, the vote at the UN General
Assembly on the status of Palestine at the UN and the consequent Israeli decision
on settlement expansion, the EU reiterated the urgent need to take bold and
concrete steps towards peace and called on the parties to resume direct negoti-
ations.

Eastern neighbourhood

The EU is determined to support sustainable reforms in east European countries,
and to advance the political association and economic integration agenda with its
partners. The main goal of the Eastern Partnership, the eastern dimension of the
European neighbourhood policy, is to create the conditions to accelerate political
association and deepen economic integration between the EU and the east Euro-
pean partner countries: Armenia, Azerbaijan, Belarus, Georgia, Moldova and
Ukraine.

In May 2012, the HR/VP and the European Commission issued an Eastern Part-
nership roadmap (*) listing objectives to be achieved, reforms which partners
have committed to implement, EU support and expected results. This policy was
endorsed by the Eastern Partnership foreign ministers’ meeting in July 2012.

Significant progress was made throughout 2012 in the implementation of the
Eastern Partnership. The association agreement with Ukraine was initialled, in-
cluding a DCFTA, but signature has been deferred awaiting corrective action by
Ukraine over the country’s deteriorating domestic situation. The EU remained
concerned about the selective use of justice against members of the former
government, including former Prime Minister Yulia Tymoshenko and former Inter-
ior Minister Yuriy Lutsenko. In a joint statement of 12 November 2012, the
HR/VP and Stefan Fiile, the European Commissioner for Enlargement and Neigh-
bourhood Policy, noted that the 28 October 2012 parliamentary elections repre-
sented a deterioration in several areas compared to the standards previously
achieved. In December the Foreign Affairs Council reiterated that the speed of
political association and economic integration with the EU, including the signing
of the association agreement, was determined in particular by Ukraine’s progress
in addressing the issues of selective justice and electoral shortcomings, and in
implementing key reforms as set out in the association agenda.
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Good progress was made in the negotiations for association agreements with
Armenia, Georgia and Moldova, and in the negotiations with Azerbaijan. Negoti-
ations for DCFTA agreements were successfully launched with Armenia, Georgia
and Moldova as an integral part of the ongoing association agreement negoti-
ations with these partner countries.

As regards Georgia, the EU welcomed the conduct of the parliamentary elections
in October, and supported the smooth transition of power — this was an import-
ant step for Georgia’s democratic consolidation. At the same time, the EU demon-
strated active support for the territorial integrity of Georgia.

EU-Moldova relations saw a significant deepening and strengthening. Agree-
ments were signed on a range of sectoral matters. Similarly, relations with Arme-
nia and Azerbaijan developed dynamically, including through preparations for the
launching of an EU-Armenia partnership for reforms and an EU-Azerbaijan
partnership for modernisation.

The EU continued its active engagement in efforts to settle the Transnistrian
conflict in Moldova, as part of the so-called 5+2 format, and to manage the
conflicts in Georgia, as co-chair of the Geneva talks. On the ground, the presence
of the EU Monitoring Mission (EUMM) in Georgia continued. The EU has invested
in supporting confidence-building measures (CBMs) in the case of both Georgia
and Moldova. In addition to his central role in the Geneva talks, Philippe Lefort,
the EU Special Representative for the south Caucasus, has explored possibilities
for stronger EU support in efforts to settle the Nagorno-Karabakh conflict.

The EU condemned publicly serious human rights violations in Belarus, including
harassment and intimidation of representatives of political opposition and the
media, arbitrary detentions, travel bans, allegations of torture and infringement
of other fundamental rights such as freedom of expression and freedom of as-
sociation or assembly. Under EU leadership, the Human Rights Council established
in July 2012 a mandate for the Special Rapporteur on Belarus, who will monitor
the human rights situation in the country, keep close contacts with civil society
and formulate recommendations to the Belarusian authorities. The EU consist-
ently called on the Belarusian authorities to release and rehabilitate all political
prisoners, stop all acts of harassment and intimidation, and ensure free and
transparent conduct of the 23 September parliamentary elections, including
through the implementation of the recommendations of the Organisation for
Security and Cooperation in Europe Office for Democratic Institutions and Human
Rights (OSCE/ODIHR). Regrettably, these elections fell short of international
standards. Already in March, in response to the difficult democracy and human
rights situation, the Foreign Affairs Council strengthened existing restrictive
measures against Belarus. These measures were extended for another year by
the October Council.
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Strategic partnerships

The concept of strategic partners refers to those major actors on the interna-
tional scene with which the EU needs to work to find solutions to global and re-
gional challenges.

United States

EU-US relations are in excellent shape, not least because of the degree of like-
mindedness between the partners. The effective relationship the HR/VP forged
with US Secretary of State Hillary Clinton on foreign policy issues remained a
strong element in this area. There has been close coordination of assistance on
the reform process in north Africa and the Middle East, on the political and hu-
manitarian situation in Libya and on restrictive measures vis-a-vis Iran and Syria,
in addition to a substantive dialogue on the long-term outlook for the region.
Close coordination continues on the nuclear negotiations with Iran, led by the
HR/VP. Also, in the case of the eastern neighbourhood and the Balkans, the EU
and the US cooperated closely on Belarus, Georgia and Ukraine. In October 2012,
the HR/VP and the Secretary of State jointly visited Bosnia and Herzegovina, Kos-
ovo and Serbia. The transatlantic dialogue on energy security, policy and research
continued with the meeting of the EU-US Energy Council () in December 2012
and, finally, following the November 2011 EU-US Summit commitment, the EU-
US dialogue on the Asia/Pacific region is in the process of being strengthened.

EU-US relations in the area of justice and home affairs have over the past decade
developed into an important pillar of transatlantic cooperation, and the 2011
EU-US Summit commitments in this regard have been largely fulfilled. In terms
of transport security, the EU and the US reached an agreement, as of 1 June
2012, on mutual recognition of their respective air cargo security regimes. Other
important milestones were: the adoption of the passenger name records (PNR)
agreement with the US, which entered into force on 1 July 2012; the mutual
recognition of companies designated as ‘trusted traders’ by both the US customs-
trade partnership against terrorism (C-TPAT) programme and the EU’s authorised
economic operators (AEO) regime; and mutual recognition of air cargo security
regimes, which entered into force on 1 June 2012.

The 2011 EU-US Summit decided to establish an EU-US High-Level Working
Group on Jobs and Growth to look at all options to enhance transatlantic trade
and investment in order to spur the creation of jobs and economic growth. On 20
June 2012, Herman Van Rompuy, the President of the European Council, and José
Manuel Barroso, the President of the European Commission, issued a joint state-
ment with US President Barack Obama welcoming the interim report of the
working group, which reached the preliminary conclusion that ‘a comprehensive
agreement that addresses a broad range of bilateral trade and investment pol-
icies as well as issues of common concern with respect to third countries would,
if achievable, provide the most significant benefit of the various options we have
considered.” The work of the group is strongly supported by EU Member States.
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Canada

EU-Canada relations are intensifying and the potential for enhanced economic
and political cooperation is currently being explored through the negotiations for
a comprehensive economic and trade agreement and a strategic partnership
agreement (SPA). Since the launch of the SPA negotiations in late 2011, and fol-
lowing several negotiating rounds, an agreement is within reach.

In July 2012, the EU and Canada completed the negotiations on a draft agree-
ment on security of information that will set rules on the protection of classified
information. There are also ongoing negotiations on a passenger name records
agreement. The EU-Canada transatlantic dialogue took place in March and fo-
cused on international issues and the ongoing SPA negotiations.

Russia

The EU’s constructive engagement with Russia produced important results during
the year, from Russia’s accession to the World Trade Organisation (WTO), which
took effect on 22 August, to the continued implementation of the Partnership for
Modernisation and the ‘common steps’ towards a visa-free regime for short-term
travel. Together with a possible relaunch of the negotiations on a new agreement,
proper implementation of these agreements and commitments will be essential
for the further development of the relationship.

The 29th EU-Russia Summit took place in June 2012 near Saint Petersburg. This
first summit with Vladimir Putin as president following his inauguration on 7 May
demonstrated that the new Russian leadership has taken a decision to strengthen
and further deepen EU-Russian cooperation, in particular in view of Russia’s in-
terest in modernisation, but it also revealed that there are still a number of dif-
ferences where further work on both sides is needed. The 30th EU-Russia Summit
held in December 2012 in Brussels constituted an opportunity to give impetus to
the conclusion of the negotiations on a new agreement in the near future.

The EU followed closely developments related to Russia’s domestic situation,
which has been characterised by demonstrations of discontent from key groups
in society. It has expressed concern both publicly and in political dialogues over
negative developments, especially in the context of treatment of demonstrators,
and the adoption of restrictive legislation on public assemblies and NGOs.
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China

The EU and China exceptionally held two summits in 2012 — one postponed
from 2011 and the 15th EU-China Summit on 20 September in Brussels. EU-
China cooperation was strengthened in a number of areas, including urbanisation,
energy (with a joint declaration on energy security (®)), people-to-people, and re-
search and innovation, adding to the strong economic and trade relationship.
Both sides agreed to prepare for negotiations on an investment agreement. The
HR/VP reinforced cooperation on security and defence with China during her visit
to Beijing in July. At the same time, human rights continued to be one of the pri-
orities in the EU’s engagement with China. There have been some challenges re-
lating to prominent trade irritants, yet there remains a high degree of joint com-
mitment to focus on the significant potential for further expanding trade and
investment and strengthening commercial relations.

Japan

The EU and Japan have successfully completed the ‘scoping exercise’ launched in
2011 and aimed at determining the contours of a comprehensive and ambitious
overall framework for the bilateral relationship. On this basis, the Commission
adopted in July recommendations to the Council for opening parallel negotiations
on a framework agreement (covering political, global and sectoral issues) and a
deep and comprehensive free trade agreement. The Council adopted the two
corresponding negotiating mandates in November, paving the way for one of the
most significant negotiation exercises that the EU has ever had with one of its
strategic partners.

South Korea

The new strategic partnership with South Korea, based upon a mutual free trade
agreement and framework agreement, is creating momentum in all aspects of
the relationship: trade, political, sectoral and global issues. In the first year of free
trade agreement implementation, bilateral trade and investment have increased;
outstanding issues linked to non-trade barriers were addressed through the free
trade agreement mechanisms. The sixth bilateral summit, which took place back-
to-back with the Nuclear Security Summit in Seoul on 28 March, agreed practical
ways of expanding the strategic partnership in other areas like development,
maritime security, green growth, research and education.

EU-China Summit.
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India

The EU and India confirmed their interest in reinforcing the political dimension of
their strategic partnership, with an emphasis on security, reiterated the import-
ance of concluding a substantial and comprehensive free trade agreement as
soon as possible and enhanced cooperation in a widening range of areas, such as
research and innovation, civil nuclear energy (with a joint declaration on enhanced
cooperation on energy signed at the February 2012 summit (*)), and migration
and mobility. The EU and India agreed to reinforce their foreign policy cooperation
with a view to jointly promoting more effectively global stability, security and
prosperity.

Brazil

EU-Brazil relations were deepened via the implementation of a joint action plan
and dialogues in more than 30 areas of common interest, including inter alia
trade, services, drugs, organised crime, international security, climate change,
deforestation, social development and human rights. In February 2012 the HR/VP
visited Brazil, where she met with Antonio Patriota, the Minister of External Rela-
tions. Cooperation on human rights issues advanced through the organisation of
a joint event in Geneva on ‘women human rights defenders’. A third session of the
EU-Brazil human rights dialogue was held in September in Brussels.

Mexico

EU-Mexico relations have strengthened considerably over the last decade, fol-
lowing the entry into force of the global agreement in 2000 and the approval of
the EU-Mexico strategic partnership in 2008. The visit of the HR/VP to Mexico
early in 2012 boosted prospects for further cooperation with Mexico. At the EU-
Mexico Summit on 17 June in Los Cabos leaders discussed security, multilateral
issues — notably the economic crisis — and the possible review of the free trade
agreement. The meeting highlighted that Mexico has made important advances
in the area of human rights, but that certain aspects still remain to be tackled.

South Africa

The EU and South Africa held their annual summit for the fifth time in Septem-
ber 2012 in Brussels. The summit was the culmination of a year of intense
political dialogue and important policy cooperation activities. These included
the fourth bilateral peace and security consultations on 30 April in Brussels, the
13th Joint Cooperation Council on 17 July in Pretoria and the 11th ministerial
policy dialogue, attended by the HR/VP and South African Foreign Minister Maite
Nkoana-Mashabane, in August in Pretoria. These events led to significant pro-
gress in the partnership, and to a gradual strengthening of the political dialogue
on foreign policy issues. In terms of trade, the leaders conveyed an important
political signal by calling for the conclusion of the ongoing talks on the EU-South-
ern African Development Community (SADC) economic partnership agreement
‘as a matter of priority.’
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Human rights and democracy

Overview

In 2012 human rights were confirmed as a top priority in the EU’s external rela-
tions. A unified EU strategic framework on human rights and democracy (°) was
adopted in June, including an action plan for its implementation. Built on the
communication entitled ‘Human rights and democracy at the heart of EU external
action — Towards a more effective approach’ (), the framework sets out princi-
ples, objectives and priorities, all designed to improve EU policy on human rights.
They provide an agreed basis for a collective effort, involving Member States, the
EU institutions and civil society. In order to contribute to the implementation of
the strategic framework and the action plan, in July the HR/VP appointed Stavros
Lambrinidis as the first ever EU Special Representative on Human Rights.

EU human rights priorities at the UN

The EU remained committed to a strong multilateral human rights system which
can monitor the implementation of human rights norms and call all states to
account. Throughout the year, the EU played a significant role in major interna-
tional human rights forums. The EU has been active in promoting the UN Human
Rights Council’s indispensable role in addressing urgent cases of human rights
violations, notably through the convening of special sessions and urgent debates
on Syria, securing strong support for the adoption of resolutions with concrete
outcomes, such as the dispatching of an international commission of inquiry to
look at accountability for the gross human rights violations taking place in that
country. The EU also took the lead in bringing the human rights situation of Bela-
rus under close scrutiny, through the establishment of a special rapporteur. Dur-
ing the 67th UN General Assembly, the EU played a major role in the successful
adoption of a cross-regional resolution on a moratorium on the death penalty. In
the same body, the EU took the lead in resolutions on the human rights situation
in Burma/Myanmar and in North Korea, as well as on freedom of religion or belief.
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Election observation missions

Composed of observers from both Member States and non-EU partner countries
such as Norway and Canada, and with the participation of MEPs as chief obser-
vers, EU election observation missions (EOMs) are a truly representative European
contribution to efforts for democratisation and human rights globally. In 2012, in
line with its strategic priorities, the EU deployed EOMs to Algeria, East Timor,
Jordan, Senegal and Sierra Leone. Alongside full-fledged EOMs, the EU also sent
an election assessment team to Libya and election expert missions to Angola,
Egypt, El Salvador, Ghana, Guinea-Bissau, Indonesia (Aceh province), Mexico,
Senegal (legislative elections) and Yemen.

Support for democracy: establishment of a European
endowment for democracy

Through a joined-up effort between the European institutions and all Mem-
ber States, a European endowment for democracy (EED) was established in
Brussels in October 2012. The EED was conceived in the framework of the
renewed European neighbourhood policy. The EED is thus the expression of
the EU’s concrete commitment to actively promoting democracy in the
neighbourhood and beyond. The EED will aim to help actors of change and
emerging players who face obstacles in accessing EU funding. It will offer a
rapid and flexible funding mechanism for beneficiaries who are unsupported
or insufficiently so, in particular for legal or administrative reasons. Such
actors may include journalists, bloggers, non-registered NGOs and political
movements, including those in exile or from the diaspora, in particular when
all of these actors operate in a very uncertain political context.
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Multilateral governance and global
challenges

Multilateral governance

The EU in the UN

The EU is a keen supporter of multilateralism, with a strong and efficient UN
system at its centre. The strengthening of the UN remains a key element of EU
external action. For 2012 the EU continued to pursue, as priorities, international
peace and security, sustainable development and human rights, as well as an
effective reform of the organisation. The follow-up to and implementation of the
Rio+20 outcome, and the preparation of the 2013 millennium development goals
(MDGs) review and the post-2015 development framework, were of particular
importance. Furthermore, the EU has continued to promote human rights, democ-
racy and the rule of law. Following the 2011 resolution adopted by the UN Gen-
eral Assembly, the EU representatives have consolidated their ability to effectively
represent the Union at the UN as envisioned by the Lisbon Treaty.

The EU has stepped up its engagement on regional and global challenges by
promoting a more comprehensive approach through bringing together diplomatic
initiatives and political dialogue, humanitarian aid, development assistance and
security instruments such as common security and defence policy (CSDP) oper-
ations (e.g. Horn of Africa, Sahel). It also aims to foster a more comprehensive
approach on key global foreign policy challenges such as energy security, water
security and education in post-conflict situations.

The UN is a key partner for the EU in the international effort to combat and pre-
vent terrorism, and the UN global counterterrorism strategy (adopted by the UN
General Assembly in 2006) is integral to the EU’s approach to counterterrorism.
The EU was closely involved in the most recent review of the global strategy in
June 2012, and remains in close dialogue with a range of UN agencies on coun-
terterrorism issues.

The UN’s Year of Sustainable Energy for All

Recognising the critical role of access to modern energy services in achieving the
MDGs, the European Union is championing access to sustainable energy for all.
Welcoming the United Nations’ rallying call in the framework of the UN’s Year of
Sustainable Energy for All, it has set out an ambitious agenda to help achieve this
key objective by 2030. On 16 April 2012, the European Union organised a Sus-
tainable Energy for All Summit, stressing the importance of providing access to
modern energy services for all.

During the summit, the EU announced that it will support developing countries to
provide access to energy for an additional 500 million people.

Under the EU-Africa Energy Partnership (AEEP), the European Union engaged in
an ambitious programme to promote clean energy in Africa: the renewable en-
ergy cooperation programme (RECP). The RECP will work to make the continent a
prime destination for renewable energy investments, as well as to strengthen
institutional, scientific and technological cooperation between Africa and Europe.
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The UN Conference on Sustainable Development (Rio+20)

In June 2012, the UN Conference on Sustainable Development (Rio+20) adopted
its declaration ‘The future we want’. Whilst a number of the EU’s ambitions were
not fully achieved, the EU welcomed the Rio declaration as a sound basis for
further work. The green economy was for the first time recognised as an import-
ant tool for achieving sustainable development and reducing poverty. The Rio+20
conference also agreed to establish an inclusive and transparent process to de-
velop sustainable development goals, to establish a high-level political forum to
replace the Commission on Sustainable Development and to strengthen a number
of functions of the United Nations environment programme (UNEP).

The European Union successfully pushed for the inclusion of the right to food in
the Rio+20 summit’s outcomes and the recognition of the importance of small-
scale farming in tackling food insecurity.

Cooperation on peacekeeping, peacebuilding and mediation

Throughout the year, the EU played an active role in the Peacebuilding Commis-
sion (PBC), continuing its efforts to strengthen the UN’s peacebuilding architec-
ture. At the same time, as the largest donor in all six countries on the PBC’s
agenda, the EU maintained a strong focus on delivering on the ground, with some
success. More broadly, the EU was instrumental in achieving the Busan commit-
ments (’) on fragile states, a key success in building an international framework
of support for those countries most at risk of conflict and collapse.

Throughout 2012 there was significant EU-UN civilian and military crisis man-
agement cooperation, such as along the coast of Somalia (Atalanta) and in Kos-
ovo (EULEX), and this continues to be an important part of our overall partnership.

The EU in the WTO

The EU has reiterated its commitment to multilateralism and acknowledged the
fundamental importance of the WTO in the international trade system. Being the
world’s major global player in international trade, the EU supports the work of the
WTO on multilateral rule-making, trade liberalisation and sustainable develop-
ment.

The continued relevance of the WTO is underscored by the new accessions that
took place during 2012: Russia became a WTO member in July 2012 and there
was agreement that Laos and Tajikistan should join. In addition, WTO members,
including the EU, are consistently making use of the dispute settlement mechan-
ism — most notably, in 2012, the EU initiated cases on China’s export restrictions
on rare earth elements and on Argentina’s import licensing restrictions.



A STRONGER EU IN THE WORLD

The Organisation for Security and Cooperation in Europe
(OSCE)

The OSCE remained essential for the EU’s security due to its broad membership,
comprehensive approach to security and role in conflict resolution, being directly
involved in the negotiations to resolve the protracted conflicts in Georgia and
Moldova, as well as the Nagorno-Karabakh conflict.

The main priorities of the EU in the OSCE in 2012 were to: strengthen the OSCE’s
ability to prevent conflicts, including early warning systems, and conflict preven-
tion and management; modernise conventional arms control, and confidence-
and security-building measures; strengthen the implementation of the OSCE
commitments in the human dimension; and fight against transnational threats
(police cooperation, cybercrime, the fight against drugs and terrorism).

G8

The outcome of the G8 Summit at Camp David on 18 and 19 May included a
renewed commitment to promoting growth and jobs alongside increased efforts
to tackle climate change, including efforts to rationalise and phase out inefficient
fossil fuel subsidies. Commitments were also made on food security and nutri-
tion, Afghanistan and transitions in the Middle East and north Africa.

The G8 adopted a ‘new alliance for food security and nutrition’. The new alliance
is a commitment by G8 members, African partners and the private sector to lift
50 million people out of poverty over the next 10 years through agricultural
growth.
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G20

At the G20 Summit in Los Cabos in June, the Mexican Presidency maintained food
security as a top priority and sent a strong signal to keep sustainable develop-
ment and food security high on the international agenda. Emphasis was placed
on: implementing the 2011 action plan on food price volatility and agriculture;
support for the UN’s ‘Scaling up nutrition’ (SUN) movement; continued efforts on
various research, risk management and market information initiatives; and en-
couraging the implementation of voluntary guidelines on responsible governance
of tenure of land. For more on the summit, refer to Chapter 2.

Gulf Cooperation Council

The EU and the Gulf Cooperation Council continued their dialogue, both at the
political level and through the implementation of the EU-GCC joint action pro-
gramme 2010-13 in several different sectors. The 22nd EU-GCC joint council
and ministerial meeting was held in Luxembourg on 25 June 2012, co-chaired by
the Saudi Foreign Minister Prince Saud Al Faisal and the HR/VP. The meeting
agreed to take EU-GCC relations a step further, on the basis of proposals to be
endorsed at the 23rd ministerial meeting in 2013.

Union for the Mediterranean

The EU remained actively engaged with regional organisations, including the
Union for the Mediterranean (UfM). The EU took over the northern presidency of
the organisation while Jordan took over the southern presidency.

League of Arab States

An EU-League of Arab States (LAS) ministerial meeting took place on 13 Novem-
ber in Cairo. The EU supported the LAS’s political initiatives on Syria and estab-
lished a more structured dialogue and projects.
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Global challenges

Climate change and energy

The EU strengthened the partnerships with its major energy partners, continued
to support sustainable energy market reforms and regional market integration in
its neighbourhood and pursued its resource diversification strategy, notably with
regard to the ‘southern corridor’ reaching out to the Caspian region.

In December the UN climate conference in Doha, Qatar took a number of deci-
sions which moved international climate action a modest step forward. With a
new global climate agreement requiring action by all countries not due to be
adopted until 2015, the conference achieved the EU’s main objectives in terms of
preparing the ground and generating momentum. It agreed a detailed plan of
work for 2013 and beyond for drawing up a new global regime, which will enter
into force in 2020, and for identifying ways to step up the ambition of global
climate action in the short term. In addition, Doha streamlined the UN climate
negotiations process by closing two working groups, allowing future negotiations
to focus on preparing the global agreement and on measures to raise ambition
over the rest of this decade.

The conference also finalised and adopted rules for the second period of the
Kyoto Protocol, enabling it to start on 1 January 2013. The rules satisfy the EU’s
key requirements: the second period will run for 8 years until 2020, ensuring
there is no gap between its end and the entry into force of the new global agree-
ment; an ‘ambition mechanism’ means the emission targets of the developed
countries participating will be revisited in 2014; and important rules to strength-
en environmental integrity were introduced.

The EU is applying the second period rules in practice from 1 January 2013, even
though formal ratification by the EU institutions and Member States is likely to
take some time.

Despite the difficult economic situation Europe faces, the EU was able to show
that it has delivered on its commitment to provide €7.2 billion in ‘fast-start’ fund-
ing to developing countries over 2010-12 and reassured its partners that finan-
cial assistance to help poorer countries tackle climate change will continue in the
coming years. The EU and a number of Member States came forward with climate
finance pledges totalling some €7 billion for 2013 and 2014, which represents an
increase from the past 2 years (8).
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Global Climate Change Alliance

An important element of the work of the EU to address climate change is the
Global Climate Change Alliance (GCCA), the EU flagship initiative to strength-
en dialogue and cooperation on climate change with developing countries.
The GCCA focuses on least-developed countries and small island developing
states, which are often the most affected by climate change but have the
fewest resources to tackle it. The five GCCA priority areas are: mainstreaming
climate change into poverty reduction and development strategies; adapta-
tion; disaster risk reduction; reducing emissions from deforestation and for-
est degradation; and enhancing participation in the global carbon market
and the clean development mechanism. By the end of 2012, over 45 GCCA
programmes were ongoing or under preparation in over 35 countries and
four regions with a budget of over €285 million, coming from the European
Union budget, the European Development Fund and EU Member States
(Czech Republic, Estonia, Ireland, Cyprus and Sweden).

Non-proliferation and disarmament

As in the past, the guiding principle and overall aim of the EU in 2012 was the
promotion of the universality of international treaties, conventions and other in-
struments and their national implementation, in accordance with the objectives
of the EU weapons of mass destruction strategy and the European security
strategy. Accordingly, the EU pursued these objectives in all the key events in
2012, notably during the first Non-Proliferation Treaty (NPT) Preparatory Com-
mittee meeting, the Conference on Disarmament, the annual IAEA General Con-
ference, the Comprehensive Nuclear-Test-Ban Treaty (CTBT) meetings, the minis-
terial meeting on the Chemical Weapons Convention, the UN General Assembly
First Committee meeting and the Biological and Toxin Weapons
Convention meeting of states parties, as well as in a number of other related
international forums, such as the Nuclear Security Summit in Seoul.

The Seoul Nuclear Security Summit in March 2012 was a successful continuation
of the 2010 Washington Summit. The key issues discussed by the participants
(including the EU) included cooperative measures to combat the threat of nuclear
terrorism, the protection of nuclear materials and related facilities, and the pre-
vention of illicit trafficking of nuclear material. The summit adopted a communi-
qué essentially reaffirming its earlier commitments and work plan on securing
vulnerable nuclear materials and highlighting a number of additional priorities,
such as the security of radioactive sources, nuclear information security and the
interface between nuclear safety and security.

The Instrument for Nuclear Safety Cooperation

The Instrument for Nuclear Safety Cooperation finances measures to pro-
mote a high level of nuclear safety, radiation protection and the application
of efficient and effective safeguards of nuclear materials in non-EU coun-
tries. The instrument covers countries worldwide and has a budget of €525
million for 2007-13.
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The EU worked for the effective and complementary use of all available instru-
ments and financial resources (common foreign and security policy (CFSP)
budget, Instrument for Stability, other instruments) in order to maximise the im-
pact of its activities in supporting international organisations and non-EU coun-
tries, including by providing in 2012 an additional €5 million for the modernisation
of the IAEA Seibersdorf Laboratory, €10 million in support of an IAEA low-enriched
uranium bank and over €5 million for the work of the Comprehensive Nuclear
Test Ban Treaty Organisation (CTBTO) Provisional Technical Secretariat.

In 2012 the EU continued to strongly promote agreement on a legally binding
arms trade treaty — a new international instrument negotiated in the UN regu-
lating international transfers of conventional weapons to make them more
transparent and responsible. While there was no agreement on the final treaty
text at the July 2012 conference, the draft treaty text that resulted from the
negotiations is very close to a treaty that could enjoy global support. The EU has
been at the forefront of these negotiations and has been among the main pro-
moters of the new UN General Assembly resolution of 2012 that convenes a final
UN conference in March 2013, where the treaty should be eventually agreed.

For the Second Review Conference on the UN programme of action on the illicit
trade in small arms and light weapons, which took place in August and September
2012, the EU promoted concrete recommendations for activities to ensure the
full and effective implementation of this instrument, some of which were ulti-
mately reflected in the outcome documents of the conference. In particular, the
EU supports the establishment of concrete mechanisms to effectively prevent the
diversion of small arms and light weapons, as well as the increased cooperation
of UN Member States with peace support missions in order to improve the tracing
of illicit small arms and light weapons.

Migration

Since the launching of the global approach to migration and mobility (GAMM) in
November 2011 the EU and its Member States have established a broad and
truly comprehensive migration policy which looks at all dimensions of migration
and mobility, building on the concerns and objectives of its partner countries. The
GAMM, well aligned with the Union’s external policies, received full support from
the European Council in the course of 2012.

Action against illicit drugs and trafficking in human beings

The EU has stepped up its efforts in addressing various global challenges linked
with organised crime, including trafficking in drugs and in human beings, which
are highly complex and need to be tackled in a global and comprehensive way,
taking account of every dimension of the problem.

Drugs

In the field of drugs, the EU has been cooperating closely with the western Bal-
kans, Latin America and the Caribbean, west Africa, central Asia and Afghanistan,
the Eastern Partnership, Russia and the United States. Criminal activities related
to drug trafficking are undermining democratic stability in regions such as the
Caribbean, Central America and west Africa, where it has pushed some already
very fragile states to the brink of failure. International cooperation is a key area
under the EU drug strategy, which has been renewed for 2013-20 (adopted by
the Council in December 2012) and under which the EU is actively sharing the
achievements of the EU approach in drug policy, which is balanced between drug
demand reduction and drug supply reduction and is based on scientific evidence
and intelligence as well as respect for human rights.

157



158

GENERAL REPORT 2012 — CHAPTER 5

Trafficking in human beings

Trafficking in human beings is also a global and multifaceted phenomenon, and
for whatever purpose — sexual or labour exploitation — is a grave human rights
violation affecting women and men, boys and girls. In the new EU strategy to-
wards the eradication of trafficking in human beings 2012-16, adopted by the
Commission in June, the EU pursues a comprehensive approach focusing on
prevention of trafficking, prosecution of criminals, protection of victims and
partnerships with the various stakeholders, including civil society. This approach
is human rights centred and gender specific.

The Global Counterterrorism Forum (GCTF)

The EU has been a strong supporter of the GCTF, a civilian, multilateral counter-
terrorism grouping of 30 founding members (29 countries plus the EU) launched
in the margins of the UN General Assembly in September 2011. The EU has made
a substantive contribution to the GCTF as the co-chair (with Turkey) of the Horn
of Africa Capacity-Building Working Group, one of the five (two thematic and
three regional) GCTF working groups. The inaugural meeting of the Horn of Africa
Working Group was held in Dar es Salaam, Tanzania, in February 2012, and in
October 2012 the EU hosted a GCTF meeting in Brussels focused on strengthen-
ing anti-money laundering and counterterrorist financing capacity in the wider
Horn of Africa region.

Cybersecurity

In 2012, the Commission and the HR/VP launched the preparation of a joint com-
munication on the EU strategy on cybersecurity. The HR/VP presented an EU vision
on cyberspace developments at the Budapest Conference on Cyberspace in Octo-
ber 2012. Additionally, reqular dialogues on cyber issues have been held with
some of the EU’s strategic partners and key international organisations, in par-
ticular NATO.
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Peace and security

Common security and defence: the EU as a
security provider

With 15 CSDP missions and operations in the field, CSDP remains a visible,
necessary and hands-on instrument in the wider EU toolbox. It demonstrates the
Union’s will and ability to tackle the security challenges of our time. In the context
of a growing demand for the European Union to become a more capable, coher-
ent and strategic global actor, CSDP is an essential element of a wider compre-
hensive approach.

OVERVIEW OF THE MISSIONS AND OPERATIONS OF THE EUROPEAN
UNION IN 2012 (DECEMBER 2012)

EUFOR Althea
Bosnia and Herzegovina, since 2004
Troop strength: 814

EUMM Georgia
Since 2008

EULEX Kosovo Mission strength: 387

Since 2008

Mission strength: 2 125
EUPOL Afghanistan

Policing mission, since 2007

EUPOL COPPS (©) Mission strength: 545
Palestinian Territories, since 2006

Mission strength: 101

Eujust LEX
Irag/Brussels, since 2005

EUBAM Rafah Mission strength: 58
Palestinian Territories, since 2005

Mission strength: 8
EUCAP Nestor

EUCAP SAHEL NIGER () Since 2012
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Mission strength: 26 w Eunavfor — Atalanta
: Since 2008
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EUSEC RD Congo ] B g
Since 2005 :
Mission strength: 79 ~ EUTM Somalia

() Since 2010
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Eli.lJ_ch(gl_2387Congo Euavsec South Sudan

Since 2012

Missi t th: 53
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A

. Civilian missions . Military operations

Currently, the EU is conducting 12 civilian missions and three military operations.
Three new CSDP missions were launched in 2012: EUCAP (EU capacity-building)
Nestor in the Horn of Africa, EUCAP SAHEL in Niger and Euavsec (aviation secur-
ity) in South Sudan. Planning continued for possible EU support for border security
in Libya and to train the Malian armed forces. In March 2012 the Council of the
European Union decided to activate, for the first time, the EU Operations Centre
to coordinate and increase synergies between the three CSDP missions in the
Horn of Africa (Eunavfor — Atalanta, EUTM Somalia and EUCAP Nestor). Oper-
ation Eunavfor — Atalanta (the Union’s counter-piracy operation) was extended
until 2014. EULEX Kosovo, the largest civilian mission, was successfully reconfig-
ured. The police mission in Bosnia and Herzegovina — the longest running civilian
mission — was closed down.
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To act, Europe needs capabilities: the European Council in December 2012
adopted conclusions on CSDP, setting the stage for a debate among Heads of
State or Government in December 2013 on capabilities and the defence industry
and market.

Instrument for Stability

In 2012, the Instrument for Stability (IfS) continued to significantly increase the
ability of the EU to intervene in crisis situations around the world at all stages of
the conflict cycle. Forty-one actions were launched for a total of €195.8 million
under the short-term crisis response component of the IfS. In line with the remit
of the instrument, these actions had a wide geographic and thematic scope,
contributing in particular to the EU crisis response/crisis mitigation efforts linked
to the following main challenges this year.

Election support was provided across various regions, with IfS projects launched
in Burkina Faso, Guinea-Bissau, Haiti, Kenya, Madagascar, Pakistan, Togo and
Zimbabwe in 2012. The IfS was also quick to ensure ongoing interventions across
the Middle East and north Africa (MENA) region, with assistance towards efforts
to respond to the ongoing unrest in Syria and provide support to affected popula-
tions. Other main areas of intervention included projects in Libya to provide as-
sistance in developing the national capacity to respond to crisis situations, protect
vulnerable groups and clear unexploded ordnance. And in Asia, the IfS launched
projects in Burma/Myanmar promoting reform, local peace processes and reset-
tlement through support for demining actions.

The instrument also has a programmable component (Article 4.3) encompassing
longer-term IfS actions. The year 2012 saw the so-called peacebuilding partner-
ship launch an €8.5 million financial envelope to improve the capacity of non-
state actors in preventing conflict. EU delegations in Brazil, the Democratic Re-
public of the Congo, El Salvador, Haiti, India, Kyrgyzstan and Nicaragua are now
launching local calls for proposals in four priority areas related to peacebuilding.

Two actions were launched in the area of early warning and conflict analysis: one
in partnership with global non-state actors to conduct early warning activities
and conflict analysis; and the other with regional and sub-regional organisations
to promote partners’ early warning capabilities and strengthen the links between
24(7 situation rooms.
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The peacebuilding partnership also launched a project on climate change and
security in eastern Europe and the south Caucasus, and another to promote arti-
sanal diamond mining in Cote d’Ivoire.

Finally, the success of the ENTRIi (Europe’s new training initiative for civilian crisis
management) programme for the training of civilian experts for crisis manage-
ment and stabilisation missions for deployment to international crisis missions
has continued with the renewal of the programme in 2012.

Enhancing capacities for conflict prevention,
peacebuilding and mediation

During 2012 — and in accordance with the objective to ‘preserve peace, prevent
conflicts and strengthen international security’ set out in Article 21 of the Lisbon
Treaty — work has continued to enhance EU capacities in conflict prevention,
peacebuilding and mediation. Efforts are ongoing to: build systems, tools and
culture to identify countries at medium- to long-term risk of violent conflict, and
options for early action to address these risks; develop staff capacities through
training, guidance documents, lessons learned and best practices, specifically in
conflict analysis and mediation; and provide operational support to staff working
in the field on conflict prevention, peacebuilding and mediation issues. In taking
forward this work, there is a need to adopt a comprehensive approach, ensuring
complementarity with EU crisis response and crisis management structures and
working closely with partners, including the UN, regional organisations, civil soci-
ety and academia.

Strengthening African capacities in peace and
security

The Africa peace facility mechanism for immediate support to early phases of
prevention, management or resolution of crises by the African Union (AU) and the
regional economic communities was activated three times in 2012 in Kenya and
Madagascar, and to support the AU initiative against the Lord’s Resistance Army
(LRA), led by Joseph Kony. Considerable support is provided to African-led peace
support operations such as the ongoing missions in Somalia (African Union Mis-
sion in Somalia — Amisom) and the Central African Republic (Mission for the
Consolidation of Peace in the Central African Republic — Micopax), as well as to
the validation of the operationalisation of the Africa Standby Force through the
programme ‘Amani Africa II'.

Through the implementation of a comprehensive approach to the fight against
piracy in the Horn of Africa, the EU not only seeks to address this maritime secur-
ity threat, but also to create a favourable environment for the economic develop-
ment of the region. For that purpose the EU combines its traditional external as-
sistance programmes with military (Eunavfor — Operation Atalanta) and
regional maritime capacity-building interventions (e.g. EUCAP Nestor, the IfS
critical maritime routes programme, the maritime security programme).
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In line with the accession treaty of December 2011, the Commission continued to
monitor closely Croatia’s accession preparations, focusing in particular on compe-
tition, the judiciary and fundamental rights, and justice, freedom and security. A
comprehensive monitoring report (°) was presented, along with the rest of the
‘enlargement package’ (*°), in October 2012, which overall confirmed that Cro-
atia’s accession preparations were on track and identified certain specific actions
which must be completed in the coming months.

Iceland

Accession negotiations with Iceland proceeded well, as 16 chapters were opened
with three provisionally closed at the four intergovernmental conferences held in
2012. This brings the number of chapters opened so far to 27, of which 11 have
been provisionally closed. In addition, Iceland has started preparations in key
policy areas such as regional policy and agriculture. Challenges still remain in the
areas of fisheries, agriculture and rural development, food safety, environment,
capital movements, financial services, taxation and customs union.

Turkey

Turkey remains a key country for the EU, considering its dynamic economy, its
strategic location and its important regional role. The EU underlined that it is in
the interest of both the EU and Turkey that accession negotiations regain mo-
mentum soon, ensuring that the EU remains the benchmark for reforms in Turkey.
In order to support and complement the process of accession negotiations (no
new chapters in the accession negotiations could be opened in 2012), a positive
agenda was launched by the Commission to enhance cooperation in a number of
areas of joint interest: political reforms, alignment with the acquis, Turkey’s par-
ticipation in EU programmes, dialogue on foreign policy, visas, mobility and mi-
gration, trade, energy and counterterrorism. Work on the implementation of the
positive agenda has been successful, including the launch of technical working
groups to promote, inter alia, alignment with the EU acquis.



A STRONGER EU IN THE WORLD

Concerns are growing regarding Turkey’s lack of substantial progress towards
fully meeting the political criteria. Turkey has still not fully implemented the Ad-
ditional Protocol of the Ankara Agreement. The EU expressed deep regret over
Turkey’s freezing of its relations with the EU Presidency during the second half of
2012, the statements made by Turkey in this regard and the non-alignment with
EU positions or statements in international forums.

On foreign policy cooperation, the European External Action Service (EEAS) has
significantly broadened and intensified the regular political dialogue between the
EU and Turkey, covering international issues of common interest, including devel-
opments in Syria, north Africa, the Middle East and the Gulf, the Middle East
peace process, the western Balkans, Afghanistan/Pakistan, Russia and the south
Caucasus, as well as counterterrorism and non-proliferation issues.

Montenegro

After the European Council endorsed the start of the accession negotiations, the
negotiations with Montenegro were opened on 29 June 2012. A second accession
conference took place in mid-December, with one chapter opened and provision-
ally closed. The screening process is ongoing and expected to be completed by
the end of June 2013.

Serbia

The European Council granted Serbia candidate status in March. Serbia continues
on its way to sufficiently fulfilling the political criteria. Serbia needs to reinvigor-
ate reforms, in particular regarding the rule of law, and in the areas of judicial
reform and the fight against corruption. Serbia has intensified efforts to normal-
ise its relations with Kosovo, resulting in meetings between Ivica Daci¢, Prime
Minister of Serbia, and Hashim Thagi, Prime Minister of Kosovo (see below), in the
EU-facilitated dialogue. With a view to the opening of accession negotiations,
further progress towards a visible and sustainable improvement of relations with
Kosovo is needed. In this context, the Council decided in December to examine
during the Irish Presidency the progress made by Serbia on the basis of a report
by the Commission and the HR/VP.

Kotor, Montenegro.
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The former Yugoslav Republic of Macedonia

The high-level accession dialogue (HLAD) with the European Commission,
launched in spring 2012, served as a catalyst for accelerating reforms. The Ohrid
Framework Agreement continues to be an essential element for democracy and
the rule of law in the country. In October the Commission reiterated its recom-
mendation to open accession negotiations. The Council took note of the recom-
mendation, recognising the progress that has been made. The Council recalled
that maintaining good neighbourly relations remains essential, welcoming the
momentum generated by recent intensified dialogue between the parties con-
cerned. The Commission was tasked with preparing a report by spring 2013 which
will assess the implementation of the reforms in the context of the HLAD, as well
as the steps taken to promote good neighbourly relations and to reach a negoti-
ated and mutually accepted solution to the name issue with Greece under the
auspices of the UN. On the basis of this report, with a view to a possible opening
of accession negotiations, the Council will assess progress during the next presi-
dency.

Albania

Albania made considerable progress towards fulfilling the key priorities set out by
the Commission’s 2010 opinion on the opening of accession negotiations (*!).
Acknowledging the progress made, the Commission recommended in October
2012 that the Council should grant Albania the status of a candidate country
subject to the completion of key measures in the areas of judicial and public
administration reform, and revision of the parliamentary rules of procedure. In
December, the Council endorsed the overall assessment of the Commission and,
with a view to deciding whether to grant candidate status, invited the Commis-
sion to report as soon as the necessary progress has been achieved.

Bosnia and Herzegovina

Limited progress has been made by Bosnia and Herzegovina towards meeting the
political criteria and the requirements of the roadmap for the entry into force of
the stabilisation and association agreement and for a credible membership ap-
plication. The country needs to refocus on the implementation of the EU agenda.
Amending Bosnia and Herzegovina’s constitution to remove incompatibilities with
the European Convention on Human Rights would be the most important step
forward. So far there has been little progress in achieving more functional, coord-
inated and sustainable institutional structures. The structured dialogue on justice
with the EU within the stabilisation and association process continued. A high-
level dialogue on the accession process with the Commission was launched in
June, with a second meeting held in November. The EU’s enhanced presence has
provided the impetus in a number of areas to assist the country’s authorities in
implementing the EU agenda. In 2012 the EU further reinforced its presence on
the ground, amongst others by opening an office in the Brcko district following
the suspension of international supervision in May 2012.

In June 2012, the EU completed its police mission in Bosnia and Herzegovina,
EUPM BiH, the first mission under the European security and defence policy
(ESDP), launched in January 2003.
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In nearly a decade of its involvement, EUPM worked diligently to create, under BiH
ownership, a modern, sustainable, professional, multiethnic police force, trained,
equipped and ready to assume full responsibility for upholding law enforcement
according to international standards. EUPM also provided operational advice to
the EU Special Representative and contributed to ensuring that the European
Union was fully informed of developments in Bosnia and Herzegovina.

Over the last decade, more than 2 300 men and women participated in EUPM BiH:
1 786 police officers and 154 international experts of various professional back-
grounds from all 27 EU Member States, Canada, Iceland, Norway, Switzerland,
Turkey and Ukraine, as well as 487 staff from Bosnia and Herzegovina.

Kosovo (12?)

Kosovo continued to make progress on European integration-related issues. Many
important challenges remain, notably the rule of law, public administration re-
form, electoral reform, the integration of communities and the economy. The
Commission launched a visa dialogue with Kosovo in January and issued a visa
roadmap in June. In May a structured dialogue with the Commission on the rule
of law was launched. The Commission issued its feasibility study for a stabilisa-
tion and association agreement with Kosovo in October. With a view to a possible
decision to open negotiations for a stabilisation and association agreement with
Kosovo the Council decided in December to examine, during the Irish Presidency,
the progress made by Kosovo on the basis of a report by the Commission and the
HR/VP. A new EU Special Representative for Kosovo, Samuel Zbogar, was ap-
pointed in February and the EULEX mandate was extended to June 2014.

Belgrade-Pristina dialogue

The EU-facilitated Belgrade—Pristina dialogue slowed down during the electoral
period in Serbia during the first half of 2012, but implementation work continued
(inter alia, on civil registry, university diplomas and freedom of movement). Work
on implementation has accelerated in particular on IBM (integrated border/
boundary management) implementation. The dialogue continued at high political
level in October and three meetings between Prime Ministers Daci¢ and Thagi
took place between October and December 2012.

Mostar, Bosnia and

Herzegovina.
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Pre-accession assistance — IPA

In 2012, the overall allocation to the enlargement countries from the Instrument
for Pre-accession Assistance (IPA) amounted to €1.846 billion, including multi-
beneficiary assistance. This compares with €1.746 billion in 2011 and €1.543
billion in 2010. By the end of 2012, pre-accession assistance allocated to those
countries since 2007 added up to a total of €9.298 billion.

ASSISTANCE GIVEN TO CANDIDATE COUNTRIES AND POTENTIAL
CANDIDATES IN 2012

IPA 2012 allocations

(i (in current prices; million €)
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................................................................ C roat|a15559
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KOSOVO ................................. 6880 ..............................
......................................................... M Ontenegr03495
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Turkey ............................... 85632 ..............................
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Assistance to the Turkish Cypriot community for social and economic develop-
ment in 2012 was again €28 million.
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Regional policies and development

Development

This year has seen an overhaul of EU development policies. Some of the most
important changes are highlighted below.

With the adoption of the agenda for change (Commission communication of Oc-
tober 2011 (**) and Council conclusions of May 2012 (*4)) and the new program-
ming instructions, EU development policy will focus on the countries most in need
and on areas where the EU can have the greatest impact in terms of poverty re-
duction. In addition, priority will be given to issues such as governance, human
rights and sustainable and inclusive growth. The aim is to achieve higher impact
and greater visibility, reduce transaction costs and foster greater coherence be-
tween different policies and actors.

New ideas to attract funding are also high on the agenda and in compliance with
the objectives of the agenda for change. They have been set out in the joint
communication (%), which aims to increase the impact of EU resources by devel-
oping partnerships with other financing sources such as the private sector and
the development banks, and through the application of the latest aid-effective-
ness policies.

Aid for trade and import preferences

The EU and its Member States have once again been confirmed as the lar-
gest provider of aid for trade in the world, despite the current economic cri-
sis. The EU accounted for around a third of total worldwide aid for trade,
totalling some €10.7 billion committed. Aid for trade helps countries to de-
velop trade strategies, build trade-related infrastructure and improve their
productive capacity in order to encourage growth and reduce poverty.

The EU has also revised the import preference scheme — known as the
generalised scheme of preferences (GSP) — for the developing countries
most in need, which will take effect from 1 January 2014. The new scheme
will focus on fewer beneficiaries (89 countries) to ensure more impact on the
countries most in need. At the same time, more support will be provided to
countries which are serious about implementing international human rights,
labour rights, and environment and good governance conventions.
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Strengthening budget support and domestic resource
mobilisation

In May 2012 the Council endorsed the Commission communication on the future
approach to EU budget support to third countries ('¢). Budget support, as a ‘vector
of change’, aims at addressing five key development challenges:

» promoting human rights and democratic values;

» improving financial management, macroeconomic stability, inclusive growth
and the fight against corruption and fraud;

» promoting sector reforms and improving sector service delivery;

» state building in fragile states and addressing the development challenges of
small islands developing states (SIDS) and overseas countries and territories
(OCTs); and

» improving domestic revenue mobilisation and reducing dependency on aid.

In 2012 the European Commission strengthened its support for a tripartite initia-
tive (with the World Bank and the OECD) launched in 2011 on transfer pricing. The
objective is to build capacity in developing countries to monitor and audit the in-
ternational costing practices of multinational companies. The Commission also
launched a legislative initiative on country-by-country reporting to improve the
transparency of payments by listed and large European multinationals in the
extractive and logging industries to host governments (taxes, levies, royalties,
etc.).

Millennium development goals

The European Union is committed to reaching the millennium development goals
(MDGs) by 2015. The MDGs have been a powerful tool for political mobilisation
on development issues over the past 10 years. However, while some successes
have undeniably been achieved (access to drinking water for example), important
progress is still needed in other fields (child and maternal health for instance).

With the UN millennium development goals review scheduled for the autumn of
2013, the Commission has launched discussions on a possible international de-
velopment agenda after 2015.

Thirty-two million people benefited from EU actions on
water

Contributing to the MDG of access to water and sanitation is at the core of
the EU’s work on reducing poverty. The EU MDG initiative allocated an extra
€1 billion for African, Caribbean and Pacific (ACP) countries to help them
meet the most off-track MDGs (as well as to further support those who have
made particularly good progress). Water and sanitation is one of the four
MDGs being specifically targeted by the initiative, with €266 million of aid
being granted.
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Sustainable agriculture and food and nutrition security are at the top of the EU’s
long-term development cooperation agenda. Over the past years the world has
witnessed an increase in disasters, such as droughts and floods, and persistently
recurring stress factors, such as high food prices. For countries where food inse-
curity is chronic, those factors have increased the vulnerability of the poorest. The
EU has been stepping up its support to strengthen resilience to such shocks. The
EU is determined to enhance its support to provide the three key requirements of
water, energy and food. These efforts have indeed been reflected in the 2012
European report on development Confronting scarcity: Managing water, energy
and land for inclusive and sustainable growth, where development orientations
are provided to integrate the interrelated sectors of water, energy and land.

Employment, social protection and social inclusion

In August the Commission adopted the first ever communication on social protec-
tion in EU development cooperation (*7). It outlines how future EU aid should work
to support the development of nationally owned social protection policies and
systems, in line with the agenda for change, which calls for enhanced social
protection in support of inclusive growth. Too often, the most vulnerable (women,
children, the disabled, the elderly) are left behind in the creation of wealth. The
lack of social protection represents a strong obstacle to the long-term and sus-
tainable development of both middle- and low-income countries.
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Economic partnership agreements (EPAs)

So far EPAs have been signed with three regions (Cariforum, Pacific (Papua New
Guinea), and eastern and southern Africa), and the focus is now on the implemen-
tation of these agreements. Negotiations between the EU and the other remain-
ing African, Caribbean and Pacific (ACP) regions are ongoing and significant pro-
gress with some regions has been achieved over the last months. The EU remains
convinced that EPAs, providing privileged access for ACP countries to the EU
market, will create the right framework to foster sustained growth and invest-
ment.

Responses to humanitarian crises

The 20th anniversary of ECHO

Established 20 years ago, the European Commission’s humanitarian department
(ECHO) is today a flagship of European solidarity, and is at the forefront of inter-
national efforts to save lives and relieve suffering.

In the past 20 years, ECHO has provided €14 billion to meet the basic needs of
people caught in conflicts and affected by natural disasters. Taken together,
Europe — the Commission and the Member States — is the world’s largest relief
aid donor.

Over the past years, the Commission has provided €1 billion of assistance annually
to nearly 150 million people in over 80 countries outside the European Union,
which represents less than 1 % of the European Union’s total budget.

Setting-up of the EU Aid Volunteers (European Voluntary Humanitarian Aid
Corps)

Based on the experience of the 2011 and 2012 pilot projects and extensive
consultations with humanitarian organisations and other stakeholders, the Com-
mission adopted in September a draft regulation (:8) to establish the corps. It is
proposed that the EU Aid Volunteers will be fully functional as from 2014 and will
train and send out some 10 000 humanitarian volunteers over the following
years.
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Regional policies

Western Europe

Cooperation with European Free Trade Association (EFTA) countries

Close ties between the EU and Iceland, Liechtenstein and Norway were further
strengthened, both bilaterally and within the framework of the European Eco-
nomic Area (EEA). Particular efforts were made throughout 2012 with a view to
addressing the large number of outstanding EU acts related to the single market
which had not yet been incorporated into the EEA agreement. In December 2012
the EEAS and the Commission submitted their review of the functioning of the
EEA for discussion with the EU Member States. The EU-EEA Council met in May
and November 2012.

EU cooperation with Switzerland intensified with the conclusion of an administra-
tive arrangement for cooperation between the European Defence Agency (EDA)
and the Swiss Armament Office and the extension for 2 years of Switzerland’s
participation in the Euratom research framework programme (Euratom FP7).

The Council gave its political assessment of the relationship with the four EFTA
countries in its conclusions dedicated to this subject of 20 December 2012 (*9).

Andorra, Monaco and San Marino

On 20 November the Commission adopted a communication on enhancing the
EU’s relations with Andorra, Monaco and San Marino (?°), which set out five op-
tions for their closer integration with the EU. The December Council adopted
conclusions welcoming the communication and inviting the Commission to con-
tinue its analysis of two options: the participation of these small-sized countries
in the European Economic Area and the negotiation of one or several framework
association agreements with them.

Regional cooperation in south-east Europe

Significant progress was achieved in regional cooperation in south-east Europe
(SEE) with the support of the EU, and steps were taken that contributed to re-
gional reconciliation, including through initiatives such as the Igman initiative and
RECOM (Commission for Reconciliation). Cooperation within specific sectors also
advanced, including the energy community, the Central European Free Trade
Agreement (CEFTA) and the Regional School for Public Administration (ReSPA).
The Regional Cooperation Council (RCC) continued the implementation of its
strategy and work programme 2011-13, which had been drawn up with the help
of the EU. It also became involved in a new initiative, SEE 2020, which aims at
adapting the Europe 2020 process to the needs and conditions of the countries
of south-east Europe. A new RCC Secretary-General, Goran Svilanovic, was ap-
pointed in June 2012.
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Arctic/northern dimension

The new joint communication (*!) by the HR/VP and the European Commission
concerning the Arctic region adopted in June 2012 underlines that, as the Arctic
is changing rapidly and fundamentally, developments in the region are of in-
creasing strategic, economic and environmental importance to the European
Union. The EU wants to engage more with Arctic partners to address the common
challenges of sustainable development and effective environmental protection in
a collaborative and constructive manner. The communication proposes steps for
the EU’s constructive engagement in the Arctic which can be summarised in three
words: knowledge, responsibility and engagement.

The northern dimension policy and its structures provide a framework for practi-
cal, result-oriented cooperation, in which the EU and its Member States work to-
gether with Russia, Norway and Iceland in jointly adopted projects. The establish-
ment of the support fund to finance the Transport and Logistics Partnership’s
activities follows the model set out in the Environmental Partnership and
strengthens the EU’s approach in northern regional cooperation.

Africa

Good governance, respect for human rights and economic reforms have remained
priorities in EU policy towards Africa. In support of relevant regional organisa-
tions, the EU has been engaged in trying to find solutions to political problems in
countries under Article 96 of the Cotonou Convention (Guinea, Guinea-Bissau,
Madagascar, Zimbabwe). The EU has supported the constitutional transfer of
powers in Ethiopia and Malawi. It has also provided assistance to electoral pro-
cesses in several countries including Ghana, Senegal and Sierra Leone.

The close cooperation with the African Union (AU) is embedded within the joint
Africa—EU strategy (JAES), which is the overarching framework for cooperation
between the two continents. The strategic partnership was consolidated by pol-
itical contacts at the level of the HR/VP and other senior officials, regular contacts
between the two commissions and a series of concrete thematic initiatives at the
political and technical levels.

Sahel/Mali

Since 2010, in close coordination with the governments of Mali, Mauritania and
Niger, the EU has prepared and implemented the EU strategy for security and
development in the Sahel with the objective of simultaneously promoting secur-
ity, good governance and development at local, national and regional levels.

The crisis which arose in Mali in 2012 highlighted the relevance of this compre-
hensive approach. A durable solution to the political and security crisis in Mali is
necessary for peace and development throughout the Sahel. But Sahel-wide se-
curity and development issues must be addressed also, including in Mali.

In 2012 specifically, the EU accelerated the implementation of the strategy in
Mauritania and Niger. In Niger, a new EU mission (EUCAP SAHEL) was launched in
July to train internal security forces and reinforce coordination with Mali and
Mauritania to tackle criminal activities including drug trafficking and terrorism.
Projects were also launched and future projects were planned in the security
sector and on other dimensions of the strategy, including counter-radicalisation.
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In Mali, the EU is determined to make a substantial contribution to reconstructing,
stabilising and building a lasting peace, in the north of the country in particular.
In the short term, the EU is committed to meeting a request made officially by
the government of Mali to help modernise and train the Malian defence forces,
under legitimate civilian control. This EU training mission will also address the
need to help restore the chain of command, generate a credible threat of force
and inculcate respect by the military of international humanitarian law. The EU is
also committed to contributing financial support to an African-led international
support mission in Mali.

This EU engagement is part of a comprehensive political support for the restor-
ation of state authority, political transition, reunification and stability in Mali.

Food crisis in the Sahel

The acute food and nutritional crisis in the Sahel affects 18 million people, with
8 million people and more than 1 million children considered at serious risk. The
European Commission has allocated an additional €164.5 million to reinforce and
complement existing development actions on food security in the region. This is
in addition to funding in the food security sector in Burkina Faso, Chad, Mali,
Mauritania, Niger and Senegal of about €220 million.

STATE OF VEGETATION IN THE SAHEL IN AUGUST 2011,

JOINT RESEARCH CENTRE

The food crisis in the Sahel in 2012 was partially caused by poor crop yields in certain
parts of the Sahel in 2011 due to drought.
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Furthermore, in 2012 the EU announced that additional efforts must be made to
protect people’s livelihoods in fragile environments, with the allocation of €250
million to support immediate recovery activities in the Horn of Africa (‘Supporting
the Horn of Africa’s resilience’ — SHARE), while €320 million was being mobilised
to address the root causes of food insecurity in the Sahel. In June 2012 the EU
launched a second initiative to bring a permanent end to hunger and malnutrition
in the Sahel region through a global partnership known as AGIR-Sahel (Alliance
Globale pour l'Initiative Résilience).

Democratic Republic of the Congo (DRC)

In 2012 renewed volatility in the country’s political and security situation was
caused both by the difficulties in the aftermath of the presidential and parlia-
mentary elections of 28 November 2011 and by the resumption of the Kivu/
eastern DRC conflict following the secession of the March 23 Movement (M23)
from the national Congolese army (FARDC) in April. The EU election observation
mission made a series of recommendations in order to improve the next stages
of the current electoral cycle (provincial and local elections), including the restruc-
turing of the national electoral commission, a reform that was achieved and en-
dorsed by the DRC parliament later in 2012.
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In the eastern DRC, the EU has promptly mobilised its efforts and diplomatic in-
struments, sparing no effort to contain the conflict and its humanitarian conse-
quences. President Van Rompuy participated on 17 September 2012 in a UN
high-level meeting on the situation in the eastern DRC, attended also by Joseph
Kabila, President of the DRC, and Paul Kagamé, President of Rwanda. This was
the occasion to condemn the rebellions in the DRC and to encourage political
solutions based on dialogue. The HR/VP has closely followed the situation and has
passed clear messages to the presidents of the DRC and Rwanda to call for re-
straint while encouraging the search for solutions. Public statements have been
made by the HR/VP condemning the M23 and the armed groups active in the DRC,
but also reminding all parties of their specific responsibilities in the process, in-
cluding the need to allow humanitarian access to endangered populations. The
Council conclusions on the situation in the eastern DRC (25 June, 19 November
and 10 December) reiterated the need to respect the sovereignty and integrity of
the DRC, while condemning all types of support to the M23. Addressing the root
causes of conflict is essential to facilitate the internal consensus in the Kivus
region and the resumption of a positive regional dynamic in the Great Lakes region.

Asia

Association of Southeast Asian Nations (ASEAN)/Asia-Europe Meeting
(ASEM)

The EU and ASEAN intensified relations on the basis of a plan of action for the
period 2013-17 adopted at the 19th EU-ASEAN foreign ministers’ meeting in
April in Brunei. The HR/VP also attended the 19th ASEAN Regional Forum minis-
terial meeting in July in Phnom Penh, where she also had the opportunity to sign
the EU’s accession to the Treaty of Amity and Cooperation in Southeast Asia to-
gether with the 10 ASEAN foreign ministers. Further advancing the dialogue on
issues of mutual security concern, the EU-ASEAN senior officials’ consultation on
terrorism and transnational crime took place in Bangkok in September 2012.

In 2012, the EU significantly upgraded its relations with Asia. In particular, the
ninth ASEM Summit held in 2012 in Laos allowed Europe and Asia to continue a
region-to-region dialogue. The EU is negotiating ambitious free trade agreements
with several countries in ASEAN: the EU and Singapore completed negotiations in
December on one of the most comprehensive free trade agreements the EU has
ever negotiated. It will create new opportunities for companies from Europe and
Singapore to do business together, as the growing Singaporean market offers
export potential for EU industrial, agricultural and services businesses. In addi-
tion, negotiations with Malaysia and Vietnam are ongoing. In addition to the lib-
eralisation of the trade in goods, topics covered include government procurement,
sustainable development, services and investment, intellectual property and
competition.
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Iran

The EU remains fully committed to seeking a diplomatic solution to the Iranian
nuclear issue through negotiations based on the Non-Proliferation Treaty (NPT)
and the full implementation of all relevant UN Security Council and International
Atomic Energy Agency (IAEA) Board of Governors resolutions. The HR/VP, together
with the E3+3 group of China, France, Germany, Russia, the United Kingdom and
the United States, has continued her efforts to engage Iran in a serious negoti-
ation process, including through several rounds of talks this year. Iran was urged
to take concrete and practical steps aimed at building confidence in the exclu-
sively peaceful nature of the Iranian nuclear programme, and to comply with all
its international obligations in order to address the serious concerns of the inter-
national community. Moreover, Iran has to fully cooperate with the IAEA in order
to resolve outstanding issues, including those pointing to possible military dimen-
sions.

In response to the concerns over Iran’s nuclear programme, the EU has applied
sanctions against Iran, implementing both UN decisions and autonomous meas-
ures. In response to renewed concerns based on a November 2011 IAEA report, in
January 2012 the Council adopted a new round of strong sanctions against Iran,
including a prohibition on the import of Iranian crude oil and petroleum products.
Moreover, due to Iran’s failure to engage seriously in negotiations, the Council
decided to impose a further package of strong sanctions in October 2012, to
again confirm its commitment to the dual-track approach, including sanctions.

The EU continued to raise concerns over the deteriorating human rights situation
in Iran. It condemned the large increase in the number of executions that has
made Iran one of the most prolific users of capital punishment worldwide. The EU
also expressed concerns over Iran’s failure to protect and respect the fundamen-
tal freedoms of its citizens, such as freedom of expression, assembly, and religion
or belief. In this light, the EU condemned the systematic repression of political
opponents, artists, bloggers, filmmakers, journalists and women, as well as
people belonging to religious or ethnic minorities. The EU has applied sanctions
targeting those responsible for serious human rights violations in Iran, which
were strengthened in March 2012. The EU supports the mandate of the UN Spe-
cial Rapporteur on the Situation of Human Rights in Iran, Ahmed Shaheed, and
advocates for facilitation of his visit to Tehran.

Iraq

The signature of a partnership and cooperation agreement with Iraq on 11 May
gave impetus to developing EU-Iraq relations. Both sides committed to an early
implementation based on the provisional application of the agreement as a
whole, including the trade agreement, which started on 1 August, allowing the
first joint meetings to take place as early as the beginning of 2013.

Yemen

The EU has been among the main international partners supporting Yemen'’s
elected President, Abd-Rabbu Mansour Hadi, through the first steps of a delicate
and challenging transition process. International support remains essential in
empowering the president and the transitional government and avoiding an
escalation of violence in the country.
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Burma/Myanmar

The EU established a new office in Yangon, inaugurated by the HR/VP on 28 April
during her visit to the country, and has closely followed the positive recent polit-
ical developments in the country. The EU announced in February an exceptional
package of development assistance for 2012-13 of €150 million, of which €96
million was already committed by September 2012 to support better access to
education, health and livelihoods for the Burmese population, but also to provide
capacity-building to some key ministries. The EU is also fully engaged in support-
ing the ethnic peace process, including through its support to uprooted people
affected by conflicts in Myanmar. President Barroso reaffirmed the EU’s support
for the substantial reforms underway during his visit to Burma/Myanmar in No-
vember, while announcing an EU contribution of €700 000 as start-up funding for
the Myanmar Peace Centre.

Afghanistan

The Council conclusions of 14 May 2012 reaffirmed the long-term commitment
of the EU and its Member States to support Afghanistan during transition and the
decade of transformation. The international conferences held in Chicago, Kabul
and Tokyo provided a comprehensive framework for a successful transition in
Afghanistan. At the Tokyo conference in July the EU reaffirmed its long-term
commitment to support Afghanistan beyond 2014. A mutual accountability
framework was established, setting the benchmarks for the continuation of inter-
national community support. Negotiations on the Cooperation Agreement for
Partnership and Development (CAPD) were launched. In 2012 the EU committed
€190 million in support of health and agriculture national priority programmes
(NPPs) and social protection actions addressing women at risk and in conflict with
the law. The programmes are in line with Afghanistan’s national development
strategy and the share of EU assistance ‘on budget’ is progressively increasing.
The EU supports political cooperation between Afghanistan’s neighbours under
the Istanbul process through confidence-building measures.
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Pakistan

The EU continues to support the sustainable development of rural communities.
In the mountainous region in the north-west of the country the Commission funds
the provision of electricity from hydropower to 75 000 households that currently
do not have access to electricity. The Commission also supports the ability of
national and provincial parliaments to exert democratic control. It provides train-
ing and equipment to parliamentarians and support staff. The Commission con-
tinues to help provincial governments in Sindh and Khyber Pakhtunkhwa with
their education reforms in order to bring more children into school, increase the
share of girls that attend school and improve the quality of education. The Coun-
cil in January 2012 approved the EU-Pakistan 5-year engagement plan, which
underpins the EU-Pakistan strategic dialogue launched by the HR/VP with Foreign
Minister Hina Rabbani Khar during her visit to Islamabad on 5 June. These steps
were welcomed in the Council conclusions of 25 June 2012 as an expression of
the deepening and widening of the EU’s relationship with Pakistan. Emergency
autonomous trade preferences for Pakistan were agreed by the EU as part of the
response to the devastating floods. This means that certain goods from Pakistan
can enter the EU duty free or will be subject to certain ceilings (tariff rate quotas).
The measures entered into force in November 2012 and will be in place until 31
December 2013.

Bangladesh

The EU continued to be Bangladesh’s largest trading partner and one of its most
important development partners. The EU has provided assistance to the most
vulnerable elements in society, including refugees and indigenous people.

Maldives
The EU has sought to foster a better political climate in the Maldives after the
‘transfer of power’ in February 2012.

North Korea

The EU’s assistance consisted mainly in linking relief, rehabilitation and develop-
ment (LRRD) interventions in the field of food security and humanitarian aid.
Under the 2011-13 food security thematic programme budget, €20 million has
been allocated to North Korea.
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Vietnam

The EU is discussing with the government of Vietnam a new aid programme
starting in 2013 to improve health-system management and the provision of
health services to the poor, and to achieve universal health coverage. Following
the signature in July of an agreement on a new programme for trade and eco-
nomic cooperation, the EU has confirmed its intention to assist the country in
fostering pro-poor economic growth through its stronger integration into the
global and regional trading systems. This new €15 million initiative is the con-
tinuation of a successful aid programme concluded in June.

Latin America and the Caribbean

EU-LAC FOUNDATION In 2012 further progress was made in implementing the outcomes of the EU-LAC
The EU-LAC Foundation began its work in the beginning of ~ (Latin America and the Caribbean) Summit held in May 2010 in Madrid. The EU
2012 in the city of Hamburg, Germany. It is presided over ~ and LAC partners continued to pursue a joint agenda, notably to sign the agree-
by former Commissioner of the European Union Benita ments concluded in Madrid (Central America association agreement and Colom-
Ferrero-Waldner, with the Peruvian diplomat Jorge Luis bia/Peru trade agreement) and to address priorities in key areas. Preparations for
Valdez Carrillo as Executive Director.  the summit that took place in Santiago de Chile in January 2013 were under-
taken in 2012. The summit’s main theme, ‘An alliance for sustainable develop-
ment: promoting investments of social and environmental quality’, is particularly
relevant to the EU-CELAC (Community of Latin American and Caribbean States)

partnership.

Olaf Scholz, Mayor of
Hamburg, in the centre,
welcomes Benita
Ferrero-Waldner, President
of the EU-Latin America
and Caribbean Foundation,
on the right, next to Jorge
Luis Valdez Carrillo,
Executive Director of the
foundation, on the left, at
the town hall in Hamburg,
Germany.
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With its impressive economic performance, its increasingly solid and widespread
commitment to democratic values and human rights and its rising influence in
multilateral organisations, the Latin American and Caribbean region continued to
increase in importance for the EU during 2012. However, overall relations have
been marked by a worrying trend of restrictive trading practices such as Argen-
tina’s import licensing restrictions, which have affected the commercial dynamic.

Several major advances were made in 2012. The association agreement between
the EU and Central America was signed in June 2012, the same month in which
the free trade agreement with Colombia and Peru was also signed. Another es-
sential step forward was the approval by the Foreign Affairs Council in November
of the EU-Caribbean joint strategy, a significant document for the relations with
the Caribbean subregion.

In 2012 a number of cooperation actions were approved in favour of Latin
America for a total of some €365 million, such as addressing human develop-
ment issues for Brazil, Guatemala and Nicaragua. Others cover social cohesion-
related aspects, such as in Mexico and Uruguay, while others aim at the improve-
ment of the business climate and the economic development of the region, such
as in Nicaragua and Peru. In addition, actions aiming at adaptation to climate
change and the preservation of natural resources were also supported, such as in
Bolivia and Honduras.

The Latin American Investment Facility (LAIF), promoting investment in key infra-
structure for equitable and sustainable socioeconomic development, continued
its successful implementation. Six operational boards were organised, giving ap-
proval to 17 projects and provisional approval to two, with a total LAIF contribu-
tion of €92.8 million leveraging total investments of nearly €3.3 billion.

Overall the EU has been very active in promoting the rule of law and good gov-
ernance in the region. Security continued to be one of the main priorities on the
EU agenda for the LAC region. A new Central America regional strategy on secur-
ity was adopted with EU follow-up through the ‘Group of friends’ mechanism,
bringing together all donors active in the sector. The EU will support some pillars
of this regional strategy through its regional cooperation with Central America.
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Pursuing and strengthening the political dialogue with the region remains a prior-
ity. The EU and the Caribbean countries worked together on a joint regional
strategy which will strengthen the political dimension of their relationship in ad-
dition to trade and development cooperation. The European Commission is very
supportive of the Caribbean Community’s (Caricom) regional integration pro-
gramme and the Caribbean Forum’s (Cariforum) commitment to the economic
partnership agreement (EPA) with the European Union, which governs how the
two regions will cooperate on a wide range of trade-related issues.

Reconstruction of housing and urban planning in Haiti

Haiti remains the poorest country in the Caribbean. A situation which was
already complex before the 2010 earthquake has become far more compli-
cated in the disaster’s aftermath, with numerous infrastructure, social and
political challenges. In line with the Haitian authorities’ priorities, the EU and
EU Member States’ development assistance focuses on the following areas:
infrastructure, water and sanitation, education, health, governance, agricul-
ture and rural development. In 2012 particular focus was given to supporting
housing and sustainable urban development in informal neighbourhoods af-
fected by the earthquake. An additional €23.5 million has been allocated to
an ongoing programme including supporting housing rehabilitation, urban
infrastructure and local administrations’ capacity for territorial planning, dis-
aster risk reduction and land management. This programme, funding for
which totals €59.4 million, will contribute to the transition from emergency
relief to rehabilitation and development.
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THE EUROPEAN INSTITUTIONS AND BODIES AT WORK

The Union’s institutions were fully occupied in dealing with the response to
the financial and economic crisis. There were difficult issues to be considered
and difficult decisions to be made, yet the respective institutions lived up to
expectations in providing comprehensive solutions to very complex problems.
The decisions taken, proposals made, opinions given and legislation enacted
meant that decisive reforms were undertaken to tackle the crisis and provide
a solid basis for recovery. As well as the heavy workload on the financial and
economic front, the institutions and bodies also assumed a substantial charge
of other work in the interests of the citizens of the Union and the wider world.
The role of national parliaments in exercising their new-found remit under the
Lisbon Treaty was also a notable feature of the year.



The European Parliament

Key debates

In the third year of its term, the workload of the European Parliament was rich,
varied and heavy, with a special focus on legislative and policy work on financial
and economic issues. Such matters took up a great deal of the legislature’s time.
Other high-level political debates included the traditional presentation of the
work programme of the rotating Presidencies (Denmark and Cyprus), and the
debate on the State of the Union.

A plenary debate took place in January, concerning political developments in
Hungary, with the Hungarian Prime Minister Viktor Orban in attendance at his own
request. The Council Presidency and José Manuel Barroso, the President of the
Commission, gave carefully measured statements focusing, in particular, on the
question of the compatibility of certain Hungarian legislation with EU law, and
also insisting on the wider respect of fundamental values and rights. The Febru-
ary plenary adopted a follow-up resolution, expressing ‘serious concern at the
situation in Hungary’, and called on the Hungarian government, ‘in the joint inter-
est of Hungarian citizens and the European Union’, to comply with the recom-
mendations, objections and demands of the European Commission, the Council of
Europe and the Venice Commission (the European Commission for Democracy
through Law). The Commission was called on to monitor closely the possible
amendments and the implementation of Hungarian laws and their compliance
with the letter and spirit of the European treaties and to conduct a thorough
study on a number of key principles and areas.

The second half of the year started with a similar debate reviewing the political
situation in Romania. The Commission emphasised its impartiality as the guard-
ian of the treaty, while noting the necessity of monitoring judicial systems in all
Member States.

The Parliament also held a dedicated plenary debate on the issue of the Internet
site launched by the Dutch PVV party, giving its almost unanimous condemnation.

Finally, developments in the Council led to the Danish Presidency coming under
pressure at the end of its term following the Council’s decision to change the legal
base of the Schengen package. As Schengen had become a crucial issue, the
Parliament held another debate in July on the many breaches of Schengen rules
(11 cases cited by the Commission) to highlight the need for an EU mechanism
based on the Community method.

One of the more significant developments of the year was the rejection by the
Parliament of the Anti-Counterfeiting Trade Agreement (ACTA) in July. While the
Commission had decided to refer ACTA to the Court of Justice of the European
Union for an opinion of the Court pursuant to Article 218(11) of the Treaty on the
Functioning of the European Union (TFEU) on its compatibility with the treaties, it
decided in December to withdraw its request.
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The Parliament’s role in the economic and
financial crisis

Besides political developments, the main focus of the plenary debates was the
current economic crisis and exit strategies as well as longer-term projects to-
wards further economic, monetary and fiscal integration. These debates had
President Barroso as a regular contributor, alongside Olli Rehn, European Com-
mission Vice-President responsible for Economic and Monetary Affairs and the
Euro, and the President of the European Council Herman Van Rompuy at times.
President Barroso regularly updated the Parliament about the Commission’s
plans and concrete proposals to tackle the crisis (including presentations of the
Commission’s topical communications on the employment package and ‘Growth
for Greece’, as well as of the Commission’s annual growth survey for 2013 and
of its blueprint for a deep and genuine economic and monetary union (EMU)), and
repeatedly argued for the necessity of combining financial stability and fiscal
consolidation with sustainable growth and job creation. In particular, he kept a
strong focus on the Community method, firmly rejected any divisive discussion
about ‘winners and losers’ and, in May, suggested to the Parliament the conclu-
sion of an interinstitutional agreement on the growth initiative. Over the course
of the year it was noticeable that, while attention continued to be paid to sys-
temic governance issues, more and more attention also fell on the fall-out from
the crisis; leaders and other Members increasingly took up the theme of the ur-
gency of tackling the growing social crisis.

In the second half of the year, drawing on President Barroso’s State of the Union
speech and the ensuing key documents presented by the Commission (banking
union/single supervisory mechanism proposals, blueprint for EMU) but also in
reaction to the ‘four Presidents’ report’ and own-initiative opinions, the Parlia-
ment’s attention shifted progressively towards the strategic and structural ques-
tions of the future architecture of EMU/EU. Throughout these deliberations the
Parliament focused on the need to enhance the democratic legitimacy of eco-
nomic governance, through extended powers for the Parliament. Greece figured
prominently in these debates, with institutional leaders and others repeatedly
making the case for solidarity with the country and its people, while also stressing
the importance of both Greece and others standing by their commitments.
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A debate took place in February with Italy’s Prime Minister Mario Monti, who re-
ceived a standing ovation from MEPs. His speech about the economic reforms in
Italy was well received and leaders of the political groups praised him for putting
the Italian economy back on track and implementing fiscal discipline. Further
specific debates took place on various issues strongly related to the EU’s crisis
response. These included debates on: the European semester and the implemen-
tation of its 2012 cycle; the annual growth survey (the Parliament’s resolution
called for more efforts on growth, employment and poverty and efforts by
Member States to implement their structural reforms; the Parliament’s Rappor-
teurs also urged the Commission to report on Member States’ implementation of
the recommendations); on growth; on the banking union; on the European Global-
isation Adjustment Fund crisis derogation; on reprogramming of the Structural
Funds to better combat youth unemployment and help SMEs; on combating tax
fraud and tax evasion; and on the youth opportunities initiative. During the year
the Parliament adopted various important resolutions on economic and monetary
developments.

Important efforts were also made to secure agreement on various key legislative
files/packages related to economic governance. These included the economic
governance ‘two-pack’, the CRD IV proposals on capital requirements and the
banking union/single supervisory mechanism.

State of the Union address 2012

In September, the President of the European Commission delivered his annual
speech on the state of the Union before the European Parliament, where he made
a strong case for a new direction and new thinking for Europe. President Barroso
sketched out the way towards more European unity to overcome the crisis and
maintain sovereignty in a globalised world. These efforts should be part of a
wider decisive deal for Europe — to project our values, our freedom and our
prosperity into the future of a globalised world, including the completion of a
deep and genuine economic union, coupled with a deeper political union.

José Manuel Barroso.

President of the European
Commission, addresses the
European Parliament
during the State of the
Union debate in
Strasbourg, France.
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In this context, he called for a federation of nation states and announced a
blueprint for deeper economic and monetary union. The adoption of a Commis-
sion proposal the same day to establish a supervisory mechanism for banks in
the euro area was an important step in this direction. Mr Barroso also insisted on
the need to reach an appropriate agreement on the multiannual financial frame-
work for the period 2014-20.

He underlined the importance of a strengthened European Parliament and the
need for complementarity and cooperation between the European and national
parliaments. In this context, he referred to the Commission’s proposal of the
same day for a better statute for European political parties (}). In view of the
2014 European elections, he suggested that all European political parties should
present their candidate for the position of Commission President as a means of
deepening pan-European political discourse.

The President emphasised the need for solidarity, maintaining the integrity of the
Union, and strongly encouraged pro-European forces to face up to the challenge
posed by populist and extremist forces and to make every effort to communicate
the real impact and positive benefits of European integration. The debate showed
a clear divide between the overwhelming majority of pro-European forces wel-
coming the President’s ambitious speech, and, in a substantial minority, those
rejecting the raison d’étre of European integration.

Following up on President Barroso’s State of the Union speech, the Commission
adopted its work programme for 2013 in October 2012, setting out measures to
tackle the crisis and return the EU to sustainable growth. The work programme
outlined what action was needed — including 58 new initiatives to be adopted
and taken forward before the European elections in June 2014.

Legislative work

The legislative workload increased throughout the year and by autumn it had
become very heavy.

First reading agreements were reached (with the Council) and approved by the
plenary on a number of files especially relevant for the economic crisis (project
bonds, over-the-counter derivatives (EMIR), risk-sharing instruments for Member
States facing serious difficulties with respect to their financial stability) or with
direct benefits for citizens and businesses (roaming charges, succession and
European Certificate of Succession, interconnection of business registers, techni-
cal requirements for direct debits and credit transfers in euro, coordination of
social security systems); European standardisation; energy efficiency; pharma-
covigilance; minimum standards on the rights, support and protection of victims
of crime; jurisdiction and the recognition and enforcement of judgments in civil
and commercial matters (‘Brussels I'); and the European Year of Citizens 2013.

One of the legislative highlights of the year was the adoption of the European
patent package in December, after lengthy negotiations.
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Some files could be successfully adopted at a later stage in the legislative pro-
cess; early second reading agreements were reached among others on spectrum
policy, on food distribution to the most deprived, on the European Refugee Fund
and on the single European railway area. The Environment, Public Health and
Food Safety Committee files on waste electrical and electronic scrap (WEEE) and
on biocides were subject to second reading agreements after protracted negoti-
ations, and only after some Commission declarations clearly stating reservations
on some important institutional points. In some cases the Parliament preferred to
adopt a first reading position, thus sending out a strong signal to the Council. This
was the case for instance on the Lisbon alignment package and the deposit
guarantee schemes proposal.

Under the consultation procedure, the Parliament, inter alia, endorsed by a com- Annual visit to the
fortable majority its position on the common corporate consolidated corporate European Commission of a
tax base (CCCTB) proposal. delegation of Committee

Chairs of the European
Also under the consultation procedure, the plenary overwhelmingly adopted a Parliament.

report and legislative resolution on the common system for taxing financial
transactions, which included a call for parts of the revenues of a future financial
transaction tax to be used as EU own resources

Political agreement between the Parliament and the Council on two asylum in-
struments, the Dublin regulation and the reception conditions directive, repre-
sented an important step towards establishing the Common European Asylum
System.

The House rejected a series of initiatives:

» The ‘groundhandling’ proposal included in the airports package, aiming at
opening a number of services from two to three providers, was subject to
strong lobbying and sent back from plenary to the Transport and Tourism
Committee for renegotiation.

» Also in December, the plenary rejected the Commission proposal on European
statistics on safety from crime, unconvinced of the added value of the €12
million of planned expenditure.
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On the other hand, a wide range of important items of legislation were passed:

» After a previously failed attempt, the Parliament endorsed in April by a very
large majority the new EU-US agreement on air passenger name records
(PNR) which will replace the 2007 agreement.

» Another controversial issue proved to be the EU-Morocco Agreement on
Reciprocal Liberalisation Measures on Agricultural Products and Fishery
Products; despite a difficult debate the plenary finally gave its approval.

Similarly, the Parliament gave, by a narrow majority, its consent to the conclusion
of the EU-Israel Agreement on Conformity Assessment and Acceptance of Indus-
trial Products (ACAA).

Non-legislative/own-initiative reports/debates

Apart from the political, economic and legislative debates highlighted above, the
Parliament also proved to be very active on topical issues for the EU and the
wider world. Accordingly, a large number of non-legislative debates also took
place, giving an opportunity for the Parliament to set out its views on various is-
sues.

Topics discussed in various formats included the following: the Durban Climate
Change Conference and the Rio+20 Conference; the situation one year after
Fukushima; the situation of the homeless after the cold winter; migrants in
Greece; the legal security of European investments outside the EU; measures to
protect the EU market from unusually low-priced imports of Chinese origin, espe-
cially photovoltaic panels; the future of the Single Market (Act) and citizens and
businesses’ prevailing top 20 concerns related to the functioning of the single
market; SMES’ access to financing and external markets; restructuring in the EU
car industry and the future of the EU steel industry; card, mobile and Internet
payments; shadow banking; the social business initiative; the situation of Euro-
pean milk producers; the management of the sugar sector; the food supply chain
and the definition of locally produced food; the EU biodiversity strategy 2020; the
fight against homophobia; visa-free travel to Canada and the introduction of
Swiss quotas for residence permits for EU nationals; the revision of the data
protection framework; defective silicone breast implants; the rights of people
travelling by air; and the protection of children in the digital world. The long and
lively debate on shale gas also deserves mention.
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In some cases the Parliament reacted to issues already under consideration by
the Commission (such as the feasibility of introducing stability bonds, the law
applicable to contractual relations, trafficking in human beings) and in several
cases the Parliament urged the Commission to step up its action and eventually
propose legislation. Notable examples included the call for a proposal (within the
framework of Directive 2007/46/EC) in order to ensure the mandatory deploy-
ment of a public, 112-based e-call system by 2015 in all new, type-approved cars
and in all Member States, and the call to submit (if justified by an impact assess-
ment) by January 2013, on the basis of Article 114 TFEU, a proposal for a direct-
ive ensuring access to basic payment services to all consumers legally residing in
the Union.

Strong messages and innovative ideas were also formulated in a large number of
other reports, such as a competitive digital single market (with e-government as
a spearhead), equal pay for male and female workers, the single market score-
board, the future of the single market and the EU citizenship report 2010 ‘Dis-
mantling the obstacles to EU citizens’ rights’, which calls for the European Year of
Citizens 2013.

Foreign affairs

In the field of foreign affairs, the Parliament discussed a significant number of
topical issues, such as the situation in the Middle East and north Africa. The de-
bates focused in particular on Syria, Iran’s nuclear programme, the conflicts in
northern Mali and between Sudan and South Sudan, and human rights situation
in many parts of the world (including Azerbaijan, Belarus, Egypt, Russia, Tunisia
and Ukraine). The House also discussed more long-term and structural questions
(the annual report on the common foreign and security policy, EU foreign policy
towards the BRICS countries (Brazil, Russia, India, China and South Africa), the
annual report on human rights). Apart from debating the Commission’s enlarge-
ment reports on specific countries (Albania, Bosnia and Herzegovina, Iceland,
Kosovo (2), Montenegro, Serbia, Turkey and the former Yugoslav Republic of
Macedonia, the Parliament endorsed its horizontal approach to the EU’s enlarge-
ment policy. As regards foreign trade, the enhanced participation of the European
Parliament in EU trade policy, as provided for by the Lisbon Treaty, was reflected
in a busier trade agenda. At the centre of the debates were the Anti-Counterfeit-
ing Trade Agreement (ACTA) and numerous other trade agreements with, for ex-
ample, Colombia, Morocco and Peru.

The link between human rights and trade was strongly stressed by the Parlia-
ment’s annual human rights report, which stated that all free trade agreements
signed with non-EU countries should include clauses promoting social cohesion
and ensuring respect for social, environmental and labour standards and the
sound management of natural resources, in particular land and water.

The Parliament’s Sakharov Prize was this year awarded to two Iranian activists,
lawyer Nasrin Sotoudeh and film director Jafar Panahi, acknowledging their plight
and their outstanding efforts in their incessant struggle for human dignity, funda-
mental freedoms and political change in Iran.
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Martin Schulz, top left,
President of the European
Parliament, during the
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not allowed to leave Iran.



192

‘Here, today, | issue a challenge to anyone who claims

that more Europe can be achieved with less

parliamentarianism!” — Martin Schulz, Strasbourg, France,

Martin Schulz, President of
the European Parliament,
giving a press conference

in Strasbourg, France.

17 January 2012.
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Last but not least, the end of the year was marked by the award of the Nobel
Peace Prize 2012 to the European Union; upon return of the EU delegation from
Oslo the Parliament held a ceremony in the hemicycle in December, with 20
European citizens being selected to receive a symbolic certificate of the prize.

Institutional developments

This year the Parliament reached the half-way point of its mandate and therefore
at the start of the year it carried out a ‘recomposition’, i.e. renewal of leading
functions (President, Vice-President, Quaestors, Committee Chairs and Vice-
Chairs). Most notably; the Parliament confirmed, as expected, Martin Schulz as its
new President for the remainder of the seventh legislature. Mr Schulz’s pro-
gramme speech focused on serving the citizens of Europe, in particular by secur-
ing the future of the younger generation, and on defending the European project
and its institutional and procedural coherence, including democratic accountabil-
ity and the role of the European Parliament itself. The new President made a
strong case for the Community method and pledged to work to give the Parlia-
ment a powerful voice, positioning it as a central place for debate, as well as to
defend all Members’ rights, hoping that those not having voted for him ‘will be
pleasantly surprised’.
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Among the developments in the institutional field, the following can be high-
lighted:

» At the April part-session, the Parliament welcomed the arrival of 12 Croatian
observer MEPs. The Parliament decided in March to set up a special committee
on organised crime, corruption and money laundering.

» In May, and under the special legislative procedure, the Parliament adopted a
draft report setting out its wishes for the alignment of its rules on Committees
of Inquiry with the provisions of the Lisbon Treaty. The legislative resolution
was not voted on in view of forthcoming negotiations with the Council and the
Commission.

» The Parliament held a short debate in July on the preparation of the
Commission work programme for 2013. A second debate was held in
September, just after the adoption by the Commission of the programme. In
September, as every year, the Parliament adopted an own-initiative report on
the Commission’s annual report on subsidiarity and proportionality. The text
contains a series of recommendations, including some ‘ground-breaking
ideas’, such as a review of the 2003 interinstitutional agreement on better
regulation, a review of the timescale currently applied for the subsidiarity
check by national parliaments and an assessment of the need to lay down
EU-wide criteria for the application of subsidiarity and proportionality.

» The November plenary adopted a non-legislative resolution on the European
Parliament elections to be held in 2014, which among other things urges the
European political parties to nominate candidates for the Presidency of the
Commission and expects those candidates to play a leading role in the
parliamentary electoral campaign.
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» The European Parliament played an important role in various institutional
nominations. In November, in a secret ballot and with a comfortable majority,
the Parliament gave a favourable opinion regarding the Council’s intention to
appoint Mr Tonio Borg as new Commissioner for Health and Consumer Policy.
Mr Borg had previously undergone a hearing organised by the competent
parliamentary committee.

Hearing at the European » The Parliament modified its internal rules of procedures on several issues with

Parliament of Tonio Borg, interinstitutional implications. The most noteworthy were the revision of
Commissioner-designate Article 70 on the rules applicable to interinstitutional negotiations with a view

for Health and Consumer to first reading agreements and of Rule 42 on legislative initiatives according
Policy. to Article 225 TFEU. In both case the European Parliament fixed more detailed

rules for the transparency and democratic control of the process (in the first
case) and the submission and the eligibility of the initiatives and their handling
inside the Parliament (in the second).

Court of Justice’s ruling on Strasbourg

The Court of Justice’s judgment concerning the Parliament’s calendar of
periods of part-sessions for 2012 and 2013 was announced to the plenary
in December. The Court decided that the Parliament’s amendments to merge
the two plenary sessions in October into one week were not in line with the
treaties’ requirements concerning the seats of the institutions. The Parlia-
ment’s calendar for 2013 will have to be adjusted accordingly (%).
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Parliamentary questions

Following the huge increase of past years, questions continued to be numerous in
2012, with a total of almost 12 000 written questions. As part of the effort to
make the work of the plenary more attractive to MEPs and the public, ‘question
time’ with the Commission has been held with a new format. Within the scope of
topics decided beforehand, Members have spontaneously asked questions to a
group of commissioners (‘catch-the-eye procedure’). Topics discussed this year
included: the services sector; the services directive and increasing competitive-
ness; growth and employment in Europe; the EU’s role in stimulating the com-
petitiveness of Member States’ economies; employment rights in a Europe of
open borders; the state of play of the energy market acquis; and boosting Europe’s
industry for growth and jobs. While the experience of the new format was on the
whole positive, its functioning is being examined.

Budget and budgetary control

As regards the Discharge 2010 procedure, after a consensual and constructive
debate held in May, with the much-appreciated participation of the Danish Presi-
dency, the Parliament granted the 2010 discharge to the Commission by a large
majority. The Commission welcomed the Parliament’s position and emphasised
its commitment to respond positively to the Parliament’s requests. The Parlia-
ment also granted discharge to the other institutions and bodies, with the excep-
tion of the Council and three agencies (the European Medicines Agency (EMA), the
European Food Safety Authority (EFSA) and the European Environment Agency).
In November, the Parliament decided to grant discharge to the EMA and EFSA,
although it refused to grant discharge to the Council, deploring the attitude of the
Council which was deemed to obstruct democratic control as well as transpar-
ency and accountability vis-a-vis Union taxpayers.

As regards the Discharge 2011 procedure, the November plenary session
launched the new discharge cycle, with President Vitor Manuel da Silva Caldeira
presenting the Court of Auditor's Annual Report 2011.

The Parliament held a series of debates on the annual budget for 2013 in line
with the different phases of the budgetary procedure.

» In February, the Parliament adopted with an overwhelming majority its
guidelines for ‘Budget 2013 (sections other than the Commission)’, calling for
a freeze of the institution’s administrative budgets at the rate of expected
inflation. In July, the plenary debated and adopted with a large majority the
Parliament’s mandate for the 2013 budget. There was general agreement
among the major groups that the EU budget constitutes an investment budget
and that it is the Union’s most effective instrument for supporting measures
for more growth and jobs.

» In April, the plenary voted with an overwhelming majority for Draft Amending
Budget No 1/2012, reflecting the agreement reached with the Council in
December 2011 on the additional funding needs for the ITER project for the
years 2012 and 2013.
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» Further to this, and confirming the mandate, the plenary approved in October
its position in view of the upcoming conciliation. The Parliament generally
endorsed the Commission’s draft budget, while proposing an increase of
resources in some sections of the budget related to growth and job creation.

» Finally, after difficult and protracted negotiations, the Parliament approved in
December the ‘budget package’, consisting of Amending Budget No 6/2012
and Budget 2013, by a large majority, even though Members from all groups
expressed their deep worry that Budget 2013 would clearly be insufficient for
payment needs in 2013 and that an amending budget to cover payment
obligations from 2012 would have to be presented by the Commission in the
first months of 2013.

Furthermore, a specific plenary debate was organised in October on ‘Erasmus in
danger’, which reflected the broader concerns of the Parliament. The vast major-
ity of MEPs expressed their clear support for bridging the funding gap to secure
the future of the Erasmus programme and called on the Council to take the ap-
propriate measures to amend the 2012 budget as proposed by the Commission.

As regards the multiannual financial framework (MFF) the following develop-
ments took place:

» The plenary held a first dedicated debate in June. The Parliament made clear
that it would not agree to the next MFF unless the package contained an
agreement on own resources and different flexibility elements.

» In October, the Parliament adopted its interim report on the next MFF as well
as its report on own resources, by very large majorities, thus reflecting the
House’s unity and strongly reiterating its position, very close to that of the
Commission, ahead of the November Council, against any linear, across-the-
board cuts to the MFF and the headings.

» The outcome of the extraordinary European Council of 22 and 23 November
was subject to a special plenary debate, held in the format of an open
conference of Presidents and with the participation of President Van Rompuy
reporting back from the summit. Whereas Mr Van Rompuy asked the
Parliament to show willingness to compromise, President Barroso regretted
that the Heads of State or Government did not give a ‘positive narrative’ in
favour of the EU and drew attention to the inconsistency of attributing ever
more tasks to the Union and its institutions without also providing for the
necessary financial and administrative means.
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The European Council

Against the backdrop of a busy year, the European Council took far-reaching deci-
sions and delivered swift responses to rapidly evolving events both at European
and international levels. Under the chairmanship of President Herman Van Rom-
puy, who was re-elected in 2012, the European Council met seven times in 2012,
holding formal and extraordinary sessions. In addition, four meetings of the 17
Heads of State or Government of the euro area Member States were convened.
These so-called euro summits were also chaired by President Van Rompuy.

The European Council meetings were prepared by its President in cooperation
with the General Affairs Council and the President of the Commission. Exchanges
of views with the European Parliament were ensured by regular visits of President
Van Rompuy, who reported back on the decisions of the European Council. Fur-
thermore, the President of the European Parliament, Martin Schulz, addressed the
European Council in the margins of its meetings.

The strengthening of the EU’s economic governance and the resolution of the
sovereign debt crisis, as well as growth and jobs, were paramount on the Euro-
pean Council’s agenda throughout the year. The 27 Heads of State or Government
concluded the 2012 European semester, agreeing on priorities for structural re-
form and fiscal consolidation.
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‘This crisis will take time to solve. There are no quick fixes
nor silver bullets, but we will do all it takes to see it
through’ — Herman Van Rompuy, President of the
European Council.
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Three issues deserve to be highlighted in particular. The first was the Compact for
Growth and Jobs adopted at the June 2012 European Council, which envisages
action to be taken by the Member States and the European Union with a view to
relaunching growth, investment and employment and making Europe more com-
petitive. The second was the roadmap for the completion of European monetary
union, which was discussed at the June, October and December meetings, on the
basis of the reports submitted by the President of the European Council in close
collaboration with the Presidents of the Commission, the European Central Bank
and the Eurogroup, and on the Commission’s blueprint for a deep and genuine
economic and monetary union (see Chapter 1 for further details).

In the third instance, the European Council also discussed the multiannual finan-
cial framework for 2014-20, in particular at an extraordinary European Council
meeting on 22 and 23 November, without being able to reach agreement.

Helle Thorning-Schmidt,
Prime Minister of Denmark,
the Member State holding
the Presidency of the
Council of the European
Union, Herman Van
Rompuy, President of the
European Council, and
José Manuel Barroso,
President of the European
Commission, at the press
conference after the June
European Council.
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Jeppe Tranholm-Mikkelsen,
Permanent Representative
of Denmark to the EU, and

Andreas Mavroyiannis,
Minister for European
Affairs of Cyprus, at the
press conference to take
stock of and present their
respective Council
Presidencies.
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The Council of the European Union

Apart from considering the adoption of legislation, the development of the com-
mon foreign and security policy, the conclusion of international agreements and
the discussion of the EU budget, the Council of the European Union focused in
2012 on the coordination of Member States’ economic policies, most notably in
the context of the new economic governance arrangements.

The 2012 rotating Presidencies of the Council were held by Denmark and Cyprus,
in the first and second half of 2012 respectively. The Danish Presidency focused
primarily on a responsible, dynamic, green and safe Europe. The Cypriot Presi-
dency’s main priorities were for a more efficient and sustainable Europe, a better
performing and growth-based economy, a Europe more relevant to its citizens
with solidarity and social cohesion as underpinning elements, and a Europe
closer to its neighbours and partners in the world.

In the course of these two Presidencies, the Council met under nine of its 10
configurations (General Affairs Council; Economic and Financial Affairs Council;
Justice and Home Affairs Council; Employment, Social Policy, Health and Con-
sumer Affairs Council; Competitiveness (internal market, industry, research and
space) Council; Transport, Telecommunications and Energy Council; Agriculture
and Fisheries Council; Environment Council; Education, Youth, Culture and Sport
Council). Under the chairmanship of the High Representative of the Union for
Foreign Affairs and Security Policy, the Council also met in its Foreign Affairs
configuration.

The agendas of the different Council configurations reflected a wide variety of
legislative proposals and debates. The agenda items reflected, to a large extent,
the challenging events in Europe and beyond to which the EU had to react speed-
ily, notably the global economic slowdown, the economic governance of the Union,
financial regulation and supervision, a deeper European monetary union, migra-
tion and the functioning of the Schengen area, as well as data protection.
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The European Commission

During the course of the year, the College of European Commissioners met on 44
occasions to take decisions on a host of issues related to the functioning of the
Union, including proposals for legislation, budget management, initiation of in-
fringement proceedings, competition cases and staff appointments, among others.

The Commission has a key role in the supranational institutional framework of
the European Union. Firstly, it has a duty to promote the general interest of the
Union and to take appropriate initiatives towards that objective, in particular, the
right to initiate legislative proposals. It must assure the application of the treaties
and the appropriate implementation of Union law, subject to the control of the
Court of Justice of the European Union. In this regard, as ‘guardian of the treat-
ies’, the Commission may take infringement procedures against Member States
before the Court where it has grounds for believing that Union law was not
properly implemented. The institution also manages the budget and oversees the
many programmes that have been agreed by the Parliament and the Council. It
also ensures the external representation of the Union in appropriate situations.

In 2012, the Commission made proposals for 168 legislative acts, of which 137
were draft regulations and 31 draft directives. The College also initiated 699 in-
fringement procedures for suspected breaches or non-implementation of EU law.

Building on its right of initiative and its pivotal role in economic governance, the
European Commission pushed for a comprehensive response to the financial and
economic crisis. In this context, it has been insisting on respect for the Commu-
nity method and on demonstrating its effectiveness. The year 2012 saw the
European semester of economic coordination make use of the new tools brought
in by the reinforced Stability and Growth Pact, the so-called ‘six-pack’. In particular,
the Commission included, for the first time, findings in the context of the macro-
economic imbalances procedure. The new economic governance framework has
indeed significantly strengthened the Commission’s role in the governance of the
euro area. It will be complemented by two new regulations on enhanced budget-
ary coordination and surveillance for euro area Member States (the so-called
‘two-pack’) when they are adopted. In this broad context, the Commission has
further increased its capacities and expertise in the field of economic and fiscal
policy.

199



200

* K K
* *
* *

* *
* kK

European

Commission
|

The new logo of the
European Commission,
in force since

1 February 2012.

GENERAL REPORT 2012 — CHAPTER 6

While driving forward the Europe 2020 strategy to coordinate and facilitate na-
tional reforms, the Commission proposed a range of growth-enhancing initiatives
at EU level. The package of 12 key measures of the Single Market Act, which were
negotiated in 2012, was complemented by the Single Market Act Il, proposed in
the autumn. In addition, the Commission fully played its role in ensuring the im-
plementation of legislation, notably with infringement procedures concerning the
services directive. The Commission also pursued proposals for a root-and-branch
overhaul of financial sector regulation. In particular, it tabled its proposal to cre-
ate a single banking supervision mechanism as a further essential building block
of a banking union, an essential complement to a strengthened economic and
monetary union.

Many of the growth-enhancing measures that the Commission had proposed and
advocated as a complement to the ongoing fiscal consolidation were incorp-
orated in the Compact for Growth and Jobs that was agreed by the Heads of
State or Government at the European Council in June.

In the process of institutional change for a genuine economic and monetary un-
ion, the Commission acted strongly to ensure the integrity of the single market
and the unity of the EU as a whole. The Commission’s close involvement in the
formulation of the Treaty on Stability, Coordination and Governance ensured that
the treaty is in line with European Union law and respects the role of the Euro-
pean institutions therein.

Looking beyond the short and even medium term, the Commission, in exercising
its role as promoter of the general interest of the Union, adopted in November a
blueprint on EMU as the institution’s contribution to fuelling a broader and
deeper debate about the shape of the Union well into the future. While contribut-
ing analyses and concrete suggestions, it goes beyond the immediate, seeking to
identify the shape of political union to underpin the credibility and sustainability
of EMU in the longer term and what type of democratic structures might be
necessary, including treaty change (see Chapter 1 for further details).

On the institutional front, the European Commission negotiated an administrative
agreement (*) with the Council of Europe regarding the use of the European em-
blem (circle of 12 yellow stars on a blue background) by third parties (for example,
citizens and civil society organisations). In the spirit of reducing administrative
burdens and meeting the widespread desire in civil society to demonstrate its
proximity to the European Union, the former prior individual authorisation request
has been replaced by a general authorisation to the public, combined with a right
to intervene in case of abuse.
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The Court of Justice of the European Union:
some landmark rulings

The Court of Justice and the General Court made important rulings which cover a
great variety of areas of EU law. The following are of particular general interest:

» Free movement of goods: Articles 34 TFEU and 36 TFEU do not preclude a
Member State from bringing a prosecution under national criminal law for the
offence of aiding and abetting the prohibited distribution of copyright-
protected works where such works are distributed to the public on the territory
of that Member State in the context of a sale, aimed specifically at the public
of that state, concluded in another Member State where those works are not
protected by copyright or the protection conferred on them is not enforceable
as against third parties (°).

» Freedom of establishment: Articles 49 TFEU and 54 TFEU preclude national
legislation which enables companies established under national law to convert,
but does not allow, in a general manner, companies governed by the law of
another Member State to convert to companies governed by national law by
incorporating such a company; in the context of cross-border company
conversions, the host Member State is entitled to determine the national law
applicable to such operations and thus to apply the provisions of its national
law on the conversion of national companies governing the incorporation and
functioning of companies, such as the requirements relating to the drawing-
up of lists of assets and liabilities and property inventories. However, under
the principles of equivalence and effectiveness the host Member State may
not refuse, in relation to cross-border conversions, to record the company
which has applied to convert as the ‘predecessor in law’, if such a record is
made of the predecessor company in the commercial register for domestic
conversions, or refuse to take due account, when examining a company’s
application for registration, of documents obtained from the authorities of the
Member State of origin (5).

» Taxation: A company which has sold goods for transport to another Member
State may be refused the VAT exemption if it has failed to prove that the
supply is an intra-Community transaction: on the other hand, if the company
has produced the requisite proof and acted in good faith, it cannot be refused
the VAT exemption on the ground that the purchaser did not transport the
goods to a destination outside the Member State of dispatch (7).

» Agriculture: The exclusion of a farmer from receiving aid for the year in which
he made a false declaration of the eligible area, and reducing the aid he can
claim within the following 3 calendar years by an amount corresponding to the
difference between the area declared and the area determined, does not
constitute a criminal penalty and therefore does not preclude the imposition
of a criminal penalty for the same act (8).

» Transport: Under Regulation (EC) No 1008/2008 on common rules for the
operation of air services in the Community, a person selling air travel may not
include flight cancellation insurance as a default setting when selling air
tickets over the Internet; such an insurance may be offered only on an opt-in
basis, as an ‘optional supplement’ (°).
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» Approximation of laws:

> Intellectual and commercial property: Under Directive 2000/31/EC on
certain legal aspects of information society services, in particular electronic
commerce, in the internal market, the owner of an online social network
cannot be obliged to install a general filtering system, covering all its
users, in order to prevent the unlawful use of musical and audiovisual
work (1°).

> Intellectual and commercial property: Under Directive 91/250/EEC on the
legal protection of computer programs, the functionality of a computer
program and the programming language cannot be protected by
copyright (11).

> Intellectual and commercial property: Under Directive 96/9/EC on the legal
protection of databases, a football fixture list cannot be protected by
copyright when its compilation is dictated by rules or constraints which
leave no room for creative freedom (*2).

> Consumer protection: Under Directive 93/13/EEC on unfair terms in
consumer contracts, a Member State may provide that an unfair contract
term that has been declared void following an action brought in the public
interest by a consumer protection authority against a seller or supplier is
not binding on any consumer who has entered into a contract with that
seller or supplier to which the same general business conditions apply (**).

> Consumer protection: Under Regulation (EC) No 1924/2006 on nutrition
and health claims made on foods, wine may not be promoted as being
‘easily digestible’, since such a description, indicating reduced acidity
levels, constitutes a health claim that is prohibited in relation to alcoholic
beverages (*4).

» Economic and monetary policy: Articles 4(3) TEU and 13 TEU, Articles 2(3)
TFEU, 3(1)(c) and (2) TFEU, 119 TFEU to 123 TFEU and 125 TFEU to 127 TFEU,
and the general principle of effective judicial protection, do not preclude the
conclusion between the Member States whose currency is the euro of the
Treaty establishing the European Stability Mechanism (ESM) of 2 February
2012 or the ratification of that treaty by those Member States (*°).

» Social policy: Directive 2003/109/EC concerning the status of third-country
nationals who are long-term residents precludes national or regional legislation
which — when the funds for the housing benefit are allocated — provides for
different treatment for non-EU nationals and nationals of the Member State in
which they reside, in so far as the housing benefit falls within one of the three
fields covered by the principle of equal treatment provided for under the
directive concerning non-EU nationals who are long-term residents and
constitutes a core benefit within the meaning of that directive, which are
matters for the national court to determine, taking into account both the
integration objective pursued by the directive and the provisions of the Charter
of Fundamental Rights (6)
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» Institutional issues:

> The Court of Justice annulled the votes of the European Parliament
concerning the Parliament’s calendar of periods of part-sessions for 2012
and 2013 by which the periods of plenary part-sessions for October 2012
and 2013 have been split into two parts, considering that these periods
cannot be regarded individually as periods of monthly plenary part-
sessions, in violation of Protocol No 6, annexed to the EU Treaty and the
Treaty on the Functioning of the European Union, and Protocol No 3,
annexed to the Treaty establishing the European Atomic Energy Community,
which require the European Parliament, whose seat is established in
Strasbourg, to meet in 12 monthly plenary part-sessions per year in
Strasbourg (Y7).

> The Court of Justice, partially setting aside the judgment of the General
Court under appeal, ruled that Regulation (EC) No 1049/2001 regarding
public access to European Parliament, Council and Commission documents,
interpreted in light of Regulation (EEC) No 4064/89 on the control of
concentrations between undertakings, entitles the Commission to refuse
access to all of the documents at issue relating to the merger control
proceedings, exchanged between the Commission and notifying parties
and third parties, without first carrying out a concrete, individual
examination of those documents. Documents internal to the Commission,
established in connection with control of a merger, are covered by that
general presumption for as long as the control proceedings are pending or
are likely to be reopened by the Commission following legal proceedings
before the EU Courts. However, that general presumption does not exclude
the right of the interested party to show that there is an overriding public
interest which justifies disclosure of the documents requested (*8).

> The Court of Justice, partially setting aside the judgment of the General
Court under appeal, ruled that publication in three languages of notices of
EU competitions and the obligation to take the selection tests in one of
those languages amount to discrimination on the ground of language; the
limitation of the choice of the second language of a competition must be
based on clear, objective and foreseeable criteria (*°).

» Common foreign and security policy: Sanctions adopted by the Council in
relation to a non-EU country cannot be applied to natural persons solely on the
ground of their family connection with persons associated with the leaders of
that country ().

The Court of Justice
Members.
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‘The ECB is ready to do whatever it takes to preserve the
euro. And believe me, it will be enough’ — ECB President
Mario Draghi, London, United Kingdom, 26 July 2012.

GENERAL REPORT 2012 — CHAPTER 6

The European Central Bank

Against the background of the materialisation of downside risks to the economic
outlook for the euro area, which would dampen inflationary pressures further, the
European Central Bank (ECB) Governing Council on 5 July cut the ECB’s key inter-
est rates by 25 basis points each, bringing the interest rate on the main refinan-
cing operations of the Eurosystem to a historical low of 0.75 %.

With regard to non-standard monetary policy measures which aim at restoring
the proper functioning of the transmission mechanism of monetary policy, the

ECB:

» with regard to the allotment mode and maturities in its operations,

continued to provide ample liquidity to the banking sector via fixed rate
full allotment (FRFA) procedures in all refinancing operations (at least)
until July 2013, including its main refinancing operations, special-term
refinancing operations with a maturity of one maintenance period and
3-month long-term refinancing operations (LTROs) (2%);

conducted its second LTRO with a maturity of 36 months in February
2012, in FRFA mode (??);

» with regard to providing liquidity in foreign currencies,

continued, until further notice, to conduct reqular operations providing
liquidity in US dollars with maturities of approximately 1 week and 3
months (?3);

decided in cooperation with the Bank of Canada, the Bank of England, the
Bank of Japan, the Federal Reserve and the Swiss National Bank to extend
the temporary network of reciprocal swap lines until 1 February 2014 (24);

» with regard to special programmes,

>

continued to actively implement its securities markets programme (SMP)
before deciding to terminate it in September 2012 (as at 23 November
2012, the programme totalled €208.5 billion, with bonds being held until
maturity);

decided on the modalities to undertake outright monetary transactions in
secondary sovereign bond markets, conducted without ex ante quantitative
limits, and subject to the strict and effective conditionality attached to an
appropriate  European financial stability facility/European stability
mechanism (EFSF/ESM) programme, provided that they include the
possibility of EFSF/ESM primary market purchases (%°).
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The ECB furthermore took decisions aimed at preserving the collateral base to be
accepted in its operations:

» by approving temporary additional credit claims frameworks (*6);

» by reducing the rating threshold and amending the eligibility requirements for
certain asset-backed securities (ABSs) (¥7); and

» by suspending the application of the minimum credit rating threshold in the
collateral eligibility requirements for the purposes of the Eurosystem’s credit
operations in the case of marketable debt instruments issued or guaranteed
by the central government, and credit claims granted to or guaranteed by the
central government, of countries eligible for outright monetary transactions or
which are under an EU/IMF programme and comply with the attached
conditionality as assessed by the Governing Council (%8);

» by expanding the list of assets eligible to be used as collateral to marketable
debt instruments denominated in currencies other than the euro, namely the
US dollar, the pound sterling and the Japanese yen, and issued and held in the
euro area (%)

In the field of international cooperation, the ECB completed two major technical
cooperation projects, with the western Balkans and Turkey (*°) and with the Cen-
tral Bank of Egypt (*). It also signed a memorandum of understanding with the
Central Bank of the Republic of Turkey (*2) as well as with the Bank of Russia (*3).

Regarding payment systems, the ECB completed a major milestone in the Tar-
get2-Securities (T2S) project by signing the T2S framework agreement with
Central Securities Depositories (*4).

As regards banknotes, the ECB announced the introduction of a second series of
euro banknotes, the ‘Europa’ series, which will be gradually introduced over sev-
eral years, starting with the €5 banknote in May 2013 (*°).
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European Court of

Auditors, presents the
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The European Court of Auditors

The European Court of Auditors adopted its annual report concerning the financial
year 2011 on 6 September, which it subsequently presented to the European
Parliament on 22 November and to the Council of the European Union on 4 De-
cember.

The Court’s responsibility is to provide, on the basis of its audit, the European
Parliament and the Council with a statement of assurance as to the reliability of
the accounts and the legality and regularity of the transactions underlying them.
The Court conducted its audit in accordance with the IFAC International Standards
on Auditing and Codes of Ethics and the INTOSAI International Standards of Su-
preme Audit Institutions. These standards require that the Court plans and per-
forms the audit to obtain reasonable assurance of whether the consolidated ac-
counts of the European Union are free from material misstatement and the
transactions underlying them are legal and regular.

As regards the reliability of the accounts, in the Court’s opinion, the consolidated
accounts of the European Union presented fairly, in all material respects, the fi-
nancial position of the Union as of 31 December 2011, and the results of its
operations and its cash flows for the year in question, in accordance with the
provisions of the Financial Regulation and the accounting rules adopted by the
Commission’s accounting officer.

The Court also stated that commitments and revenue underlying the accounts
were legal and regular in all material respects. The Court estimated that pay-
ments underlying the accounts were affected by a slight material error of 3.9 %.
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The European Economic and Social Committee

In 2012, at its nine plenary sessions, the European Economic and Social Commit-
tee (EESC) delivered 250 opinions, of which 50 were own-initiative opinions and
12 were exploratory opinions (four asked by the European Commission and eight
by the Council Presidencies).

The EESC was particularly involved in the discussions on the implementation of
the Europe 2020 strategy as well as the European semester, namely through its
Europe 2020 Steering Group. Many discussions were dedicated to the financial
crisis and the response to it. The EESC also debated the Union’s major policy de-
liverables such as a modernised common agriculture policy post-2013 and a fu-
ture cohesion policy. The EESC was also active in deliberations on the multian-
nual financial framework after 2013. Furthermore, the energy sector, the role of
SMEs and employment issues featured prominently on the EESC’s agenda.

The EESC also played an active role during the Rio+20 Conference held in June
2012, facilitating broad civil society dialogue and input.

The new Protocol of Cooperation between the EESC and the European Commis-
sion, which updates the first protocol of 2005 following the entry into force of the
Lisbon Treaty, was signed in February 2012.
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Committee of the Regions,
and Mercedes Bresso,
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session of the Committee
of the Regions.
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The Committee of the Regions
of the European Union

The year 2012 saw the election of the new President of the Committee of the
Regions of the European Union (CoR), Ramon Luis Valcarcel Siso, who started his
2%-year mandate in August 2012, replacing Mercedes Bresso, who had been
President for the Committee’s first 2¥2-year term.

At its five plenary sessions in 2012, the CoR presented 71 opinions, of which five
were initiative opinions and seven were outlook opinions (three asked by the
European Commission and four by the Council Presidencies).

Through its Europe 2020 monitoring platform, the CoR continued to assess the
strategy for growth and employment from the point of view of EU regions and
cities. It also published its third monitoring report on Europe 2020 and produced
a ‘Handbook on the Europe 2020 strategy for cities and regions’.

A 2012 Open Days event, organised jointly by the Committee and the Commis-
sion, was devoted to overall discussions on the future European cohesion policy.
It gathered numerous participants from administrative and academic levels to
participate in hundreds of seminars and workshops, with President Barroso deliv-
ering the opening speech. The Commission President also participated in the fifth
European Summit of Cities and Regions, held in Copenhagen, Denmark, in March,
which focused on innovative urban planning fostering intellectual, cultural, eco-
nomic and social exchanges in the 21st century.

In 2012, the CoR reinforced its subsidiarity monitoring network, created in order
to facilitate the exchange of information between local and regional authorities
of the European Union as regards the various policy documents and proposals
from the Commission. It also launched the Regpex database, aimed at supporting
the participation of regions with legislative powers in the early phase of the EU
legislative procedure.

The new protocol of cooperation between the CoR and the European Commission
was signed in February. It updates the first protocol of 2005 following the entry
into force of the Lisbon Treaty.
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The European Investment Bank

As the European Union’s bank, the European Investment Bank (EIB) is the only
bank owned by and representing the interests of the 27 Member States and it
works closely with other EU institutions to implement EU policy. The EIB is the
largest multilateral borrower and lender by volume, providing finance and expert-
ise for sound and sustainable investment projects which contribute to furthering
EU policy objectives. The EIB also implements the financial aspects of the EU’s
external and development policies.

The EIB group includes the European Investment Fund (EIF), which focuses on
innovative financing for SMEs. Lending, blending and advising are the EIB’s major
tasks.

The EIB group played an enhanced role in boosting the financing of the economy
in 2012. The EIB’s paid-in capital has been increased by €10 billion, with the aim
of strengthening its capital basis as well as increasing its overall lending capacity
by €60 billion over 3 years, and thus unlocking up to €180 billion of additional
investment, spread across the whole European Union, including in the most vul-
nerable countries. This increase will become effective from the beginning of

2013,

The pilot phase of the EU-EIB project bond initiative was launched in July and José Manuel Barroso,
could mobilise additional investments of up to €4.5 billion for pilot projects in key President of the European
transport, energy and broadband infrastructure. Depending on the evaluation of Commission, receives

the pilot phase, the volume of such financial instruments could be developed Werner Hoyer, President of
further in all countries, including in support of the ‘Connecting Europe’ facility. the European Investment

Bank.

Member States have the possibility under existing rules and practices of working
with the Commission in using part of their Structural Funds allocation to share
the EIB loan risk and provide loan guarantees for knowledge and skills, resource
efficiency, strategic infrastructure and access to finance for SMEs. The Structural
Funds have reallocated funds in support of research and innovation, SMEs and
youth employment, and a further €55 billion has been devoted to growth enhan-
cing measures.
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The European Ombudsman

The Commission, by the nature of its powers and the fact that many of its deci-
sions and proposals have a direct or indirect impact on the citizens, is the institu-
tion most concerned by complaints to the European Ombudsman. In 2012, 52 %
of the inquiries which the Ombudsman opened concerned the Commission. The
Commission received 190 new inquiries from the Ombudsman and replied to 308
of his inquiries, including those launched in earlier years which were still ongoing
in 2012.

The complaints submitted by the Ombudsman concern several areas of activity,
including the following: access to documents, cases of alleged infringement, ad-
ministration and staff regulations, competition and selection procedures, issues
relating to award of tenders and grants and execution of contracts. One special
report concerning the Commission was sent to the European Parliament in 2012,
namely concerning the alleged lack of an environmental impact assessment in
the context of the extension of Vienna Airport.

Relations between the Ombudsman and the Commission continued to be strength-
ened and political and administrative links were deepened. In this regard, several
meetings between P. Nikiforos Diamandouros, the European Ombudsman, Maros
Seftovit, the European Commission Vice-President responsible for Interinstitutional
Relations and Administration, and the Commission directors-general took place in
2012.

In 2012, the Ombudsman published a brochure containing the public service
principles that should guide the conduct of EU civil servants. These principles
constitute a vital component of the administrative culture of service to which the
EU institutions adhere, and the aim of the Ombudsman initiative is to help build
greater trust between citizens and the EU institutions. The Commission supported
this initiative.
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Decentralised agencies

The Inter-institutional Working Group on EU Decentralised Agencies, set up in
2009 with the aim of finding common ground between the Parliament, the
Council and the Commission on how to improve agencies’ work, reached an
agreement subsequently endorsed by the three institutions in July 2012.

This ‘common approach’ represents the first political agreement on EU decentral-
ised agencies of its kind and will serve as a political blueprint guiding future
horizontal initiatives and reform of individual EU agencies. It aims at improving
their governance and efficiency, and will also bring more transparency, account-
ability and legitimacy to them.

The agreement concerns more than 30 decentralised agencies, located through-
out the Member States, as well as any possible future decentralised agency. The
three decentralised agencies operating in the field of foreign and security policy
are not covered by the agreement, nor are the six executive agencies.

The Commission endorsed a roadmap on the follow-up to this agreement. The
roadmap lists concrete deliverables and corresponding deadlines, and highlights
the initiatives that the Commission considers as priorities. In addition, it indicates
when cooperation with agencies is necessary/useful and when agencies have
already started implementing the common approach.

The EU’s decentralised agencies employ more than 7 000 people and received a
contribution from the EU budget of €727.5 million in 2012.
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National parliaments and their role on the
European scene

In 2012, the Commission’s political dialogue with national parliaments remained
a key feature of interinstitutional relations at EU level. Exchanges, in particular on
issues linked to the financial crisis and economic governance, intensified at all
levels and were one of the key topics on which the Conference of Parliamentary
Committees for Union Affairs of Parliaments of the European Union (COSAC) also
focused at its plenary meetings in Copenhagen, Denmark, and Nicosia, Cyprus.
The number of opinions addressed by national parliaments to the Commission
continued to increase. Overall, in 2012, national parliaments sent 623 opinions to
the Commission. While the increase in the number of opinions was significant in
previous years, the 2012 numbers were only slightly higher than the year before.
However, as in previous years, about 10 % of these opinions were reasoned
opinions stating an alleged breach of subsidiarity.

In 2012, and for the first time since the entry into force of the Lisbon Treaty,
national parliaments issued a so-called ‘yellow card’ on the proposal for a regula-
tion on the exercise of the right to take collective action within the context of the
freedom of establishment and the freedom to provide services (*%). Within the
deadline of 8 weeks, the Commission received reasoned opinions from 12 cham-
bers (37) (accounting for 19 votes), which concluded that the Commission pro-
posal did not respect the principle of subsidiarity.

The Commission carefully assessed these reasoned opinions and took note of the
state of play of the discussions on the draft regulation among co-legislators.
Against this background, on 12 and 13 September it informed the co-legislators
and national parliaments of its intention to withdraw its proposals.
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Transparency

Access to documents

The two proposals tabled by the European Commission for the revision of Regula-
tion (EC) No 1049/2001 (Recast of the regulation submitted on 30 April 2008 and
extension of the institutional scope of the regulation to all the European Union
institutions, bodies, offices and agencies submitted on 21 March 2011) have
been subject to interinstitutional reflection. The European Parliament adopted its
position with regard to both proposals at the very end of 2011. The Danish and
Cyprus Presidencies of the Council tested various options for taking the legisla-
tive process forward with a view to reaching an agreement between the positions
of the Parliament, the Council and the Commission.

Transparency register

In 2011, the Parliament and the European Commission adopted an interinstitu-
tional agreement for organisations and self-employed individuals engaged in EU
policymaking and policy implementation (*®) — the so-called lobbyist register. By
the end of December 2012, the transparency register, managed by a joint secre-
tariat of the Parliament/Commission, included about 5 500 registered organisa-
tions. Talks have been initiated with the Council with a view to possibly involving
it in the system at a later stage.

Historical archives

On 16 August, the Commission adopted a proposal (*°) to create a sound and
lasting basis for the partnership between the EU and the European University
Institute in Florence, Italy, for the management of the historical archives of the
EU institutions. The proposal aims to promote the management and consultation
of the historical archives and takes account of the emergence of digital and
digitised archives.

PAK]
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JANUARY

European leaders set out three immediate priorities:

» stimulating employment, especially for young people;

» boosting the financing of the economy, in particular SMEs;
» completing the single market.

FEBRUARY

The Commission issues its first alert mechanism report, the starting point of the new macroeco-
nomic imbalance procedure which identifies countries at risk.

MARCH

All European leaders (except the Czech Republic and the United Kingdom) sign the Treaty on Stabil-
ity, Coordination and Governance. National budgets should be in balance or in surplus, a ‘golden
rule’ that each country should bring into their own legislation within 1 year.

The Eurogroup approves the second Greek adjustment programme.

The Eurogroup decides to reinforce the euro area’s financial firewalls and raise the combined ceil-
ing for the European stability mechanism (ESM)/European Financial Stability Facility (EFSF) to €700
billion.

APRIL

The Commission issues a communication on priority actions for Greece to unlock growth and create
jobs.

MAY

The European economic forecast sees a slow recovery in sight.

The Commission proposes a banking union as a step towards full economic and monetary union.

A euro exhibition opens in Bruges, Belgium.



As part of the European semester, the country-specific recommendations for all 27 EU countries
and the euro area as a whole aim at enhancing financial stability, growth and jobs. Likewise, the
Commission publishes its first set of in-depth reviews to tackle macroeconomic imbalances.

The Brussels Economic Forum, the Commission’s major economic annual event, debates sources of
economic growth.

JUNE

The Council approves the Commission’s recommendations on budgetary and economic policies.
The recommendations are country specific, but also provide for the euro area as a whole.

Spain applies for financial assistance for its banking sector.

The Eurogroup accepts the Cypriot request for financial assistance.

The European Council decides on a compact for growth and jobs.

The Presidents of the Council, the Commission, the Eurogroup and the ECB present their report
‘Towards a genuine economic and monetary union’. It sets out ideas for an integrated financial
framework, an integrated budgetary framework, an integrated economic policy framework, and
strengthened democratic legitimacy and accountability.

JULY

The Council approves a project bond pilot phase.

The Commission signs a partnership agreement with Latvia on euro changeover communication
activities.

The Eurogroup leaders agree on financial assistance to Spain in the form of a banking recapitalisa-
tion programme. It will cover needs of up to €100 billion. The country needs to correct its excessive
deficit by 2014 and adopt structural reforms.



SEPTEMBER

The Commission proposes a single supervisory mechanism for banks in the euro area, managed by
the ECB. It is to be open to non-euro countries.

The Commission also proposes the single rulebook, as well as the next steps for a single bank
resolution mechanism.

OCTOBER

The ESM enters into force. It is the largest international financial institution with a capital base of
€700 billion. It provides financial assistance to ESM countries in crisis. The ESM takes over from the
EFSF and the European financial stabilisation mechanism (EFSM).

The Council gives Portugal an additional year, until 2014, to correct its excessive deficit. This
enables the next tranche of financial assistance to be disbursed.

The Task Force for Greece reaches its first anniversary.

NOVEMBER

The European economic forecast sees a gradual return to growth for 2013.

The Commission publishes the annual growth survey for 2013, which launches the 2013 European
semester for economic policy coordination, ensuring Member States align their budgetary and
economic policies with the Stability and Growth Pact and the Europe 2020 strategy.

The Commission also issues its second alert mechanism report to tackle macroeconomic imbal-
ances in 14 EU countries.

The Commission presents its blueprint for a deep and genuine economic and monetary union.

DECEMBER

As its first act of financial assistance, the ESM issues bonds for the recapitalisation of the Spanish
banking sector.

Report on EMU — detailed proposals and roadmap submitted to the Council.
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