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PREFACE

e A

Integration of the Ukrainian economy into the Eu-
ropean space continues being the priority vector of its
development since independence. Synchronous ratifica-
tion of the Association Agreement between our state and
the European Union by the Verkhovna Rada of Ukraine
and the EU Parliament was held on September 16, 2014.
It should be noted that it has become the new and most
significant step in the history of the formation of foreign
economic relations of Ukraine (fully came into effect on
September 1, 2017). In addition, the legal basis for the
unobstructed movement of goods and services had been
laid by the Agreement, which was implemented within
the framework of an advanced and all-encompassing
free-trade area between Ukraine and the EU. The next
stage of European economic integration of our country
was the launching of the visa-free regime with the EU on
June 11, 2017. It was actually a guarantee for freedom of
Ukrainians to move freely in the member-states of the
integration group. As a result, today in Ukraine there is
a real foundation for the evolution of the national econo-
my to a highly developed European one, which has no
barriers to the movement of goods, services, capital, labor
force and technologies, as well as a realization of unified
economic policy of sustainable development.

In general, economic integration of Ukraine with the
EU is a continuous process that requires, on the one
hand, raising the level of society's general awareness
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about the opportunities and threats from gradual ad-
vancement towards a regional association, and, on the
other hand, concentration of deep knowledge about the
European economic integration of future specialists, first
of all, in the field of economics and management.

The textbook "European economic integration" was
designed to highlight and explain the key principles of
the formation and development of economic integration
in Europe, both at the theoretical and empirical levels of
cognition. As a result, this will enable not only to form
qualitative knowledge about the subject, but also teach
students to determine the economic consequences for the
national economy from the integration of Ukraine into
the EU.

The textbook was developed in accordance with the
work program of the discipline "International economic
integration. European Integration ". The publication was
based on foreign sources and official statistics EURO-
STAT. In addition, the textbook presents a number of in-
teresting and relevant cases and business games in order
to improve the effectiveness of learning process by course
listeners.

The first chapter is devoted to the consideration of
the theoretical foundations of international economic in-
tegration. The reader's special attention in it is drawn to
discovering the nature of the integration process in the
context of hermeneutics of various historical scientific
schools. The goals and stages of regional integration are
also clarified, and its static and dynamic effects are re-
vealed through the method of graphical analysis (pre-
pared by Doctor of Sciences (Economics), Prof.
S. M. Kvasha, PhD in Economics, Associate Professor
O.M. Faichuk).
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In the second chapter of the textbook the authors
highlight the history of formation the economic integra-
tion model of Western Europe by revealing the criteria
and procedure for accession to the European Union (pre-
pared by PhD in Economics, Associate Professor
O.V. Faichuk).

The third chapter deals with the management insti-
tutes of various spheres of the European Union. First of
all, the goals, functions and organizational structure of
the seven leading European supranational institutions
that provide a high level of efficiency of the functioning of
the regional integration group are prepared in detail
(prepared by Doctor of Sciences (Economics), Prof.
S.M. Kvasha).

The fourth chapter of the textbook is devoted to the
analysis of the key financial instrument for supranation-
al regulation and implementation of the structural policy
of a regional union - the EU budget. Particular attention
1s paid to the principles and procedure for formation the
profitable and expense parts of it at the present evolution
stage of the EU (prepared by PhD in Economics, Associ-
ate Professor O.V. Faichuk).

In the fifth chapter, the author describes the issue of
EU common agricultural policy, for which was allocated
a significant amount of Community financial resources
for a long period of time. The emphasis is on the econom-
ic and financial mechanism of reforming the common ag-
ricultural policy not only in the current period (2014-
2020) but also after 2020 (prepared by Doctor of Sciences
(Economics), Prof. S.M. Kvasha).

The sixth chapter of the publication is devoted to re-
gional policy of the EU, thus achieves the economic
growth and increases the quality of life of people, first of
all, in the less developed regions of the integration asso-
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ciation. Along with the definition, goals and mechanism
of the implementation of the common regional policy,
there also highlights issues of new priorities for its reali-
zation in the future (prepared by PhD in Economics, As-
sociate Professor O.M. Faichuk).

The seventh chapter of the textbook deals with the
review of environmental policy and the promotion of sus-
tainable EU development. The author highlights the con-
tent, stages and mechanism of the formation and imple-
mentation of the environmental policy of the integration
group. In addition, the focus is on the main achievements
of the EU in the field of environmental protection to
maintain the health of Europe's population (prepared by
PhD in Economics, Associate Professor O.M. Faichuk).

The eighth chapter represents the history of integra-
tion of Ukrainian economy into the European Union at
the present stage of state formation. Great value is given
to the economic consequences of the introduction of the
deep and comprehensive free trade areas and visa free
regime between our state and the EU (prepared by Doc-
tor of Sciences (Economics), Prof. S.M. Kvasha, PhD in
Economics, Associate Professor O. M. Faichuk).

At the end of the textbook authors presented «Eu-
rope 2020 Strategy» (short overview).
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THEORETICAL BASIS OF INTERNATIONAL
ECONOMIC INTEGRATION
——

Key concepts and terminology: international
economic integration, globalization, global economy,
"demonstration effect", "domino effect", free trade
area, customs union, common market, economic
union, static effects, dynamic effects.

Having studied the material of the chapter you will get to
KNOW:
v’ the essence of the definition "international economic
integration", its preconditions and goals;
v various scientific approaches to learn about
international economic integration;
v/ main stages of regional economic integration and its
features;
v static and dynamic effects of international integra-
tion processes.

And also have the ability to:

» determine the effects of the '"creation" and
"deviation" of trade as a result of establishment of
the customs union between countries;

» predict the dynamic effects of the implementation of
the integration process;;

» identify the stage that a particular integration group
has reached.
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1.1. Conceptual essence of the «international
economic integration»

One of the main characteristics of contemporary
international economic relations is the integration that
appeared as a result of deepening the international
territorial division of labor under the influence of
globalization process. In turn, it gradually initiated the
intensification regionalization of tradel. So, regional
economic integration has become the main subsystem of
the world economy?2.

It is worth noting, that the integration processes
have intensified in the second half of the 20th century in
different parts of the world. Significant increase in
competition between enterprise and states for access to
production factors and markets led to the need for the
unification of the economies of territorially adjacent
countries. The creation of a large regional economic area
has allowed the member states to strengthen their
positions in the global economy and increase their
competitiveness in the global market. In general, this
process was called the international economic
integration.

The founders of economic science had tried to reveal
the essence of integration processes. In the 14th - 19th
centuries, conducting an analysis of consequences of the
first preferential Anglo-Portuguese (1703) and Anglo-
French (1860) trade agreements, as well as the German
customs union (1834-1871) such scholars-economists as
A. Smith, D. Ricardo and J. McCulloch speak out against

! Keawa C.M. 3MiHu y TeHIEHIAX IJI00aJbHOI TOPriBiIl B HAIPAMAX PErioHaJbHOI
inrerpaii / C.M. Ksama, B.I. Biracos // Exonomirka AITK. — 2014. - No7. — C. 142.

2 Qeinox C.B. Esosmoris morssyiiB Ha TpobiaeMu eKOHOMIYHOI IHTerparii Ta
dopmyBauns equuoro punry €C // HaykoBuit BicHMK YKIOpOICHKOrO HAIIOHAJHHOIO
yHiBepcurery. — Yikropo. - Bumyck 6, U 2. — 2016. — C. 138-142.
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such trade alliances because according to their
convictions it hinder the normal development of
international exchange of goods.

Instead, the German economist Friedrich List (1789-
1846) disagreed with the convictions of British classical
political economy supporters. He believed that complete
freedom of trade on the contrary hindered the
development of productive forces in the national
economies of the weaker countries. Confidently standing
on the side of protectionism, F. List managed to convince
the authorities of Germany, Austria and Prussia in the
need to establish the customs union. As a result the
policy of protection against foreign competition together
with the historical and ethnical relationship of the states
not only gave a new 1impetus to the economic
development of the region, but also became the basis of
the economic tradition for the whole Europe.

It should be emphasized that one of the first
scientists who attempted to explain the definition of
"International economic integration" was the Swiss
economist V. Ropke and the French economist M. Allais
(a representative of the early neoliberalism). Under that
they understood the creation of a single market space on
a scale of several countries, the functioning of which is
based on the actions of the statist market forces and free
competition independently of the economic policy of the
states and the existing national and international legal
acts. In the end, M. Allais wrote: "Integration ultimately
creates a single market which have no barriers to the
movement of goods, capital and people; there are no
customs duties or quantitative restrictions, the currency
1s freely convertible, and capital can be freely invested
where is higher profitability; finally, a market in which
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workers can find work appropriately to their skills "(M.
Allais," A United Europe, the Road to Prosperity ")3.

However, in the 60s of the last century, liberal
approaches were criticized by supporters of the
structuralist school. They sought to uncover the
structural side of the international integration process.
In addition, the structuralists were convinced that in
practice it makes sense to speak about economic
integration only at the stage of the economic union, when
the process of interpenetration of national holdings is
observed and a qualitatively new economic mechanism is
formed. Thus, the well-known representative of the
structural direction P. Streeten? considered integration
as a synthesis of common policies - monetary, fiscal,
antimonopoly and employment policies. In turn,
economical regionalization, according to A. Marshall,
represents a union of non markets, but holdings in the
interests of the population. The scientist wrote:
"Integration occurs when the links of solidarity that exist
between its participants that full freedom of trade brings
no harm to anyone and is beneficial to all" (A. Marshall).5
Similar definition defined other structuralist of the inte-
gration engagement F. Perroux, who saw in it the
creation of a "space of solidarity"s .

In general, under the regional economic integration,
structuralists understood the process of deep structural
transformations, as a result of which the formation of
optimally balanced holdings are expected.”.

3 Allais M. L'Europe unie. Rout de la prospérite / M.Allais. — Paris : Calmann-Lévy,
1960.-P. 19

4 Streeten P. Economic Integration. Aspects and Problems. Second Revised and En-
larged Edition. — Leyden, 1964. — P. 16-17.

5 Marchal A. L'Europe solidaire / A. Marchal. — Paris : Cujas, 1964.- P. 180-191.

6 Mesxknynapoaaas uuarerpanus: Yueb. mocodue / [lox. pen. O.B. Yepnern. — Jonernk:
Joul'VIT, 2005. — C. 21.

7 Mixuaponsi iHrerpamiiiai mporecu cydacHocri:[Mororpadis] / A.C. ®imgimenwko,
B.C. Byaxin, M.A. lynuenko Ta iu. — K.: 3uauus Yrpainu, 2004. — 304 c.
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MARKET-ORIENTED STRUCTURAL
(LIBERAL) (DIRIGISME)
I 1
Representatives: Representatives:
M.Allais, M. Halperin, A. Marshall, R. Cooper, G.
W. Ropke Myrdal, F. Perroux, P. Streeten,
A Filip
I
Basic principles: Basic principles:
Freedom of market forces. Coordination of economic policy
Eliminating state intervent of the state in the process of
ion in the process of integration with the aim of
international economic mitigating the unevenness of
integration. Emphasis on economic devel’ppm'ept.
" . L Emphasis on positive
negative integration . s
integration
INSTITUTIONAL MARKET

(NEOLIBRALISM AND NEO-KEYNESIAN)

I
Representatives: B. Balassa, M. Boyce,

H. Kroemer, J. Pinder, J. Tinbergen
I
Basic principles:
Compromise between market and state-
regulatory mechanisms of the
integration process

Figure 1.1. Classification of scientific approaches of
International economic integrations8.

Instead, the compromise (market-institutional)
direction was based on the understanding of the
limitation of the classical principle of "laisser faire" and
the need for the gradual use of state regulation
Instruments to direct international economic integration

8 Qatiwyrx O.M. ExoHomiuHI Baskesl peryJIlOBaHHS arpapHOro pUHKY YKpaiHH B yMO-
Bax MiskHapomHoi inrerpamii [Texer] : awuc. ... kaug. exod. Hayk : 08.00.03 / @aituyx Ouex-
caunp Muxaitnosuu ; Ham,. arpap. ya-t. — K., 2008. — C.16.
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in the right direction. Thus, J.Tinbergen®  under
integration considered not only the cancellation of
various barriers to economic activity, but also the
implementation of a purposeful, coherent policy. The
scientist wrote: "Under the economic integration, we can
understand the creation of the most desirable structure
of the international economy by removing artificial
obstacles to achieve optimal activity and
introducing all desired elements of coordination and
unification. Therefore, the problem of the effectiveness of
integration is part of the problem of higher level, the so-
called problem of optimal economic  policy"
(J. Tinbergen).10

An important place among the scientific doctrines of
a market-institutional approach is the formula of
"positive" and "negative" integration of J.Pinder.!l. He
argued that the effective use of country's resource
potential could be achieved through the liberalization of
the movement of goods and factors of production that is
due to the "negative integration". However, the scientist
also considered that the creation of a common market
already requires additional measures to harmonize
relevant national policies. J.Pinder noted that the real
economy is regulated by the government through the use
of a system of rules, rules and instruments that create
barriers to deeper economic integration ("positive
Integration").

Moreover, one of the most well-known
representatives of the market-institutional approach, B.
Balassa, recommended to differ the definitions

9 Tinbergen, J. International Economic Integration / J. Tinbergen. - Amsterdam:
Elsevier, 1954. — P.95

10 Tam came.

11 Pinder John. Policy Networks and European Union Policy Making: A Reply to
Kassim // West European Politics. — 1995. - #18(2)
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"Integration" and "cooperation". He believed that if coop-
eration involves the use of trade agreements between
countries aimed at reducing market discrimination, then
the process of integration directly is intended to
completely eliminate them. B. Balassa also said: "We
propose to define economic integration as a process and
as a state. As a process, it involves measures applied to
different national states to eliminate discrimination
between economic units. As a state, it can be represented
as the absence of various forms of discrimination
between national economies "(B. Balassa).!?

In the Latin the defenition of '"integration"
("integratio”) means merging, combining separate parts
into a single whole. It follows that international
economic integration  is a high  level of
internationalization of production based on the
development of deep stable relationships and the division
of labor between national economies, which leads to the
gradual merging of reproductive structures!s. It should
be noted that integration is not a spontaneous process. It
provides development and implementation of a common
policy of the member countries of the integration group
for the conscious and purposeful regulation of mutual
trade and economic relations.

In other words, international economic integration
1s a process of rapprochement, interpenetration,
integration of national economies and the formation of a
holistic regional economic complex. It has features, which
in aggregate distinguished it from other forms of
international economic relations:

12 Balassa B. Theory of Economic Integration / B. Balassa. — London : Allen & Un-
win, 1961. - P.1

13 Xapnamosa B.H. MexagyHapomHas 9KOHOMUYECKas HMHTerpaiusd. YdeOHoOe II0OCO-
6ue. MI'UIMO. — M.: Uan-Bo «xAHKWNJI», 2002. — 175 c.
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— elimination of barriers to the transfer of goods,
services, labor and capital between the member countries
of the association;

— coordination and harmonization of the economic
policy of member-states group;

— interpenetration of production processes in the
regions of the regional association, which leads to the
formation of technological unity of production;

— intensification of cooperation and international
specialization in science and production, as well as
introduction a mechanism for financing innovative
development of the region;

— structural changes in the national economies of
the member-states of the group;

— convergence of legislation, norms and standards
between member states of the association;

— purposeful regulation of the integration process;

— appearance of supranational authorities for man-
aging the economic interaction of the member-states of
the group.

BUSINESS GAME:

«Definitions»

Task:
Determine which of the scholars have the following
expressions

Integration occurs when the links of solidarity
that exist between its participants that full freedom of
trade brings no harm to anyone and is beneficial to all

b
M. Allais
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Continuation of the table

We propose to define economic integration as a
process and as a state. As a process, it involves
measures applied to different national states to
eliminate discrimination between economic units. As a | B
state, it can be represented as the absence of various
forms of discrimination between national economies

A. Marshall

Under the economic integration, we can
understand the creation of the most desirable
structure of the international economy by removing
3 artificial obstacles to achieve optimal activity and
introducing all desired elements of coordination and
unification. Therefore, the problem of the effectiveness
of integration is part of the problem of higher level, the
so-called problem of optimal economic policy

a
B. Balassa

Integration ultimately creates a single market
which have no barriers to the movement of goods,
capital and people; There are no customs duties or
4 | quantitative restrictions, the currency is freely| D
convertible, and capital can be freely invested where is
higher profitability; finally, a market in which
workers can find work appropriately to their skills

J. Tinbergen

1.2. Preconditions and goals of integration
process

The development of international economic
integration implies the presence of certain preconditions:

» approximately the same level of economic
development and ripeness of a market economy. The
national economy of the countries that are integrating
must be compatible. Moreover, experience shows that
the most effective is the process of integration of
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developed countries. On conversion of Norwegian

economist E. Reinert "... free trade is profitable to both
parties only if they are at one stage of their
development»14;

» the existence of common borders and historically
structured relations. Typically, those countries that are
on the same continent with geographic proximity are
integrated because they are easier to solve the problem
of transportation, language, etc.;

»the presence of complementary structures in the
economies of the countries that are integrated. The
absence of the latter is one of the main reasons for the
low efficiency of intagration processes in the African and
Middle Eastern countries;

» political will of the leadership of the states, the
presence of the leaders of regional integration,

» the "demonstration effect" means that the success
results from the integration of certain countries should
encourage other states to join this regional association
(for example, the positive effect of the EU has
encouraged 10 countries of Central and Eastern Europe
in 2004 to join the group);

» "domino effect”. Regional integration leads to the
reorientation of economic ties within the association, and
as a result - to reduce the trade of those countries that
are left beyond its borders. In the end, the latter are also
compelled to enter into integrationalization.

In return, regional integration has specific goals:

v’ to increase the competitiveness of national
economies and jointly confront the challenges of
globalization,

4 Patinepm Opux C. Kar Gorarbie crpaHsl cTaJim 60raThbIMU, ¥ II0YeMy OeHbIe cTpa-
uel ocratoresa oeqabivu / Opuk C. Pavmepr. — 3-e usn./ nep. ¢ anri. — M.: Uanarensekuit jom
Bricreit mkossr okonomuku, 2015. — C. 90,97.
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v’ to obtain the benefits of a "economies of scale”. We
are talking about the need to expand the size of the
market, reduce transaction costs, create a new
combination of factors of production, as well as stimulate
the flow of foreign direct investment;

v’ to modernize the economy and make positive
structural changes. Usually, developed countries want to
involve their neighboring countries in the integration
process in order to help the latter to implement market
reforms and to form a full-fledged capacious market for
their products;

v’ to strengthen the positions on the world market of
integrated countries. Regional integration allows
countries to represent their interests in international
organizations (for example, to strengthen their own
positions in the WTO negotiations);

v’ to support the newly created sectors of the
national industry. The formation of a more powerful free
market 1s expected to lead to positive outcomes in the
activities of new enterprises or sectors of the economy
(this target was pursued by the countries of Latin
America and Central Africa during the 60-70s of the last
century);

v to make relations between the member-states of
the association stronger and more stable. As a result of
regional integration, the causes of confrontation
gradually disappear and a favorable foreign environment
1s created (relevant for the countries of the Middle East
and Africa).
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CASE STUDY 1.1
«Atag Holdings NV»

"Atag Holdings NV" is a Dutch company whose main busi-
ness is kitchen appliances. According to "Atag Holdings NV," its
location allows you to win from the single market, but the compa-
ny is still not doing the best. «Atag Holdings NV» plant is located
a mile from the border with Germany and near the center of the
EU. According to the company's management, it could cater to
both "potato” and "spaghetti” belts (so-called consumers in north-
ern and southern Europe), producing two main product lines and
selling these standardized "euro-products” to "euro-consumers”.
The main advantages of this method are economies of scale, ob-
tained through mass production of a standardized range of prod-
ucts.

Unfortunately, "Atag Holdings NV" soon realized that the
"euro-consumer" theory was baseless. In different countries, the
preferences of consumers differ considerably deeper than the com-
pany imagined. Consider an example with equipment for tiled
stoves. "Atag Holdings NV" planned to trade in EU countries with
only two varieties, but it turned out that there should be 11 of
them. Belgians that cook food in huge pots require very large
burners. The Germans prefer pots of oval shape, and, consequent-
ly, burners that would fit this dish. The Frenchmen need small
burners with low combustion temperatures for slow cooking sauc-
es and broths. The Germans like the oven handles on top, and
Frenchmen - in front. Most Germans and French enjoy black and
white stoves, and British need a wide range of colors, up to peach,
gray-blue and pale green. Despite these problems, the volume of
foreign sales of kitchen appliances "Atag Holdings NV" grew by
4% of gross revenues in 1985 and up to 25% in 1994. However, to-
day, the company is much more realistic about the benefits of the
single market of a group of countries, whose culture and tradi-
tions are significantly and often fundamentally different. Today,
according to "Atag Holdings NV", the competitiveness of the com-
pany is supported not by the magic concept of "euro-product”, de-
signed for the "euro-consumer”, but by the variety of design and

20
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product quality. But the costs of "Atag Holdings NV" are now
higher than they were when the firm was able to adhere to a
greater standardization of products. 1°

Source: I'in, Yapnvs B. JI. MiscrapooHutl 6i3Hec: KOHKYPeHULA HA 2J100aib-
nomy purry / B.JL.9apnvz I'in / Ilep. 3 anen. A.Onitinux, P. Tkauyx. — K.: Buo-8o
Conomii Iasnuuro «Ocrosu», 2001. — 856 c.

Questions to the case:

1. What is the objective pursued by the Dutch company in
terms of European integration?

2. Why "Atag Holdings" plans were not implemented in
practice?

1.3. Stages of international economic integration

On the way to the formation of a single territorial
economic complex, international economic integration
takes place in a series of successive stages. The repre-
sentative of the neoliberal school B. Balassa distin-
guishes and interprets the following:

1. Free trade area;

2. Customs union;

3. Common market;

4. Economic union;

5. Complete economic integration!é,

The first stage of the international integration pro-
cess is the free trade area, which is characterized by the
complete abolition of tariff and non-tariff barriers be-
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tween the member-states of the group for the free move-
ment of goods, works and services.

Table 1.1
Peculiarities in stages of international economic in-
tegration!?
Elimination CO™mOn
customs Free L .
of customs . [HarmonizationImplementation|
. . tariffs |movement .
Stages of |barriers in . of economic | of a common
integration | common for the | of capital olic economic polic
& third | and labor pohey pohecy
trade .
countries
Free trade + - - - -
area
Customs + + - - -
union
Common + + + - _
market
Economic + + + + _
union
Complete + + + + +
economic
integration

At this stage, each of the participating countries re-
tains its own level of protectionism (the size of tariffs
and/or quotas) pertaining to the third countries. The fea-
ture of the functioning of the free trade area is that the
member states follow WTO rules and implement an in-
dependent foreign and domestic policy towards other
states!s. It should be noted that this stage, according to
J. Pinder's classification, refers to the so-called "negative
integration". The main objectives of establishing a free
trade area are: to enable consumers 6of trade union

16 [Tlemamenxos B.I. EBponeiickas wHTerpamus: yued. mocodbue st CTy., 00yd. 1o
crrerr, «Muposas axoHOMuKa». — M.: MesxayHnapoamsie orunonrenusi, 2003. — 400 c.

17 MixxHapoaHi iHTerparfiiiai npomecu cydacHocri: [mororpadis] / [A.C. @iminenko
(xep. aBr. ko), B.C. Byakiu, M.A. [lynuenxo Tta in. |. — K.: Suanus Yrpainu, 2004. — 304 c.
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member countries to buy cheaper goods and to promote
the competitiveness of the national economy through the
mechanism of international competition within the inte-
gration group. Currently, one of the most developed free
trade areas is the European Free Trade Association (EF-
TA). Since 1960, the integration group has 7 countries:
Austria, Iceland, Liechtenstein, Norway, Finland, Swe-
den and Switzerland.

The customs union, as the second stage of regional
integration, is essentially a free trade area in which
trade tariffs with so-called third countries are unified. In
other words, at this stage, a common and agreed tariff
and customs policy is being reformed. It should be em-
phasized that the customs union also refers to the "nega-
tive" integration, which continues to apply the terms of
the WTO. The key objective of the customs union is to
further deepen trade cooperation between its member
countries. Today, among the examples of customs unions
in the world, one can be distinguished — the Andean
Pact, which was signed by Bolivia, Ecuador, Colombia
and Peru. The last one initiated free trade between the
member states and introduced a common tariff for the
import of goods from third countries in the range from 5
to 20%?19.

The common market, essentially, is the beginning of
industrial integration, because at this stage the process
of internationalization goes from trade to production ar-

18 Tam came

19 I'in Yapnz B.JI. Mixxuaponuuii 0l3Hec: KOHKYPEHINsT Ha IVI00AJIBHOMY PHHKY /
Tlep. 3 auri. A.Omnitinuk, P. Trauyk. — K.: Bug-so Cosomii [TaBmmuko «OcaoBm», 2001. — 856
c.

23



Theoretical basis of international economic integration

eas. Free movement of inputs (capital, labor force and
technologies) i1s added to the free movement of goods,
works and services. At this stage, the first primitive
steps towards the agreement of the member states with
the grouping of certain spheres of economic policy (agrar-
lan, monetary, fiscal, etc.) can be observed. Despite the
fact that the countries of the common market are already
beyond the scope of the WTO rules, the process of inte-
gration is still negative. It should be noted that the
MERCOSUR South American Integration Group (Argen-
tina, Brazil, Paraguay and Uruguay) for a long period
tends to evolve into a common market.

The economic union is a synthesis of the common
market and the complete harmonization of all elements
of macroeconomic policy to eliminate negative weights
that arise as a result of the natural forces of the market.
It becomes clear why <J. Pinder began to consider "posi-
tive" integration from the stage of the economic union.
Moreover, the last one aims at equalizing indicators of
economic development of the member countries of the as-
sociation.

Complete economic integration (or political integra-
tion). At this stage, there is the formation of suprana-
tional authorities that must unify the anti-crisis, curren-
cy and other policies of the member countries. In other
words, "full economic integration between countries in-
volves an alliance with a common economic policy and
"supranational" government of this confederation with
great economic authorities"?0. Undoubtedly, at this
stagel” of regional integration, the member states are

20 Misuapogsi iHTerpamiiiHi mporecu cydacHocri: [mosorpadis)/ A.C. ®iminenko,
B.C. Byaxiu, M.A. Jlynuenko Ta iu. — K.: 3uauus Yrpainu, 2004. — 304 c.
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forced to give up their sovereignty more and more. The
main objective of complete economic integration is the
achievement of high standards and living conditions of
people as a result of creating a unified and qualitatively
new economic environment. Clearly, the USA and Cana-
da are at this stage since the unification of independent
states into a single nation?2!.

1.4. The economic effects of regional integra-
tion

Under conditions of regulation by the state of the
process of trade between the countries applied aspects of
foreign economic theory got development. In particular,
1t 1s a question of the theory of customs unions, which
was proposed by a Canadian economist, representative of
the scientific course of the new classicism of the Chicago
School of Economics by Jacob Viner (1892-1970). One of
his most famous works is the book "Question of the cus-
toms union" (1950). In it, J. Viner analyzes the trade be-
tween the states in the conditions of existence in each of
them their own customs tariff and in the condition of
signing of a customs union agreement between them,
which eliminates the tariffs in mutual trade. According
to Viner, as a result of the establishment of a customs
union (the import duty is canceled in the mutual trade of
member countries and the creation of a common customs

21 Iin Yapnz B.JI. MixuapomHuil 6i3Hec: KOHKYPEHINs Ha IJI00aJIbHOMY PHHKY /
Ilep. 3 amrn. A.Omiitauk, P. Trauyk. — K.: Bug-Bo Comomii ITasimuko «OcuoBmw», 2001. —
856 c.
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territory) two variants of economic effects for each of
them are traced:

v’ static effects — the consequences that arise in
the first years, immediately upon the admission of a par-
ticular country to a customs union,;

v' dynamic effects — this is a variety of long-term
changes in the national economy of the member
countries of the customs union (it is difficult to estimate).

The static effects of participation in the customs
union are limited to two types: "trade creation” and
"trade diversion”.

"Trade creation” is a reorientation of local consum-
ers from a less efficient domestic source of supply of
goods to a more efficient external source (import), which
became possible due to the abolition of import duties
within the customs union. The removal of trade barriers
caused by entry into the trade and economic union pro-
vides an opportunity for the development of a greater
specialization in accordance with the principle of com-
parative advantages;

Let's consider graphically how the effect of "trade
creation" is realized from the standpoint of a separate
country (Figure. 1.2).

By the moment of the launch of the integration pro-
cess, the price for goods inside country A is (Py + tariff)
(the price of cheaper foreign goods, with the payment of
import duty). At this price, native producers are able to
produce goods in quantity 2, while local consumers are
able to buy in quantity @s. The difference between con-
sumption and production amounts (@3—Q32) is the import
value.
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3
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Figure. 1.2. The effect of "trade creation" as a re-
sult of economic integration.

After the creation of a customs union (or free trade
area) between countries A and B, which stipulates a bi-
lateral abolition of import duties, domestic consumers
are given the opportunity to purchase goods from a more
efficient foreign producer from country B at the price Po.
Obviously, at a lower price, domestic producers will be
interested in developing and placing fewer goods on the
market, in particular ;, while consumer purchasing
power will rise to @+ As a result, the value of physical
imports will increase naturally and will amount to
(Q+—Q1). This means that there is an effect of expansion
(creation) of trade.

Trapezium area abed (1) — this effect of redistribu-
tion, that is, the transfer of part of the surplus profits of
domestic producers of goods to more effective foreign
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competitors. In turn, the area of the rectangular triangle
dce (2) 1illustrates the effect of protection, which
demonstrates the growth of income of the country,
resulting from the fact that due to the abolition of
customs duties more effective in the production of foreign
goods are imported, replacing the domestic less effective
in the production of local analogues. The effect of income
(direct loss for the country) is illustrated by the area of
the rectangle ejj (3). As a result of the abolition of import
duties, the area of the last one indicates the amount of
funds that, after the creation of a customs union, are no
longer in the state treasury. Finally, the area of the rec-
tangular triangle fjk (4) shows the effect of consumption,
that is, as the consumption of goods in the country A in-
creases, when there is a decrease in its price. It follows
that the total economic gain of consumers in country A
due to the integration process will increase by the size of
the sum of the areas of geometric figures - (1), (2), (3), (4).
However, since the sum of the areas of figures (1) and (3)
means loss for the state, the net static gain for the ana-
lyzed country will be: [(1+2+ 3+ 4) — (1 + 3)] or [2 + 4].

The next static effect for the country from joining
the customs union is the effect of "trade diversion”. This
1s a reorientation of local consumers for the purchase of
goods into a more efficient non-integrated source of sup-
ply to a less effective internal integration source, which
is the consequence of the abolition of import duties with-
in the customs union.

Let's show this effect in figure 1.3. Assume that
country A has trade relations with the countries B and C.
In addition, the formation of a customs union between
the states A and B is expected. In the country C, the in-
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ternal unit price of a particular product is P;, and in
country B — Py.

Since the import of this product into country A is
subject to customs duties, in the domestic market, the
goods imported by the country C will cost (P; + tariff),
while the price of the similar product imported from the
country B — (Pottariff). It is clear that under such market
conditions country A will import goods from the country
C.

Now, if countries A and B have agreed to create a
customs union, this means that the goods to country A
will be supplied from country B at the price Po, because
after the cancellation of the import duty they became
cheaper than in country C in relation to which continues
to charge a duty.

M

'FJ
5
Py+tariff] &
- H A R~ A e R N
Po f.! ................ = tarifl
i T SR AT TR I e Yk RS o
D

P | A L, | S n

Q1 Q2 Qs Q4 Q

Figure 1.3. The effect of "trade diversion" as a re-
sult of economic integration.
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Based on the previous graphical analysis (look at
the figure 1.2), as a result of the integration process, the
growth of net economic welfare of the country will also be
determined by the size of two rectangular triangles (2)
and (4). However, as noted earlier, before the creation of
a customs union, country A received a receipt for pay-
ment of import duties from importing goods from the
country C. Graphically, this is equal to the area of the
two rectangles ecjf (3) and lefm (5). If the size of the fig-
ure (3) after the integration process has been trans-
formed into a part of the total economic gain of the con-
sumers of country A, then the area of the figure (5) rep-
resents the difference between the import value from
country C and B and it is lost after the establishment of
the customs union. In other words, it is the price of tran-
sition to consumption of goods, the production of which is
marked by higher costs. Now it becomes clear that the
net economic gain from the integration process for coun-
try Ais: [(1+2+3+4) — (1 +3+5)] =[2+ 4-4]. In the
case where the area of the figure (5) is greater than the
sum of the areas of figures (2) and (4), then there is every
reason to assert the net loss for the country, that is, the
so-called effect of "trade diversion".

In turn, the dynamic effects of a long-term nature
reflect the overall transformation of the national
economy as a result of the integration process.

These effects include:

—  creating more competitive environment for
national commodity producers and reducing the level of
monopolization of the state's economy in connection with
the reduction (or complete abolition) of restrictions on
the movement of goods and inputs;
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—  the emergence of the economies of scale effect
on production, which manifests itself in reducing the
costs of enterprises due to the expansion of economic
activity in the country's participation in the
International integration group;

—  the growth of the intra-industry exchange of
goods between the member countries of the integration
group and the reduction of inter-industry exchange
through the deepening of the production specialization;

— an increase in investments in the economies of
member countries, due to structural changes in
production and consumption, rising incomes, as well as
economies of scale;

—  the growth of the mobility of inputs within the
integration association (capital and labor are moved to
those industries where their deficit is observed), which
leads to an increase in the economic efficiency of
production, etc.

However, in addition to the positive effects of the
integration process, there can be negative ones. First, as
a result of international integration, the outflow of
resources from the country (distribution of resources in
favor of stronger union members) or in the direction of
the geographical center of the union may take place; and
secondly, there can be losses from an increase in
production due to the creation of too large companies
that are becoming ineffective; and thirdly, the costs of
functioning of the customs union may increase, etc.
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CASE STUDY 1.2.
«Influence of NAFTA on textile industry in USA»

When the North American Free Trade Agreement came into
force in 1994, many people feared that due to the transfer of
production from the United States to Mexico, the American textile
industry would lose many jobs. Opponents of NAFTA are
persistent, but unsuccessfully argued the ineffectiveness of signing
the deal because of its negative impact on employment in the
United States, especially in areas such as textiles.

In retrospect, four years after the signing of NAFTA, we see
that the critics obviously were right. From 1994 to middle of 1997,
about 149,000 US workers lost their jobs that is more than 15% of
all employed in the textile industry. This loss was largely
attributable to the movement of production to Mexico. From 1994
to 1997, exports of textile from Mexico to the United States tripled
and reached § 3.3 billion. In 1993, the American manufacturer of
jeans "Guess" produced 95% of its products at home. Now it
receives about 60% of textile from outside the United States, and
Mexico is one of its largest suppliers. Similarly, Fruit of the Loom
Inc, the largest whitewear manufacturer in the United States in
1995, promised to close 6 of its domestic factories and reduce the
volume of operations on the other two, freeing about 3200 workers,
or 12% of the American workforce. The company announced that
the closure of factories was a part of its plans to move production
to cheaper foreign factories, for example in Mexico.

Until the closure of plants, less than 30% of the total textile
was carried out outside the United States. However, "Fruit of the
Loom Inc"” was planning to move most of the production to Mexico.

Having carefully studied all the information, we could see
that the problem is complicated. In fact, in the US textile
industry, jobs have been decreased, but clothing prices in the
United States since 1994 have been decreased as well because
fabric production has shifted from high-cost American to low-cost
Mexican producers. Obviously, US consumers who now could
spend more on other goods have obviously benefited from this. For
example, the price for a typical pair of fashion jeans fell from § 55
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in 1994 to $ 48 in 1997. Such a fall in prices was not a simple
consequence of the shift of production from the United States to
Mexico. NAFTA has also transfer of production from Asia to
Mexico. In 1980, 83% of all American textile were imported by
Asia. Until 1997, only 41% of the total US imports of textile were
from Asian producers, as companies moved their production from
Asia to Mexico. The example of this trend is the clothing retailer
The Limitted Corporation Inc., which in 1997 moved its textile
from Sri Lanka to Mexico. According to the representative of The
Limitted, howewer salaries in Mexico tripled § 60 in a month,
which workers are getting in Sri Lanka, combination of
production in Mexico and the United States is quickly and more
profitable. NAFTA does not have import tariffs from Mexico, but
there is a 19% tariff for textile imported from Sri Lanka. Taking
into account all these factors, fabrication of textile in Mexico is
cheaper than in Sri Lanka. Consequently, as a result of the
conclusion of NAFTA, production has transfered to an
independent source with lower consumption. The Limitted has
plans to transfer its savings to US consumers in the form of lower
prices.

In addition to lower prices, moving textile production to
Mexico has given the US economy some benefits. First, it was
contributed to the growth of exports of American textile
manufacturers and workers in the chemical industry. By signing
NAFTA, American manufacturers such as Burlington Inustrie
and E.I.Du Inc. supplied small volumes of textile and yarn to
Mexican manufacturers. Now, as the production of clothing has
transfered from Asia to Mexico, the export of textile and yarn to
this country has significantly increased. American manufacturers
supply raw materials to Mexican sewing factories. From 1994 to
1997, the exports of textile and yarn in the form of ready-to-
stitching almost doubled-all to Mexico and amounted to 2.5
billion dollars annually. In addition, American textile
manufacturers have increased their sales, as garment factories in
Mexico order this of equipment. Export of textile machines to
Mexico in 1995 in compare to the previous year almost doubled
and amounted to 35.5 million dollars.

While the US textile industry has been reducing many jobs,
NAFTA supporters argue that the US economy has achieved a net
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gain in the form of lower clothing prices and an increase in
exports of textile and yarn producers as well as textile
manufacturers. Due to the NAFTA signing, trade was formed.
Gains from trade have been achieved by American consumers and
producers in certain sectors. As always, someone from the free
trade area wins, and someone loses, however, according to the
convictions of supporters of this idea, profits obviously outweigh
the losses.

Source: I'in, Yapnws B. JI. Miscnapooruil 0i3Hec: KOHKYPEeHULA HA 2J100aib-
nomy purry / B.JL.9apnvz I'in / Iep. 3 anen. A.Onitinux, P. Tkauyx. — K.: Buo-8o
Conomii Iasnuuro «Ocrosu», 2001. — 856 c.

Questions to the case:

1. What static effect of the American Textile Industry had
Mexico from joining NAFTA?

2. What dynamic effects did the US have? Was NAFTA
Jjustified for the American textile industry?

CONTROL QUESTIONS

1. What is the international economic integration?

2. Which economic schools were engaged in issues of
international economic integration?

3. What is the difference between market and structuralist
scientific schools of international economic integration?

4. Describe the features of international economic

integration.

5. Describe the preconditions for international economic
integration.

6. What the effects are as a result of international economic
integration?

7. On the basis of which models are empirical studies of the
effects of international economic integration carried out?
8. What do the effects of "creation" and "deviation" of trade
mean?
9. What the objectives are belong to regional integration?
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10. How 1s the "economies of scale" associated with
international economic integration?

11. What are the main stages of the international integration
process?

12. What is the difference between a free trade area and a
customs union?

13. What the negative economic consequences in the long run
could be as a result of regional integration?

CHECKING TEST

1. What is the main factor that in the XX century ini-
tiated the process of regional economic integration:

a) competition in the global market;

b) economic crisis;

¢) scientific and technological progress;
d) World War II.

2. Which of the prominent German economists,
defending the protectionism, managed to persuade the
leadership of Germany, Austria and Prussia in the
expediency of creating the customs union ?:

a) K. Marx; b) F. List;

¢) D. Ricardo; d) J. Schumpeter.

3. Complete the sentence:

The process of approaching, interpenetration, unification of
national economies and the formation of a integral regional
economic complex is ................

4. Which of the economists in the mid-twentieth
century proposed the theory of customs unions?:

a) A. Smith; b) J. Viner;

c) B. Balassa; d) V. Leontief.

5. Fill in the missing word:
The reorientation of local consumers from a less efficient
internal source of supplies to a more efficient, external source
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(import), which became possible due to the abolition of import
duties within the customs union — is the effect of ..................
trade.

6. Fill in the missing word:

The reorientation of local consumers for the purchase of
goods from a more efficient non-integrated supply source to a less
effective internal source resulting from the abolition of import
duties within the customs union — is the effect of ..................
trade.

7.Which country is not part of NAFTA?
a) Canada;

b) Costa Rica;

c) the USA;

d) Mexico.

8. Match the scientific schools to their
representatives in the context of the study of

international economic integration:

No Scientific school No Representatives

1 | Market (liberal) A | J.Pinder, Jan Tinbergen,
B.Balassa

2 | Structuralist (dirig- | B | M.Alle, M.Galperin, V.Repke

isme)

3 | Market-institutionl C | R.Kuper, F.Perroux, P.Streeten,

A Filip

9. Which countries are included in EFTA?
a) Norway, Switzerland, Liechtenstein, Iceland;
0) Switzerland, Norway, Luxembourg, Ireland,;
B) France, Italy, the Netherlands, Luxembourg;
r) Italy, the Netherlands, Norway, Switzerland.

10. Select the dynamic effects of international
economic integration:

a) the effect of "economies of scale";

0) increasing competition;

B) growth of foreign investments;
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d) lower prices for goods due to the abolition of import
duties.

11. Where does the picture show a net static gain for
society froan trade creation due to economic integration?
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12. Fill in the missing word:

Representatives of ..................... direction were
convinced of the limited principle of "laisser faire" and
the need for moderate introduction of state-owned shares
in order to direct the process of international economic
integration in the right direction.

13. Match the forms (stages) of the international
economic integration with their characteristics:

p—— .
No Scientific No Representatives
school

represents a synthesis of the common
market and the complete harmonization of
1 Free trade A all elements of macroeconomic policy to
area eliminate the negative effects that arise as a
result of the action of the natural forces of
the market.
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Continuation of the table

is the beginning of industrial integration,
because at this stage the process of

Customs internationalization ig, shifting from the ar-

union B |ea of trade to production. Freedom of '1npu‘Fs
(capital, labor force and technologies) is
added to the free movement of goods, works
and services.
provides an alliance with a single economic
policy and "supranational" government of

Common this confederation with gree.lt economic

C | powers. Undoubtedly, at this stage of
market . . .
regional integration, the member states are
forced to give up their sovereignty more and
more.
is, in fact, a free trade area in which
Economic un-ification gf trade tariffs with so-called
. third countries takes place. In other words,
union D .
at this stage a common and agreed customs
and tariff policy is implemented.
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CHAPTER 2 * ., *
t‘_ E"{'.q .i

ESTABLISHMENT AND PRINCIPLES
OF ENLARGEMENT
OF THE EUROPEAN UNION

— A

Key concepts and terminology: European Union,
Schumann plan, The Single European Act, The
Maastricht treaty, Copenhagen criteria, acquis
communautaire, European Economic Community.

Having studied the material of the chapter you will get to
KNOW:
v the essence, time of foundation and main
characteristics of the European Union;
v the main stages of the European Union formation
and their peculiarities;
v the main stages of the country's accession to the EU;
v criteria for state membership in the European
Union.

And also have the ability to:
> determine at what stage of the accession process is
an applicant country for EU membership;
» determine whether the country is ready for
accession to the EU (meets the Copenhagen
criteria).
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Establishment and principles of enlargement of the European Union

2.1. History of Western European economic
integration

European Union (EU) — the unification of European
states with a kind of institutional and political system
that has no analogues in the history of international
relations!. naselennya.

The total area of the EU is 4.5 million km? with a
population of 508 million people (a third after China and
India). It is 6.9% of the world population.

Figure. 2.1. Map of the European Union at the end
of 2018.
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The EU consists of 28 countries: Austria, Belgium,
Bulgaria, Croatia, Cyprus, Czech Republic, Denmark,
Estonia, Finland, France, Germany, Greece, Hungary,
Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta,
the Netherlands, Poland, Portugal, Romania, Slovakia,
Slovenia, Spain, Sweden and the United Kingdom. 19 of
these countries are in the eurozone, that officially use the
euro currency. The GDP of the integration group is
larger than in the US and by the end of 2017 was € 15.3
trillion. The EU's share in world trade is 15.6%. EU
economic policy is looking for sustainable development
through investments in transport infrastructure, energy
and research - while minimizing the impact of economic
development on the environment.!

The beginning of the European Community was laid
after the Second World War, namely in the late 40's of
the twentieth century. The political component of
European integration was seen as a priority, and
economic integration was a turning point.2

In general, the -evolution of the EU can be
represented in the following stages:

1945-1957 — "The World in Europe - The
Establishment of Cooperation”. The EU was formed as a
result of comprehension of the tragic events of the
Second World War and the desire for a rapid recovery of
the economies of European states. The first steps
towards European integration were connected with the
implementation of the so-called "Schumann plan". On
May 9, 1950, the French Foreign Minister, R. Schuman,
proposed the creation of a European coal and steel
association (ECO) in order to prevent the beginning of a

1 https://europa.eu/european-union/about-eu/figures/economy_en#tab-6-13

2 O1iHKA MOKJIMBOCTEN POSIIMPEHHS 1 3aMIeHHs] PUHKIB 30y Ty JJIs POy KILT ITi/I-
IPHUEMCTB PeaJIbHOr0 ceKropa Y kpainu: moHorpadis / 3a pex. a.e.H., mpod. .0. Kusuma,
K.TexH. H., mpod. L.I0. Marwomenra. — X. : BJ «IHHKEK», 2014. — 280 c.
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new war by establishing international control over key
branches of production for the military industry. In the
end, on April 18, 1951 in Paris, six countries - France,
Germany, Italy, Belgium, the Netherlands and
Luxembourg - signed the Treaty establishing the ECSC
(entered into force on July 25, 1952). Jean Monnet was
elected President of the ECSC High Authority.3. During
the 1950s, the confrontation between the West and the
East unfolded in the format of the Cold War. For
example, protests by the Hungarian population against
the communist regime led to the introduction of Soviet
tanks in the country in 1956. On the background of the
deployment of a geopolitical conflict in Western Europe,
attempts have been made to expand integration into the
sphere of foreign policy and defense, which failed to
succeed. Thus, there was a realization of the need to
develop an economic association, as well as to coordinate
efforts in the field of peaceful use of nuclear energy. As a
result, on March 25, 1957, in Rome, the ECSC member
countries signed two agreements that envisaged the
establishment of the FEuropean Atomic Energy
Community (Euratom) and the European Economic
Community (EEC).

1958-1968 - "The period of economic growth". The
EEC was a customs union covering the entire trade in
goods and which prohibited the use of import and export
duties or any equivalent charges in trade relations
between member countries. The Community has also
established a common customs tariff for third countries.
The main objectives of the EEC were to promote:
harmonized and balanced development of economic
activity within the framework of the integration

3 [Ipumimra: €OBC 3aBepimia cBoe dpyHKIoHyBaHHA 22 yepBHa 2002 p., OCKIIBKH
BTPATHUB YMHHICTH [lapuabkuii 0rosip.
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association, stable and non-inflationary economic growth
taking into account environmental problems, high level
of employment and social protection, raising living
standards, economic and social cohesion of the
participating countries due to the formation the common
market and the economic and currency union. It should
be noted that during this period, the member countries
agreed to launch a common agricultural policy so that
every European could fully meet its food needs and then
produce surplus food for export. At the end of the EEC, it
was possible to complete the budgetary settlement of the
common market, to determine the plan for the transition
to the formation of the budget of the regional grouping at
the expense of its own, resources independent of national
governments. In addition to the common agricultural
policy, a common fisheries, environmental and industrial
policy of the EEC was launched.

1969-1979 - "The Growing Community - The First
Wave of enlargement”. In the early 1970's, a system was
established for harmonizing the foreign policy courses of
the EEC member states. On January 1, 1973, the
number of members of the integration association
increased to 9 states. In particular, Denmark, Ireland
and the United Kingdom joined the EEC. The Arab-
Israeli War in October 1973 provoked an energy crisis
and economic problems in Europe. Disintegration
processes started in the region. As a result of the first
expansion of the EEC, the functioning of its institutions
became more complicated, the Community's position in
competition with the United States and Japan weakened
in the direction of structural transformation and the
implementation of the achievements of scientific and
technical progress. However, the EEC member states
continued the integration process. In this period, a
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significant achievement of the integration group was the
establishment of the European Monetary System on the
basis of a single unit of account — SUA, which withstood
the second oil crisis and the rise of the US dollar.
Moreover, at this time, the role of the KEuropean
Parliament is intensifying, and since 1979, all citizens of
the Community were able to elect their candidates for
the first time directly. It is worth noting that in the
world of the 70's there were protests in the society
against environmental pollution. As a result, the EEC
has adapted legislation on environmental protection,
introducing emission fees for the first time.

1980-1989 - "Changing the image of Europe - the fall
of the Berlin Wall". In 1981, Greece became the 10th
member of the EEC. In general, since the mid-1980s, an
intensification of the integration process has been seen in
the EEC. In particular, in 1986, Spain and Portugal
entered the EEC. On February 27, 1986, the Single
European Act (SEA) was signed, which approved the
program of creation of the common market by the end of
1992. However, the fall of the Berlin Wall took place on
November 9, 1989, which meant the unification of East
and West Germany for the first time in 28 years (October
1990).

1990-1999 - "Europe without frontiers”. In central
and eastern Europe, the communist regime collapsed,
bringing the region closer to the EEC. A new stage in the
development of Western European integration aimed at
building economic, monetary and political alliances
began with the signing of the Treaty on European Union
on May 7, 1992 in Maastricht. The number of EU
member states at that time was 12, which was reflected
on the official flag of the integration group.
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In 1993, the common market was completely formed
with the "Four Freedoms": the movement of goods,
services, people and capital. At that time, Europeans
were concerned about environmental protection and
security. In 1995, another 3 states joined the EU:
Austria, Finland and Sweden. The small village of
Schengen (Luxembourg) gave its name an agreement
that allowed Europeans to travel without a passport
check at the border. The objectives of the EU were:

- to provide peace and well-being to the citizens of
the association;

- to guarantee independence, security and the rule
of law without internal frontiers;

- to implement sustainable development based on
the balance of economic growth and price stability,
highly competitive, full-time, social, and environmental
market economy;

- to overcome social exclusivity and discrimination;

- to implement scientific and technological progress;

- to 1increase economic, social and territorial
cohesion and solidarity among the EU member states;

- respect cultural heritage and languages;

- to establish an economic and monetary union with
the currency of the euro4.

At the same time, the main values of the EU were
proclaimed: human dignity, independence, democracy,
equality before the law, the rule of law, the guarantee of
human rights.

It should be emphasized that the Maastricht Treaty
introduced changes to the institutional framework and
decision-making mechanisms in the EU, in particular by
enhancing the role of supranational bodies — the
European Commission and the European Parliament.

4 https://europa.eu/european-union/about-eu/eu-in-brief_en
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On October 2, 1997, the Amsterdam Treaty (which
came into force on 1 May 1999) was signed, which
introduced changes to the EU founding treaties. This
document updated the issue of human rights and
freedoms, gave the EU policy of cultural and social
dimensions, increased openness and democracy in the
functioning of institutions, integrated the Schengen
agreements into the EU legal system.

2000-2009 - "Further enlargement”. During this
period, the euro currency was put into circulation, and
the European Central Bank and the European System of
Central Banks were established to manage the Economic
and monetary Union (EMU). There were 12 EU member
states that became participants in the euro zone (euro
area), with the exception of the United Kingdom,
Denmark and Sweden. Since January 2007, Slovenia,
Cyprus, Malta and Slovakia have also become members
of the EMU.

In December 2002, at the Copenhagen Summit of
the EU, a decision was taken on further enlargement of
the EU. Thus, in 2004, another 10 countries joined the
EU — Estonia, Latvia, Lithuania, Poland, the Czech
Republic, Slovakia, Hungary, Cyprus, Malta and
Slovenia, while in 2007 Bulgaria and Romania joined the
group.

On December 13, 2007, the solemn signing of the
Lisbon Treaty (entered into force on December 1, 2009)
was held, which was aimed at strengthening the
effectiveness of the EU and its ability to effectively
achieve 1its goals, simplifying the mechanism of
governance in the union, and strengthening European
democracy, reinforcing the powers of the European
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Parliament and the role of national parliaments in
European affairs.?

2010 - present — "Decade of Challenges”. The global
economic crisis has seriously affected the EU economy.
At the same time, in 2012 the EU was awarded the No-
bel Peace Prize. In 2013, Croatia became the 28th EU
Member State. Climate change issues are still important
for the group.

In 2014, elections were held in the European
Parliament, where a large number of euroskeptics got.
Due to the rise in religious extremism in the Middle East
and the onset of hostilities, much of the region's
population emigrates to the EU. At the same time, the
EU faces a number of terrorist attacks.6

It should be noted that the success of the European
Union has Dbecome possible due to the unique
combination of factors contributing to integration in
Europe. Among them are: the presence of developed
industrial potential, the presence in the unification of
several large countries of the same size, close historical
and cultural community, as well as features of the
postwar position of Western Europe. However, at the
beginning of the twenty-first century, the balance of
power between large and small EU members was
violated, and cultural traditions became subjected to
external influence.

In the end, the activity of the integration group
generates persistent contradictions. Their source is the
incompatibility of common and national interests, the
need to delegate national sovereignty to supranational
bodies, and the difficulty of maintaining a single pace of
integration by all member states.

5 Treaty of Lisbon Amending the Treaty on European Union and the Treaty Estab-
lishing the European Community // Official Journal of the European Union. — 271 p.
6 https://europa.eu/european-union/about-eu/history_en#1980-1989
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CASE STUDY 2.1
«History of the EU origin»

The idea of a European economic union existed for a long
period of European history. In 1849, in Paris, at the Euro-
Congress of pacifists (A) ......cccoeveeeeeennnnn. supported the idea of the
creation of (B) ...cccccveeeeeeeeeeennn .. which in the 1930's was unveiled
by the Italian revolutionary, founder of the organization "Young
Europe” D. Madzini. In 1926, at the First Paneuropean congress,
the Paneuropean Union was proclaimed.

In 1929, the Austrian leader and founder of the
Paneuropean movement earl K. Kalierry called for the creation of
(C) oot . Europe, giving an example of the Swiss
Confederation (1848). On September 5, 1929, in the League of
Nations, a well-known speech by the French foreign minister, A.
Briane, was proclaimed. He proposed to create a European
association within the League of Nations. However, the global
crisis that began, and then the Second World War forced them to
postpone the implementation of these projects.

Two world wars have led Europeans to the idea that the
gradual formation of close political and economic relations
between Germany and the rest of the European countries,
especially France, will be a solid bastion for a new war.
Immediately after the end of the Second World War, there were
three important initiatives for full liberalization of trade: the
General Agreement on Tariffs and Trade was launched, and the
Organization for European Economic Cooperation and the
European Economic Cooperation Payments Union). These
agreements were outside the institutional framework of the
European Union, but they can be considered as a global
beginning, hence the beginning of European economic integration.

The idea of integration as a guarantee of peace on the
continent was based on the plan of the French diplomat Jean
Monet (1888-1979) on the transfer of production management of
D) ... and (E) ......... .. to a single supranational body. This
plan was aimed at preventing preparations for a new (F) ......... ...
The idea was to transfer the sectors that are decisive for the
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military industry under international control by means of a treaty
that is binding in the light of international law. This plan was
proposed on May 9, 1950 by the Minister of Foreign Affairs of

France (G) ............ (1886-1963). The idea was supported by Italy,
France, Germany and the (H) ............... countries, therefore, on
April 18, 1951, was signed (I) ............. an agreement on the

creation of a European coal and steel association, which came into
force on August 10, 1952, headed by Jean Monet, the first
president of the ECSC.

Source: Menedxcmernm €8poneiicbkol exoHOMIUHOL iHmezpauii: [niop.]/
C.M. Iucapenro, H.B. Iopin, JIL.A. Vkpaineub ma in.; 3a ped. C.M. ITucaperko. —
K.: Bnannsa, 2012. - C. 56-57.

Task to the case:

Insert the missing words into the text:
Benelux, war, coal, Parisian, pacifists, Robert Schumann, United
States of Europe, United States, steel, V. Hugo.

2.2. Procedure for joining the European Union

The Maastricht Treaty provided the transition of
the European Community to a higher level of regional
integration and creation of the European Union. In
addition, this document declared the right of Eastern
European countries to join the EU.

In general, there are five main stages of the process
of accession the state to the EUT:

1. Consultation phase. It takes all the time until the
country applies for accession to the EU. As experience
shows at the consulting stage the applicant country for
joining to the association should conclude one of the
three type of associative agreements:

7 MeHesKMEHT €BpOIeichKoi exoHoMiuHOI iHTerparii: [migp.]/ C.M. ITucapenko,
H.B. Topin, JI.A. Vrpaineus Ta in.; 3a pea. C.M. ITucapenxo. — K.: 3uanus, 2012. — 373 c.
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a) the European Agreement — in the 1990s, such
agreements were concluded with the ten former socialist
countries of Central and Eastern Europe: Poland (1991),
Hungary (1991), Romania (1993), Bulgaria (1993),
Czechoslovakia (1993), Slovakia (1993), Estonia (1995),
Lithuania (1995), Latvia (1995) and Slovenia (1996);

b) Association Agreement (Association Agreement) -
was signed with Turkey (1963), Malta (1970) and Cyprus
(1972);

c¢) Stabilization and  Association Agreement
(Stabilization and Association Agreement) - was
concluded with the Balcons.

It should be noted that the consultation phase will
be established if the applicant country applied for EU
membership.

2. Evaluation stage. It begins when the applicant
country submits an application for entry and ends before
the negotiation process begins. At the evaluation stage,
states should to achieve special EU membership criteria.
At the end of the period, the country officially becomes a
candidate country for accession to the EU.

3. Negotiation stage - continues from the beginning
to the end of the accession negotiations. During the
negotiations are announced the conditions to join the EU,
as well as the terms of adoption, implementation and
legalislation of the acquis communautaire (the so-called
reached EU work). Each of candidate country works on a
separate schedule and may be admitted to the EU when
it achieve the criteria for membership and its obligations.
Negotiations are held in the format of bilateral
conferences between member states and each of the can-
didate countries for each of the 31 sections of the acquis
communautaire:
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The results of the negotiation process are included
in the draft agreement about the accession of the
candidate country to the EU.

4. The ratification stage. Begins with the moment of
signing an entry agreement and ends with its
ratification. Before signing the accession agreement must
be submitted to the Council of the EU for its approval
and to the European Parliament - in order to obtain
consent. After signing, the accession agreement is sent to
the EU member states and candidate countries. They
must ratify the relevant agreement and decide if the
country could join the EU (if necessary, it could be done
with a referendum). It follows that the successful conduct
of the negotiations is not a guarantee of the accession of
the state to the EU.

5. Implementation stage. It begins after all the
ratification procedures complete, and it becomes clear
when the agreement enters into a force. Only then state
will become a full member of the EU.

Each EU institutional body has its own authority to
host new members in a regional association. From the
algorithm of the implementation the powers of certain EU
institutions (first of all, the Council, the Commission and
Parliament) could be divided into 12 stepss:

1) country applies for membership of the EU
Council;

2) the Council of the EU requests the European
Commission to formulate and submit its assessment of
the application filed;

3) the European Commission passes its assessment
to the EU Council;

8 MeHemKEMeHT €BpOIIEHCHKOI exoHoMiuHOI imTerpamii: [mizp.]/ C.M. ITucapenxo,
H.B. T'opin, JI.A. Vrpainens Tta ia.; 3a pea. C.M. ITucapenxo. — K.: uanus, 2012. — 373 c.
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4) the Council unanimously adopts a decision to
open a negotiation process with the accession candidate
state;

5) the European Commission recommends, while
the Council of the EU unanimously approves the main
aspects and principles of the EU position in negotiations
with the candidate country;

6) EU Council negotiates with candidate country;

7) the draft agreement on entry is agreed between
the EU and the candidate state;

8) the draft agreement on entry is submitted to the
Council of the EU and the European Parliament;

9) the European Parliament adopts agreement on
entry of a majority of votes;

10) the Council of the EU unanimously approves
agreement on entry;

11) the member states and the candidate country
formally sign the agreement on entry;

12) the member states and candidate countries
ratify the agreement on entry in accordance with their
own constitutional rules. The candidate country becomes
a member of the EU.

CASE STUDY 2.2.
«Successful negotiations are not a guarantee
of accession to the EU»

Norway, whose government twice (in 1972 and 1994)
successfully negotiated and even signed the Treaty on European
Union, did not become a member of the EU, since the question of
Jjoining the EU failed to find support of the population twice. In
1972, 78% of the population participated in the referendum, of
which 53.5% were protesting against joining the EU. In 1994,
opponents of the membership in the EU again won, gaining 52.3%
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of the vote. Only 47.7% of those who came to the referendum spoke
for joining. Switzerland also applied for membership, but the
process was not completed, as at the referendum in December
1992, the Swiss voiced opposition to the ratification of the
agreement on the European Economic Area.

Source: Menedxcmernm €8poneiicokol exoHoOMIuHOL Hmezpauii: [niop.]/
C.M. ITucapernko, H.B. I'opin, JI.A. Yikpaineup ma in.; 3a ped. C.M. ITucapenko. —
K.: Bnannsa, 2012. — C. 67.

Questions to the case:

1. Why did not the Norwegians and Swiss people in the
majority want their states to join the EU?

2. Do you want Ukraine to join the EU in the long term?
Indicate the reasons for your reply.

2.3. Criteria for joining the European Union

On dJune 21-22, 1993, at the European Council
meeting in Copenhagen (Denmark), the conditions for
joining the EU were determined. According to the latest,
the associated states of Central and Eastern Europe can
become EU members. However, joining will only take
place if the Associated State is in a position to assume its
membership obligations. Moreover, the candidate
country must also satisfy specific political and economic
requirements. These requirements were called the
Copenhagen Criteria 9:

1) political criterion — concerns the stability of
institutions that are guarantors of democracy, the rule of
law, human rights and respect for and protection of
minorities;

9 MeHeKMeHT €BpOIIeHCchKOl eKoHoMiuHOI imTerpamii: [migp.]/ C.M. ITucapenxo,
H.B. T'opin, JL.A. Vrpainens Tta ia.; 3a pea. C.M. ITucapenko. — K.: uanus, 2012. — 373 c.
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2) economic criterion — notes the level of
competitiveness of the market economy and the
credibility of the candidate country for the success of
competing for competitors and natural forces in the EU,;

3) membership criterion — shows the level of
emergence of a market economy and the ability of a
candidate country to oppose competition and
spontaneous market forces in the EU;

4) independent criterion - demonstrates the ability of
the EU to accept new members without inhibition of the
positive trend of European integration. Its goal is to
strengthen European integration.

Political criterion include a number of sub-criteria:

-guaranteeing will of citizens in parliamentary and
presidential elections, and even in elections to local
authorities;

-creation and expansion of work of democratic
Institutions, non-governmental organizations,
independent mass media;

-adoption of legislation that reliably protects the
rights of social minorities and provides the
establishment of appropriate institutions;

-activation of the fight against organized crime and
corruption;

-solving problems of legal support and activation
the fight against money laundering;

-creation of reliable institutes in the field of justice
and internal affairs, guarantees of independence the
judiciary, improvement of the functioning the courts;

-protection of human rights and freedoms.

The decisions of the European Council, held from 12
to 13 December 1997 in Luxembourg, indicated that the
Copenhagen political criterion was an important precon-
dition for start of the association process.
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In turn, the economic criterion is divided into several
subcriteria:

a) "the existence of a market economy"” (should be
satisfied before the start of negotiations) and evaluated
with the help of the analysis of the following indicators:

- the balance between supply and demand, which is
achieved by free play of market forces; liberalization of
prices and trade;

- the balance of significant barriers to entering and
leaving the market;

-formation of normative-legal provision, including
the guarantee of property rights; enforcement of laws
and contracts;

- achievement of macroeconomic stability, first of all
with stabilizing of prices and ensuring the stability of
public finances and external balance;

- consensus on the basis of economic policy;

- sufficient development of the financial sector with
the purpose of investing accumulated funds in the
development of production spheres;

b) "The ability of a candidate country to oppose
competition and spontaneous market forces in the EU" (to
be met in the medium term - 5 years) is evaluated by
analyzing the following indicators:

- presense of a functional and stable market

economy;
- enough number of human and material resources,
including infrastructure (energy supply,

telecommunication, transport, etc.), education and
research, and the perspective to work in this area;

- level of state's impact on competitiveness through
trade policy instruments, competition policies, support
for small and medium-sized business, etc.;
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- level and pace of trade integration of country with
the European Union before enlargement;

- a sufficient proportion of small enterprises in the
current structure of the economy (as a rule, small firms
get benefit from simplified market access, while a big
percentage of large companies may mean greater inertia
and inability to adapt to market conditions).

The criteria for joining the Economic and Monetary
Union of the European Union were defined by The Treaty
of Maastricht and provided:

- budget deficit is not more than 3% of GDP;

- state debt not more than 60% of GDP;

- inflation no more than +1.5 % to the average infla-
tion rate of the three EU countries with the most stable
prices;

- average long-term level of rate is not higher than
2.0 % to the average level in the three EU member states
with maximum price stability;

- maintenance of the current exchange rate in the
EU.

After following the achievement of the Maastricht
criteria of congruence in the stability of prices, national
currency and interest rates, budget deficits, and public
debt, member states of the association become fully-legal
members of the Economic and Monetary Union.

A membership criterion is the most difficult criteria
for achieving. During the negotiation process for
membership of the EU 31 membership criteria were
specified, each corresponding to one of the 31 sections of
the EU (acquis communautaire): free movement of goods;
free-movement of labor; free movement of capital; law for
regulation enterprises activity; competition policy;
Aariculture; fish farming; transport policy; tax policy;
Economic and Monetary Union; statistics; social policy
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and employment; energetic; industrial policy; small and
medium enterprises; scientific and research activity;
education and training; telecommunications; cultural
and audiovisual policy; regional policy; ecology; consumer
protection and health protection; justitia and internal
affairs; customs union; foreign economic relations;
common foreign and security policy; trade; budget and
financial control; protection of intellectual property
rights; conformity of standards of industrial products.

It should be noted that the Copenhagen criteria, by
their very nature, have become the EU's response to the
numerous appeals to it of the countries of Central and
Eastern Europe (the end of 1991 - the beginning of 1992).
At that time, the Visegrad Group turned to the institutes
of the integration group with a request to formulate the
conditions for joining the EU and determine the regime
of the negotiations.

At the current stage, candidate countries for joining
to the EU include Albania, Montenegro, Serbia,
Macedonia and Turkey. At the same time, potential
candidates are Kosovo and Bosnia and Herzegovina0,

CONTROL QUESTIONS

1. What is European Union?

2. What are the main stages of formation of the European
Union.

3. Who was the initiator of European integration?

4. When was signed the Paris Treaty on the Establishment
of the European Coal and Steel Community (ECSC)?

5. When did the Roman treaties come into being and what
was their essence?

6. What is the difference between the European Economic
Community (EEC) and the European Union (EU)?

10 https://europa.eu/european-union/about-eu/countries_en
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7. What countries have joined the European Union and
when?

8. When and by whom was the Maastricht Treaty
concluded? What is its essence?

9. What are the main goals of the EU?

10.Describe the procedure for joining the European Union.

11.What is the essence of the consultative stage of the
process of joining the country to the EU?

12.List the criteria for joining the European Union.

CHECKING TEST

1. When was signed the Paris Treaty Establishing
the ECQO?

a) April 18, 1951, b) March 8, 1945;

¢) March 21, 1957, d) February 1, 1992.

2. How many countries are included in the EU ?:
a) 26; b) 15; c) 35; d) 28.

3. The EU share in world trade is:
a) 20%; b)) 50% ¢)15,6% d) 25,5%.

4. When were signed the Rome Treaty on the
establishment of the EEC and Euratom?:

a) April 18, 1951; b) March 25, 1957;

c) July 1, 1987; d) September 15, 1964.

5. In what city was signed an agreement on the
beginning of a new stage development of Western
European integration in the direction of building an
economic, monetary and political union?

6. What contract was signed on October 2, 1997,
which introduced changes to the EU founding treaties?
a) Maastricht; b) Amsterdam;
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¢) Roman; d) Lisbon.

7. How many stars are represented on the EU flag?:
a) 6; b) 12; c) 27; d) 28.

8. When was signed the Treaty on the European
Union?
a) 1957; b) 1962; c) 1968; d) 1992.

9. Finish the sentence: "In the process of negotiations on
gaining membership in the EU, 31 is specified.

10. Match the name to the description of the stage the
joining process to the EU:

Stage name Stage description
1| Consultation | A | begins with the signing of the accession
stage agreement
2 Negotiation | B | continues between the submission by an
stage applicant country of application for entry

and the start of accession negotiations

3 Ratification C | continues from the beginning to the end

stage of accession negotiations
4 Evaluation D | begins after all the ratification
stage procedures and an agreement goes into
effect
5 | Implementation | E | continues before an application for
stage accession by the country

11. What are the Copenhagen Criteria for joining the
EU ?2:

a) political criterion;

b) economic criterion;

¢) criterion of membership;

d) independent criterion;

e) full economic integration.
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12. Insert the missing words:

The criteria for joining the Economic Monetary Un-ion were
defined by the Maastricht Treaty and provided: the budget deficit
is not more than __ % of GDP; state debt not more than %
of GDP; no more than +1.5 pp to the average inflation
rate of the three EU countries with the most stable prices; the
average long-term level of is not higher than 2.0 pp to the
average level in the three EU member states with maximum
price stability; the maintenance of the current in the
EU.
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INSTITUTIONAL SYSTEM OF
THE EUROPEAN UNION

— A

Key  concepts and  terminology:  European
Parliament, The Council of the European Union,
The European Commission, European Council, EU
Court, House of Auditors, European Central Bank,
Directorate- General, General Council.

Having studied the material of the chapter you will get to
KNOW:

v the essence, functions, structure and principles of
work the European Parliament and the Council of
the EU;

v the essence, functions, structure and principles of
work the European Commission and the European
Council;

v the essence, functions, structure and principles of
work the Court of Justice of the EU, the Chamber of
Auditors and the European Central Bank.

And also have the ability to:
> to identify the actual problems of the citizens of
united Europe, based on political groups in the
European Parliament;
» to envisage political and economic decisions in the
EU in accordance with the actual state of the main
institutions of the regional association.
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The EU institutional system is unique because it is
partially supranational and interstate. At the same time,
the institutional system of the EU is complex and
ramified, since it aims to spread values and achieve the
EU objectives, to meet the interests of citizens of the
united Europe, and guarantee the coherence, efficiency
and consistency of the EU policies.

It should be noted that in the process of the
evolution of regional integration in Western KEurope
there were formed 7 main institutions with the status of
the body and are reflected in the constituent documents
of the EU:

1. The European Parliament;

2. Council of the EU;

3. The European Commission;

4. European Council;

5. The EU Court;

6. EU Chamber of Auditors;

7. European Central Bank.

CASE STUDY 3.1
«Background and Evolution of Creation the
European Parliament»

The history of the creation of the European Parliament is i
linked with the European integration processes that began in the
first post-war decade. Then the Treaty of the Establishment was
signed (1) according to which the General Assembly was
established. The powers of the Assembly were limited and
consisted mainly of controlling the activities of the Supreme body
of the ECSC and of certain areas of activity of the association. The
procedure for the formation of this body was also far from perfect:
although the Treaty of the Establishment (2) was
provided that the members of the Assembly were directly chosen
by citizens of the member states, the formation of this
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representative body was carried out by indirect elections - 78
deputies were elected from the members of the nationalnal

parliaments.

After came into force of (3) in 1958, was
made a decision to establish a single representative body for the
three European Communities (4) ,

European Parliamentary Assembly. It consisted of 142 deputies,
and the first meeting took place in (5) on March 19,

1958. The full authority of this body was to control over the
executive organs of the relevant regional organizations and
advisory functions. The deputies of the European Parliamentary
Assembly on March 30, 1962, decided to change its name to the
"European Parliament”. Until 1979, the European Parliament
was chosen indirectly by elections: each National Parliament of
the States Parties (6) assigned to the country concerned,
elected its representatives to the KEuropean Parliament in
accordance with the system established by national law. Only in
September 1976 was made a decision to hold general direct
elections, which was fixed by the domestic legislation of the
member states only in 1979.

Since 1979, the European Parliament has elected a direct
general (7) . The level of representation of a state
depends on (8) of the population and on its (9) on
solving common problems of the EU member states. In this case,
(10) states receive a few more sits than they would have
been able to obtain if they had a proportional representation. The
application of the principle of decreasing proportionality is aimed
at protecting the interests of small countries: the minimum of
representatives from the state is 6 persons, the maximum - 96
persons, and the total number of deputies can be not exceed
(11) persons plus the President.

Source: Menedxcmernm €8poneiicokol exoHOMIYHOL Hmezpauii: [niop.]/
C.M. Iucapenro, H.B. Iopin, JIL.A. Vkpaineub ma in.; 3a ped. C.M. ITucaperko. —
K.: Bnannsa, 2012. - C. 77-78.
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Task to the case:

Insert the missing words into the text:
750, influence, voting, ECSC, ECSC, ECSC, EEC, Euratom,
quotas, quantities, small, Treaty of Rome, Strasbourg.

3.1. European Parliament and the Council of
the EU

The European Parliament (European Parliament) is a
representative body of the EU, supranational in nature.
He has 3 functions: legislative, supervisory and
budgetary. The legislative role is:

- adoption of the EU of the laws in cooperation
with the Council of the European Commission new pro-
posals;

- observation of international agreements;

- making a decision about further enlargement of
the EU;

- control of the Commission's work program,;

In turn, the European Parliament's supervisory
function is implemented through:

- democratic check of all EU institutions;

- election of President of the European
Commission and approval of the Commission as a body;

- approval of directions for spending EU budgets
(grants);

- study of citizens' petitions and creation of que-
ries;

- discussion of monetary policy with the
European Central Bank;

- survey of the European Commission and the
EU Counecil;

- election observation.
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The budget function of the European Parliament is
to confirm the EU budget with the EU Council.

The European Parliament was established in 1952
as a Joint Assembly of the ECSC. During the 1950s and
70s, the Parliament was formed from representatives of
the national legislatures of the member states, and
deputies of the Parliament have been elected by direct
universal suffrage for a term of 5 years since 1979.
According to the Lisbon Treaty (2007), the total number
of deputies was fixed —751; the minimum representation
from one country is 6, and the maximum is 96,
regardless of the number of member states. It should be
noted that the number of deputies from each country is
mostly determined in proportion to the number of its
citizens ( see table 3.1).

Table 3.1

Distribution of deputies of the European Parliament

by EU member states!

The
Name of the EU Member | population for Deputi
No State 01.01.2015, eputies,
thousand persons
people

1 Germany 81197,5 96
2 France 66415,2 74
3 | United Kingdom 64875,2 73
4 Italy 60795,6 73
5 Spain 46449,6 54
6 | Poland 38005,6 51
7 Romania 19870,6 32
8 The Netherlands 16900,7 26
9 | Belgium 11258,4 21
10 | Greece 10858,0 21
11 | Czech Republic 10538,3 21
12 | Portugal 10374,8 21

Thttps://europa.eu/european-union/about-eu/institutions-bodies/european-parliament_en
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Continuation of table 3.1

13 | Hungary 9855,6 21
14 | Sweden 9747,4 20
15 | Austria 8576,3 18
16 | Bulgaria 7202,2 17
17 | Denmark 5659,7 13
18 | Finland 5471,8 13
19 | Slovakia 5421,3 13
20 |Ireland 4628,9 11
21 | Croatia 4225,3 11
22 | Lithuania 2921,3 11
23 | Slovenia 2062,9 8
24 | Latvia 1986,1 8
25 | Estonia 1313,3 6
26 | Cyprus 847,0 6
27 | Luxemburg 563,0 6
28 | Malta 429,3 6

Total 508450,9 751

In addition, the formation of political groups
(factions) in the European Parliament is carried out not
on ethnic nationalities, but on the basis of political
interests. The European Parliament has a unicameral
structure. Place of meetings - Strasbourg (France) -
monthly plenary meetings are held; Brussels (Belgium) -
additional sessions and meetings of parliaments
committees and Luxembourg, where the headquarters of
the General Secretariat are located. The head of the
European Parliament is the President, elected for 2.5
years and whose duties include: holding meetings, and to
do administrative and representative functions. For
today, Antonio Tajani is the president of the European
Parliament.

In structure of the European Parliament are 8 politi-
cal groups:
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1) Group of the European People's Party (Christian
Democrats -EPP),

2) Group of the Progressive Alliance of Socialists and
Democrats in the European Parliament — S&D;

3) European Conservatives and Reformists - ECR;

4) Alliance of Liberals and Democrats of Europe -
ALDE;

5) The Greens/European Free Alliance
Greens/EFA;

6) European United Left/Nordic Green Left Europe-
an Parliamentary Group — GUE/NGL;

7) Europe of Freedom and Direct Democracy Group -
EFDD,;

8) Europe of Nations and Freedom — ENF.

Task:

According to the names of following political groups of the
European Parliament find out area of actual citizens problems.
Indicate the reasons for your reply.

It should be emphasized, that the work of the Euro-
pean Parliament manages in 25 constant committees:

1) Committee on Foreign Affairs — AFET,

2) Committee on Human Rights — DROI,

3) Committee on Security and Defence - SEDE,

4) Committee on Development — DEVE,

5) Committee on International Trade — INTA,

6) Committee on Budgets - BUDQG,

7) Committee on Budgetary Control - CONT,

8) Committee on Economic and Monetary Affairs —
ECON,

9) Committee on Employment and Social Affairs -
EMPL,
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10) Committee on Environment, Public Health and
Food Safety - ENVI,

11) Committee on Industry, Research and Energy -
ITRE,

12) Committee on Internal Market and Consumer
Protection - IMCO,

13) Committee on Transport and Tourism — TRAN,

14) Committee on Regional Development - REGI,

15) Committee on Agriculture and Rural Develop-
ment — AGRI,

16) Committee on Fisheries — PECH,

17) Committee on Culture and Education — CULT,

18) Committee on Legal Affairs — JURI,

19) Committee on Civil Liberties, Justice and Home
Affairs — LIBE,

20) Committee on Constitutional Affairs — AFCO,

21) Committee on Women's Rights and Gender
Equality - FEMM,

22) Commit-tee on Petitions — PETI,

23) Committee on Terrorism — TERR,

24) Committee on EU authorization procedure for
pesticides — PEST,

25) Committee on Financial crimes, tax evasion and
tax avoidance — TAXS.

The work of the European Parliament proceeds in
two stages. At the first stage, work is underway on the
preparation of legislation in the committees. The second
stage is a plenary meeting, where voting on draft laws
passes. Usually it takes place for four consecutive days a
month in Strasbourg (sometimes there are additional
sessions in Brussels).

As noted earlier, the European Parliament has a
legislative function in conjunction with the Council of the
European Union. Moreover, the latter is the main
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legislature of the EU. The Council of the EU also
presents the governments of member countries of the
group and coordinates its policies. The EU Council was
established in 1958. It is an institution with functions of
a supranational and intergovernmental organization. On
the one hand, the EU Council is one of the EU bodies
and, on the other hand, it is a kind of forum in which EU
member states have the opportunity to voice their
national interests.

Since December 1992, the main placement of the EU
Council is Brussels. EU Council meets several times a
month. All her meetings are open.

The Council of the EU consists of representatives of
the EU member states at the level of ministers of the
governments of member states (that is why the Council
of the EU is sometimes called the Council of Ministers of
the EU), which in various ways accountable to the
parliaments of their states.

It should be noted that there is no fixed number of
members of the EU Council. At the same time, the
Council of the European Union operates in 10
configurations, each of which corresponds to the area of
debate that must be discussed.?

In work of The Council of the EU takes part one
minister per member state, depending on which issues
are being considered.

Decisions in the EU Council are taken by the vote of
the ministers participating in the meeting. According to
the new system introduced on November 1, 2014, a
qualified majority should decide on a new "double
majority" principle. Unlike the previous rules, which
provided greater support to small and medium-sized
member countries, the new system focuses on the size of

2 https://europa.eu/european-union/about-eu/institutions-bodies/council-eu_en
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the population of the member states. The EU Council
now requires the approval of 55% of the member states
(16 states) or 72% if the document was not proposed by
the Euro Commission, which should represent at least
65% of the EU population (at present it is about 330,5
million people from the total number of EU citizens -
508.5 million people). In order to limit the capacity of
larger states to join forces to block proposals, this
coalition should include at least four member states of
the group representing at least 35% of the total
population of the EU. In cases where not all EU member
states vote (for example, regulations adopted only by the
eurozone or the Schengen zone), the qualified majority is
calculated on the basis of the participating countries
association? (see table 3.2).

Table 3.2
Distribution of votes of member states in the EU
Council4
The Share of Share of
population member member.
Name of the . countries in
for states in the
Ne EU member the euro area
01.01.2015, total .
state . in the total
thousand | population of .
eople the EU.% population of
P : the EU,%
1 Germany 81197,5 15,97 24,0
2 France 66415,2 13,06 19,6
3 Great Britain 64875,2 12,76
4 Ttaly 60795,6 11,96 18,0
5 Spain 46449,6 9,14 13,7
6 Poland 38005,6 7,47
7 | Romania 19870,6 3,91

3 Changed rules for qualified majority voting in the Council of the EU. At a glance.
December 2014 [Enexrponnwuii pecypc]. — Peskum mocryiry:
http://www.europarl.europa.eu/RegData/etudes/ATAG/2014/545697/EPRS_ATA%282014%2
9545697_REV1_EN.pdf

4 Tam came
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Continuation of table 3.2

8 |The 16900,7 3,32 5,0
Netherlands
9 Belgium 11258,4 2,21 3,3
10 | Greece 10858,0 2,14 3,2
11 | Czech 10538,3 2,07
Republic
12 | Portugal 10374,8 2,04 3,1
13 | Hungary 9855,6 1,94
14 | Sweden 9747,4 1,92
15 | Austria 8576,3 1,69 2,5
16 | Bulgaria 7202,2 1,42
17 | Denmark 5659,7 1,11
18 | Finland 5471,8 1,08 1,6
19 | Slovakia 5421,3 1,07 1,6
20 | Ireland 4628,9 0,91 1,4
21 | Croatia 4225,3 0,83
22 | Lithuania 2921,3 0,57 0,9
23 | Slovenia 2062,9 0,41 0,6
24 | Latvia 1986,1 0,39 0,6
25 | Estonia 1313,3 0,26 0,4
26 | Cyprus 847,0 0,17 0,3
27 | Luxemburg 563,0 0,11 0,2
28 | Malta 429,3 0,08 0,1
EU, total 508450,9 100 X
FEurozone, total 338471 X 100

with the European Parliament);

EU and third countries or international organizations;

The EU Council fulfills six main functions:

1) adopt EU legal acts (in many areas this coincides

2) coordinate a single economic policy of the EU
member states;
3) concludes international agreements between the
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4) approve the EU budget with the European
Parliament;

5) develop a common foreign and security policy of
the EU, based on the guidelines formulated by the
European Council;

6) coordinates cooperation between national courts
and police forces in criminal matters.

The organizational structure of the EU Council
distinguishes Committee of Permanent Representatives,
which is a permanent body, and provides organizational
and procedural assistance in decision-making by the EU
Council. It consists of permanent representatives of the
EU member states that protect the national interests of
their country in the EU Council.

Also, the General Secretariat, headed by The
General Secretariat of the Council of the European
Union, plays a central role in the Council of the EU,
which carries out organizational work and ensures the
permanent functioning of the Council of the EU at all
levels. It consists of a legal service and 8 general
directorates:

1) personnel and administration;

2) agriculture and fisheries;

3) competitiveness, innovation and research, industry
and the information society, internal market, customs,
transport and energy;

4) external and political-military affairs;

5) the press, the exchange of information;

6) economic and social affairs;

7) justice and internal affairs;

8) climate change, environmental protection, food
security, consumer safety, food, education, youth,
culture, audiovisual services.

74



Institutional system of the European Union

It should be emphasized that Secretary General of
the Council of Europe under the Treaty of Amsterdam
holds the post of High Representative of the Union for
Foreign Affairs and Security Policy.5

3.2. European Commission and European
Council

European Commission — It is a supranational,
politically independent executive body of the EU
(independent of the governments of the EU member
states). He 1is solely responsible for preparing the
positions on the new FEuropean legislation and
implements the decisions of the European Parliament
and the Council of the EU. The European Commission
was created in 1958 in the result of the adoption of the
Rome Treaties, and since 1967, after the merger of the
governing bodies of the ECSC, EEC and Euratom,
became the only European Commission within the
framework of the integration group. The KEuropean
Commission is located in Brussels. Its mission is to
promote the interests of the EU by proposing and
implementing legislation, as well as implementing a
common policy and executing the EU budget. In other
words, the European Commission ensures the
functioning of the common market, protects the interests
of the EU and represents the union at the international
level.

In general, the European Commission has four main
functions:

5 MeHeKMEHT €BPOTeiichKol eKoHoMiuHOI iHTerparti: [map.]/ C.M. ITucapenxko,
H.B. TI'opin, J.A. Vkpainens ta ia.; 3a pea. C.M. ITucapenxo. — K.: 3uanusa, 2012. — 373 c.
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1) submit proposals for new EU laws, which it pre-
sents for consideration to the European Parliament
and the Council of the EU;

2) ensure the application by member countries of the
EU legislation;

3) performs the duties of the body responsible for
the practical implementation and management of the EU
policy, that is, controls the implementation of decisions of
the European Parliament and the Council of the EU, as
well as manages the EU finances - the budget and
activities of various EU funds and programs;

4) represent and defend the interests of the EU in
the international arena, negotiate agreements between
the EU and third countries and international
organizations.

The European Commission consists of one
representative per member state, incl. and the President
of the European Commission (Jean-Claude Juncker from
November 1, 2014) and the High Representative for
Foreign Affairs and Security Policy, one of the Vice-
Presidents of the European Commission.

The European Commission functionates as a
collegiate body. The point here is that there is only the
decision of the European Commission (adopted by an
absolute majority), rather than the decision of individual
commissars. Each commissioner is responsible for one or
several activities. It should be noted that if the European
Parliament expresses no confidence in the Kuropean
Commission, then the last one should resign.

The structure of the European Commission includes
the President, 7 Vice-Presidents and 20 Commissioners.
The President of the European Commission convenes its
meeting, approves the agenda, holds a vote and picks up
the protocols and legal acts adopted by the European
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Commission. The daily work of the Commission is
carried out by its staff (lawyers, economists, etc.)
organized 1in the department, called the General
Directorates, each of which is responsible for a separate
policy. In turn, the Director General is accountable to
one commissioner (he is a citizen of another country than
a commissioner). It should be emphasized that the
commissars are international civil employees and
represent the interests of the EU as a whole, not their
own countries.

The work of the European Commission 1is
coordinated by the General Secretariat, headed by the
General Secretary. He may attend meetings of the
Commission, but is not a member and has no voting
rights.

The meetings of the European Commission are
convened by the President and occur at least once a week
(on Wednesday in Brussels). Decisions are made by a
simple majority of votes.

Along with the European Commission, the
European Council has a prominent place among the EU
bodies. The last one was founded at the Paris Summit in
December 1974. However, the existence of the European
Council was legally recognized in the Single European
Act (1986). It should be pointed out that the first official
document, which formulated the powers of the European
Council, is the Treaty on European Union (1992). In its
turn, the Lisbon Treaty gave it a legitimate institutional
status (2009).

The mission of the European Council is to identify
the main policy direction and strategic priorities of EU
development. Nevertheless, it does not fulfill the
legislative function.
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The composition of the European Council is formed
by the heads of states or governments of the member
countries of the integration group, as well as by the
President of the European Commission and the High
Representative of the Union for Foreign Affairs and
Security Policy.

The European Council meets in Brussels (Belgium)
2 times every 6 months on the initiative of its President.
As a rule, it decides by consensus. Additionally,
organizational work is carried out with the participation
of the secretariat.

The position of the President of the European
Council in accordance with the Lisbon Treaty is
permanent. Today Donald Tusk is the current president.
The President of the European Council is elected by a
qualified majority for a term of two and a half years with
the right to re-election for one term. In case of serious
misconduct of the President, the Council has the right to
terminate its powers.

The key functions of the President of the European
Council include:

1) management of the work of the European
Council;

2) ensuring the preparation and coherence of the
work of the European Council in cooperation with the
Head of the European Commission;

3) making efforts to reach consensus in the
European Council;

4) reporting to the European Parliament after each
meeting of the European Council.

Also, the President of the FEuropean Council
provides, accordaning to his authority, the EU
representation at the international level on foreign
security matters, without removing the powers of the EU
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High Representative of the Union for Foreign Affairs and
Security Policy. At the same time, he has no right to hold
other positions at the national level.

BUSINESS GAME:

«Foundation of the European Council»

Task:

Insert the missing words into the text

The European Council was established in December 1974 at
(1) summit, and its first meeting was held on 10-11
March 1975 in (2) .

In the years 1961-1974, European conferences were held at
the highest level. The existence of the European Council was
legally recognized in the Single European Act, and its official
status was confirmed in the Treaty on European Union. Until
1986, the European Council convened three times a year.

For the first time, the powers of the European Council were
defined in (3) Declaration of June 29-30, 1977.
Later, the status of the European Council was finalized and
expanded in the solemn declaration on the EU, adopted at the
summit in (4) and June 19, 1983. The first document,
in which the powers of the European Council are formulated, is
the Treaty on the EU. The official institutional status has been
given to the European Council by the Treaty of (5)

Hint:

(1) 2
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b

Source: Menedxcmernm €8poneiicokol exoHOMIUHOL Hmezpauyii: [niop.]/
C.M. IMucaperro, H.B. Iopin, JIL.A. Vkpaineup ma in.; 3a ped. C.M. [Tucaperro. —
K.: Bnannsa, 2012. - C. 96.

3.3.Court of Justice, the European Court of
Auditors and the European Central Bank

The Court of Justice of the European Union (CJEU)
was founded in 1952 in accordance with the ECSC
Treaty. The EU Court examines the affairs in
Luxembourg. Its mission is to interpret EU law in order
to make sure that it is applied the equally in all EU
member states, as well as resolving legal disputes
between national governments and EU institutions.

- At the same time, the EU Court makes the
following decision:
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- interpretation of laws (previous decision). This
means that the national courts of the member states of
the group are obliged to ensure the proper application of
EU law, but different courts can interpret laws
differently. If a national court has doubts about the
correct interpretation of EU law, then it can apply to the
Court of Justice for clarification;

- implementation of the law (violation of
proceedings). This type of case is initiated against a
national government when it is not adhering to EU law.
If a violation of the law is found, then the last one should
rectify the situation or otherwise there is a risk of
opening a retrial and charging a fine;

- cancellation of EU legal acts (lawsuits for
cancellation). If certain EU acts are found to violate EU
treaties or fundamental rights then the European
Commission, the Council of the EU or the European
Parliament can apply to the EU Court to cancel them
(individuals may also apply);

- ensuring the EU's performance of its functions.
This means that the EU Parliament, the EU Council and
the European Commission must make certain decisions
in certain circumstances. Otherwise, the EU government
or other EU institutions or private individuals or
companies may submit a complaint to the court;

- application of sanctions against EU institutions.
Any person or company that has suffered from acts or
omissions of EU institutions may take appropriate legal
measures against them.

The Court of the EU consists of 2 courts:

1) European Court of Justice. It considers petition
for preliminary rulings from national courts, certain
lawsuits for cancellation and appeal. It consists of 1
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judge from each EU member state and 11 general
advocates;

2) General Court. The court mainly deals with
competition, state aid, trade, agriculture and trademark
laws. It includes 47 judges (in 2019 the composition of
judges should be increased to 56, that is to say, 2 judges
from each EU member state)®

Each judge and attorney general are appointed for a
renewable 6-year term with the national governments.
In each court, the judges elect the Head, who fulfills his
powers within 3 years. The EU Court consists of one
judge representing each member state. Thus, each
member country equally represents its national legal
system in the EU Court.

The procedure for handling cases in the EU Court is
carried out in 2 stages:

1) written stage. All interested parties formulate the
essence of the case, and the judge confirms the existence
of the dispute and the legal grounds for its consideration;

2) public hearing. The lawyers of the parties make
their case public, and general lawyers have the right to
ask them questions. Then the general lawyers express
their vision, after which the court goes to the counsel and
makes its decision.

The court decision is made by majority vote,
announced at the counsel and made public on the day of
issuance. Then the decision is published.

European Court actively collaborates with European
Court of Auditors (ECA), which was established in 1977
to verify EU funds for transparency and legality of their
filling and spending. European Court of Auditors is
completely independent in its activities from
governments of member countries and other EU

6 https://europa.eu/european-union/about-eu/institutions-bodies/court-justice_en

82



Institutional system of the European Union

institutions located in Luxembourg. The ECA consists of
one person from each EU member state. They are
appointed by the EU Council after consultation with the
European Parliament for a term of 6 years. Members of
the ECA elect the President for 3 years with the right to
re-election.

The main functions of the ECA are:

1) audit of EU revenues and expenditures;

2) wverification of any person or organization
servicing the EU funds;

3) writing conclusions and recommendations in the
audit reports for the European Commission and national
governments;

4) compiling reports on suspicions of fraud,
corruption and other unlawful actions to the European
Anti-Fraud Office (OLAF);

5) the formation of an annual report for the
European Parliament and the Council of the EU, which
is examined by the parliament before approving the work
of the European Commission over the EU budget;

6) providing an expert assessment to EU politicians
of how best to manage EU finances and make citizens
more accountable.

The ECA, operates together with the FEuropean
Central Bank (ECB) in the financial sector. The ECB was
founded on June 1, 1998, on the basis of the European
Monetary Institute as a leading institution in
preparation for the introduction of the Euro currency.
The European Central Bank is located in Frankfurt am
Main (Germany). It is worth mentioning that since
January 1, 1999, this institution is responsible for
managing the euro currency, maintaining prices at a
stable level, implementing and conducting monetary
policy in the euro-zone.
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The European Central Bank consists of:

- President;

- Vice President;

- heads of national central banks of the EU member
states.

The European Central Bank, together with the
national central banks of the EU member countries,
establish a European system of central banks. Its main
objective is to maintain price stability. As a result, it
should contribute to the development of a common EU
economic policy, ensuring a high level of employment and
sustainable non-inflationary growth. The activities of the
European Central Bank are based on four principles:
independence, transparency, accountability  and
corporate governance.

According to the mission of the European Central
Bank, it is possible to distinguish the main functions of
this financial institution:

1) the establishment of interest rates on which ECB
provides loans to commercial banks in the euro-zone,
that is, it controls inflation;

2) management of the euro-zone currency reserves
and the purchase or sale of currencies in order to balance
exchange rates;

3) ensuring that financial markets and institutions
are well controlled by the national authorities and that
payment systems are working properly;

4) ensuring the safety and reliability of the
European banking system;

5) authorizing the production of euro banknotes by
euro-zone countries;

6) monitor price trends and assess the risks of price
stability.
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The governance structure of the European Central
Bank is three-tier. It is represented by: the Governing
Council, the Executive Board and the General Council.

The Governing Council is the main decision-making
body in the institution. It consists of 6 members of the
Executive Board and governs of the national central
banks of the euro zone countries. It should be noted that
the responsibilities of the Governing Council include:

- assessment of economic and monetary trends;

- definition of currency policy in the euro-zone;

- fixing of interest rates on which commercial banks
may borrow from the European Central Bank.

Meetings of the Governing Council usually occur 2
times a month.

In turn, the Executive Board is the executive body of
the European Central Bank.

It consists of:

— President;

— Vice President;

— 4 members appointed for the 8-year term by
the leaders of the euro-zone countries.

Candidates for the members of the Executive Board
are proposed by the Governing Council of the European
Central Bank.

The main functions of the Executive Board are:

- to realize monetary policy;

- to manage day-to-day operations;

- to prepare meetings of the Governing Council;

- to exercise the powers delegated to it by the
Governing Council.

The General Council acts primarily as an advisor
and coordinator. It consists of the President, Vice-
President and heads of central banks of all EU member
states. It should be emphasized that this level is a
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transitional one and should be abolished (according to
the Statute) after the introduction of a single currency in
all the EU member states.

The main functions of the General Council are :

- consulting the European Central Bank;

- collection of statistical information;

- preparation of annual reports;

- creation of rules for standardizing the accounting
and reporting of national central banks;

- development of employment conditions for
employees;

- preparation for the irretrievable fixing of the
exchange rates of the currencies of the EU member
states.

The General Council also helps to prepare for the
accession of new member countries to the euro zone.

The European Central Bank publishes quarterly
donors on the activities of the KEuropean System of
Central Banks, as well as annual financial corrects.
Moreover, it united the KEuropean Parliament, the
Council of the EU, the European Commission and the
European Council with reports on its activities and
monetary policy for the previous and current period.

CONTROL QUESTIONS

1. What are the main institutions of the EU that have the
status of an authority and are reflected in the founding
documents of the group.

2. What 1is the legislative function of the European
Parliament?

7 MeHemxMeHT eBporeiicbkoi exoHoMiuHoi imTerpamii: [migp.]/ C.M. ITucapemxo,
H.B. T'opin, JL.A. Vkpainens ta ia.; 3a pea. C.M. ITucapenxo. — K.: 3uanusa, 2012. — 373 c.
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9.

10.
11.

12.

13.
14.

15.
16.

. How is the European Parliament's supervisory function

implemented?
When was created the European Parliament and how was
it formed?

. What political groups function in the structure of the

European Parliament?

Name 25 constant committees in which the European
Parliament operates.

Describe the stages of the European Parliament's work.
Where is the EU Council placed and how often does it set
meetings?

What are the main functions of the EU Council?

Describe the structure of the Council of the EU.

What is the European Commission and what is its
mission?

What functions does the European Commission carry
out and what is its membership?

What is the European Council and what is its purpose?
What are the key functional responsibilities for the
President of the European Council?

What is the EU Court?

What stages has the procedure for the consideration of
cases at the Court of Justice of the EU?

30. When 1s the European Court of Auditors established
and what functions does it perform?

31. How does the European Central Bank function?

32. What are the main functions of the European Central

Bank?

CHECKING TEST

1.

What are the main functions of the European

Parliament?:

a)
d)

legislative; b) supervisory; c¢) budgetary;
all answers are correct.
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2. When was the European Parliament founded?:
a) 1952; b) 1979; ¢) 1980; d) 1991

3. How many deputies are in the European
Parliament according to the Lisbon Treaty ?:
a) 751; b) 500; ¢) 320; d) 200

4. How many years are the deputies of the European
Parliament elected on?:
a) 4; b) 7; c) 5; d) 10

5. Fill in the missing words:

The work of the European Parliament takes place in two
stages. The first stage is the work on preparation of
in the committees. The second stage 1is
, which is the subject of voting for draft laws.

6. The EU's main legislative body is:

a) the European Parliament; b) EU Court
¢) Council of the EU;  d) EU Court of Auditors

7. Who makes decisions in the EU Council?:
a) the president; b) speaker;
¢) ministers; d) there is no correct answer.

8. What are the main functions of the EU Council?:

a) to adopt EU legal acts;

b) to coordinate the general economic policy of the EU
member states;

c) to conclude international agreements between the EU
and third countries or international organizations;

d) to approve the budget of the EU jointly with the
European Parliament;
e) to develop a common foreign and security policy of the EU,
based on the guidelines formulated by the European Council;
f) to coordinate cooperation between national courts and police
forces in criminal cases;
g) all answers are correct.
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9. Which EU body is responsible for preparing
proposals for a new European law and implements the
decisions of the European Parliament and the Council of
the EU?

10. EU institutions do not include:

a) the European Parliament;

b) the European Commission;

c¢) the European Council,

d) European Bank for Reconstruction and Development.

11. What functions does the EU Court of Auditors
do?:

a) audit of EU revenues and expenditures;

b) recording the conclusions and recommendations in the
audit reports for the European Commission and national
governments;

c) the creation of an annual report for the KEuropean
Parliament and the Council of the EU;

d) compiling reports of suspected fraud, corruption and
other unlawful activities to the European Anti-Fraud Office;

e) verification of any person or organization serving the EU
funds.

12. What functions does the European Commission
do?:

a) submiting proposals for new EU laws that it presents for
consideration by the European Parliament and the EU Council;

b) ensuring the adherence by member states of EU
legislation;

¢) performing the duties of the body responsible for the
practical implementation of the EU policy and its management,
that is, controling the implementation of decisions of the
European Parliament and the Council of the EU, and also man-
aging the EU finances - the budget and activities of various EU
funds and programs;

d) representing and defending the interests of the EU in the
international arena, conducting negotiations on concluding
agreements between the KEU and third countries and
international organizations.

89



Institutional system of the European Union

e) the correct answer is a), c), d).

13. How does the European Commission decide ?:

a) by an absolute majority of votes;

b) by a qualified majority of votes;

c) weighted, adjusted by the weighting coefficient of the
country, by the majority of votes;

d) by an absolute majority, with the reservation of the
special position of the individual members of the Commission.

14. Match accordingly:

The court mainly deals with
1| Court of Justice | A | competition, state aid, trade,
agriculture and trademark laws.
Consider petition for preliminary deci-
2| General Court | B|sions from national courts, certain
lawsuits for cancellation and appeal.

15. Paste missing words: The mission of
is to identify the main political direction and strategic priorities
of EU development.
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CHAPTER 4+, *
t‘_ M .i

THE BUDGET
OF THE EUROPEAN UNION
-—%—-

Key concepts and terminology: budget, ECU, own
resources, costs, income, euro, Delor Package,
import duty, value added tax, gross national income

Having studied the material of the chapter you will get to
KNOW:
v the essence, the purpose, principles and cycles of
implementation of the EU budget;
v the main stages of managing the EU budgeting
process;
the structure and characteristics of the EU budget's
revenue and expenditure;

And also have the ability to:
> identify and characterize structural changes of the
EU budget;
» calculate the operational budget balance of
individual EU member states.

92



The budget of the European Union

4.1. Principles and procedure for budgeting of
the European Union

Budget of the European Union — The EU budget is
unique. Unlike national budgets, which use most of them
to provide public services and finance the social security
system, the EU budget is mainly an investment budget.!?

A key objective of the EU budget is to ensure greater
economic growth and fuller employment. To achieve this,
the EU finances research, innovation and technological
development, working towards better employment
conditions in Europe and enhancing the competitiveness
of small and medium-sized enterprises.?

It 1s worth noting that until 1970, all integration
measures were financed by contributions made by each
member state of national budgets in proportion to its
share in the total GDP of these states. In April 1970, the
Council adopted a decision on the gradual transition of
the integration association to its own financial base and
the creation of an autonomous budget. In that year, the
EU budget was ECU 3.6 billion (or ECU 19 per capita),
and in 2007 the budget was close to EUR 100 billion
(EUR 250 per person).

However, during the 70's of the twentieth century as
a result of the global tariff reductions initiated by the
General Trade and Tariff Agreement (GATT), foreign
exchange inflows to the EU from payment of duties on
imported agricultural and industrial goods have
decreased. VAT (value-added tax) revenues have also
decreased as consumer costs have decreased. As a result,
following the signing of the Single European Act in

1 EU Budget For the Future [Emexrponnuit pecypc]. — Pemum mocrymy:
https://ec.europa.eu/commission/sites/beta-political/files/where-does-the-money-go_en.pdf.

2 Budget. The European Union Explained [Enexrpornuit pecypc]. — Peskum mocrymy:
https://europa.eu/european-union/topics/budget_en.
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February 1986, a political basis for a large-scale reform
of EU finances was created.

In February 1987, the KEuropean Commission
submitted a proposal for a reform plan — a Delor
Package 1. It provided for an increase in financial
revenues through the use of traditional own resources
(duties on manufactured goods and agricultural
products), as well as a slight improvement in the VAT
mechanism. In addition to traditional resources, an
additional “fourth resource” was proposed, a new source
of funding that would provide the necessary revenue in
the absence of sufficient resources. It reached 1.2% of EU
GDP. The “fourth resource” was calculated on the basis
of the GNI (gross national income) of the member states.
Later, in 1992, the Delors Package 2 was adopted, which
promoted the balancing of the "third" (deduction from
VAT) and the "fourth" (deduction depending on GNI)
resources to fill the EU budget. Notably that after the
adoption of the Delor Packages, the share of EU Member
States' contributions, which was formed in proportion to
the size of their GNI in the EU's own resources,
gradually increased, while the share of other sources
decreased on the contrary.

Overall, the EU budget is based on 6 principles
(revised and amended on 21 September 2000):

1) unity. This means that the revenue and
expenditure parts must be specified in one document;

2) versatility. This is explained within two rules: the
impossibility of allocating budget revenue to special
items of expenditure and a general budget principle that
reflects all revenue and expenditure without linking
them,;
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3) annuality. It means that the budgetary term is
one year, which facilitates the process of control over the
activities of the EU executive branch;

4) balance. Profit estimation is required during the
reporting year as financial funds cannot borrow to cover
the budget deficit, whereas the balance is transferred as
revenue to next year's budget and any contingency can
be financed;

5) cost specification. This principle provides the
availability of purposeful payments;

6) single currency. Since a new currency, the euro,
was introduced in January 1999, assessment of costs and
revenues is made in it.

It should be emphasized that the EU budgetary
procedure was introduced by the Rome Treaties, the
relevant articles of which were supplemented over time
by agreements on budgetary rights of the EU bodies
(1975 and 1979), as well as by an agreement between the
European Parliament, the Council and the European
Commission on the conciliation procedure of financial
issues from 5 March 1975. Each EU institution is
required to submit to the European Commission, by 1
July of the current year, cost estimate for the coming
financial year, after which the European Commission
must bring all cost estimates together in a single
preliminary draft EU budget and present it to the EU
Council and the European Parliament before September
1 next financial year.3

However, the increase in budget volume and the
complexity of its structure have initiated the need to
change the time intervals of the budgeting and review
stages. Thus, since 1976, a multi-stage process of

3 Topyr O.B. Ilpumaummu Gomskersoro mpomecy / O.B. Topyn / Hayk. sicuux
Yepwiris. yu-ty, 1998. - Ne4-5. - C. 298-306.
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budgeting cycles has been introduced under the
agreement of the EU bodies.

In general, budget cycles can be analyzed as a
sequence of 4 stages 4:

1) governmental, which provides budget planning in
the national governments of the EU member states, that
ends with the submission of the budget plan to the
European Parliament;

2) parliamentary — consideration of the budget
proposed by the EU member states, that ends with the
formal approval of the budget;

3) executive, during which the decision on the
adopted by the European Parliament budget comes into
forces (minor changes may take place here);

4) post-control — implementation of the EU budget.

The main stages of the budget process are presented
in the table 4.1.

The peculiarity of the budget process is that at the
same time there are 2 or 3 stages of budget planning.
During the year, the current budget is in the
implementation phase; next year's budget is at the
governmental or parliamentary level, and last year's
budget is at the stage of post-control, that is review and
analysis.

In EU member states, the governmental stage
begins 11-12 months before the start of the financial
year; the parliamentary phase lasts 3-4 months before
the start of the budget year.

The budget implementation phase covers the entire
financial year (except for the UK, where the financial
year runs from 1 April to 31 March).

4 MeHeqRMEHT €BpOIEeMChKOl eKoHoMiuHOoi imTerpamii: [miap.]/ C.M. Ilucapenko,
H.B. T'opin, JI.A. Vkpainensp ta is.; 3a pea. C.M. ITucapenxo. — K.: 3uanusa, 2012. — 373 c.
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Table 4.1
The main stages of the budget process in EU 5

Stages \ Actions

governmental stage

Formation of budgetary goals and directions

Preparation of budget proposals

Organizing budget orders

Harmonization

QUi (WO DN [

Final approval of the budget project

parliamentary stage

[y

Discussion, amendment, voting on a budget project

2 | Budget reconciliation between upper and lower houses
(of legislature)

3 | Government approval

executive stage

1 | Budget Law Implementation

2 | Amendments to the budget for the year

The stage of post-control and analysis of results

CASE STUDY 4.1
«The European Parliament has the power
to control EU expenditure»

Since 1971, the EU budget (along with country
contributions) has started to receive its own resources in the form
of agricultural fees on agricultural products imported into the EU
from third countries, fees on A) in their overproduction
compared to the limits set by EU bodies, B) for import of
industrial products from the outside. Collection of duties is
charged to the member states' administration, which immediately
transfers the received funds to the EU treasury (10% of the
amount collected is used to cover the costs of collection). The
C) tax, part of which since 1979 has been credited to
the EU budget on the basis of own resources, is not a direct

5 Budgeting and policy making. — Paris : OECD, 1996
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income of the association. This is the tax income of each EU
member state, introduced in accordance with national tax law. An
EU member state is obliged to make monthly contributions to
D) working day of the month in the amount of 1/12 of the
planned annual contribution of E) to the EU budget
calculated for each country on the basis of the prescribed
F) share of this tax, which is credited to the EU
budget. The draft budget for the next financial year adjusts each
country's contributions according to the amount of tax actually
collected.

Source: Menedxcmernm €8poneiicbkol exoHOMIYHOL Hmezpauii: [niop.]/
C.M. Iucapenro, H.B. Iopin, JI.A. Vkpaineub ma in.; 3a ped. C.M. ITucaperko. —
K.: Bnanna, 2012. — C. 113.

Tasks to the case:

Insert the missing words into the text:

Added value, added value, by the European Commission,
customs tariffs, first, sugar and glucose.

4.2. Management of the European Union
budgeting process

The main stages of managing the EU budgeting
process can include ©:

1) discussing the draft budget. In accordance with
the decision of the EU Council of 21 April 1970, the
European Commission must annually submit to the
Council a financial forecast of the EU's planned
expenditure for the next 3 years.

2) analysis of the budget estimates and the draft
budget conducts a budget committee appointed by the
Permanent Representatives Committee of the Council.

® MemnemxMeHT €BpoIeiicbkoi exoHoMiuHOi iHTerparii: [migp.]/ C.M. ITmcaperko,
H.B. Topin, JI.A. Vrkpaineus Ta ix.; 3a pea. C.M. ITucapenxo. — K.: 3uanus, 2012. — 373 c.
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This stage ends with a meeting of the EU Council of
Ministers of Finance of the EU member states, who
approve the preliminary draft budget by a qualified
majority and send it to the European Parliament;

3) amending the articles of required and optional
costs. After the European Parliament has received from
the EU Council a draft budget with corrective letters, it
has the right, by a simple majority, to invite the Council
to amend the expenditure article.

4) presentation of the budget by the Council of the
EU (composed of finance ministers) to the European
Parliament. If the European Parliament has approved a
preliminary draft budget or has not made any
amendments within 45 days of the its submission to the
European Parliament by the Council, the budget is con-
sidered to be finally adopted. However, this does not
usually happen in real life;

5) the draft budget, amended and proposed by the
European Parliament, returns to the EU Council by the
end of October, when the second meeting of the EU
Council on Budgets takes place. If within 15 days the EU
Council has not made any amendment to the optional
expenditure and approved the proposals of the European
Parliament for the required expenditure items, the
budget is considered to be finally adopted;

6) the budget approved by the EU Council, also
amended by the European Parliament after the first
debate, is re-submitted to the European Parliament for
final adoption. The budget is considered to be finally
approved if the European Parliament has not tabled any
amendments by 19 December. At the end of the budget
procedure, the President of the European Parliament
announces that the budget has been finally adopted, but
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the European Parliament has the right to reject it by a
majority of 2/3 of the accounting staff.

CASE STUDY 4.2
«EU budget rejection by
the European Parliament»

For the first time, this right was used by the European
Parliament in 1979, when it requested the European Commission
to submit a new draft budget for 1980. However, the European
Parliament argued for a number of reasons: the unacceptable level
of spending on the common agricultural policy, the Council's
refusal to increase the maximum rate of optional spending
growth. The budget for 1980 was finally adopted only on 9 July
1980 (the European Parliament rejected the draft budget only
three times - in 1980, 1982 and 1985).

Since the mid-1980s, similar cases have occurred with
almost all draft budgets. In 1984, the FEuropean Commission
presented a draft budget for the nine months of 1985, arguing
that the EU had the financial means to cover the costs only during
that period. Thus, the European Commission sought to draw the
attention of the EU authorities to the problem of budget deficits.
The issue of possible options for coverage of budget deficits
remained unresolved. The head of the budgetary committee of the
European Parliament, J.O.Kiff, announced that the European
Parliament was refusing to approve the ECU 26.1 billion budget
project (draft budget) because it was only partial and therefore
unenforceable and requested the submission of draft budget in
full. The budget for 1987 was approved by the European
Parliament only in September 1987 due to differences in the ways
to overcome its deficit.

Source: Menedscmenm e8poneiicbkol exoHoMIuHOL IHmeepauii: [niop.]/
C.M. Iucapenro, H.B. Iopin, JI.A. Vkpaineub ma in.; 3a ped. C.M. ITucaperko. —
K.: Buanns, 2012. - C. 118.
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Discussion Questions:

1. Why did the costs of implementing the EU CAP (common
agricultural policy) become a «cornerstone» on the way to the
European Parliament's approval of the EU budget for 19807

2. Why do you think the problem with the approval of the EU
budget occurred in 1979-80?

It is worth noting that when the EU budget is
finally adopted, then the European Commission has no
right to exceed the amount of costs set for individual
items. However, there can be some exceptions to the rule,
such as:

- transfer (with the permission of the EU Council or
the European Parliament) of certain amounts of funds
from one section to another in case of disagreement on
individual items or in case of unforeseen expenses
financed from reserve resources;

- as a result of carrying over the previous year's
unspent funds to the following year (some of the
appropriations made in the previous year's commitments
are carried over automatically to the following year);

- adopting an additional budget where the approved
appropriations are not sufficient to cover the additional
costs.

As a rule, the EU adopts 1 or 2 additional budgets
throughout the year, which for the most part do not
increase the total amount of budget expenditures.

The European Commission is charged for
implementation of the EU budget and it is fully
responsible for its implementation within the set limits.

An important element in the process of establishing
the EU budget is the control of budgetary expenditure,
which is technically entrusted to the European Court of
Auditors. The ECA is obliged to audit all EU accounts,
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both in terms of revenue and expenditure. On the basis
of the audits carried out, after the end of the financial
year, the ECA must submit to the EU Council a report
published in the official print edition of the EU together
with the explanatory documents of the EU institutions.
The report of the Court of Auditors of the EU must be
approved by the Council of the EU and the European
Parliament.

It is important to note that the contradictions that
arise between the member states and the governing
bodies of the EU (in particular, the Council of the
European Union and the European Parliament) in the
financial sphere significantly complicate the budgetary
procedure in the EU. In order to reduce these
contradictions, it was suggested at the budget adoption
stage to add one more stage before the approval, known
as the "Financial Perspective". It determines the
maximum amount and composition of the EU's estimated
costs in millions of euros and as a percentage of EU GDP.
However, the financial perspective cannot be taken into
account as a multiannual budget, because the annual
budgetary procedure is still quite significant in
determining the actual costs even today.

However, in May 2018, a new «financial
perspective« for the period 2021-2027 was adopted in
Brussels, entitled "A Modern Budget for a Union that
Protects, Empowers and Defends"4!. Thus, it is argued
that the new EU financial document will be a budget of
priorities, with the following items highlighted:

- digital economy;

- stability;

- security;

- migration;

- human capital,;
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- capabilities that should support small business
and innovation.

4.3. Revenue and expenditure of the European
Union budget

The current EU budget for 2014-2020 allows the
integration association to invest around € 1 trillion
(about € 150 billion annually). The EU budget allows
implementing common policies and confronting
challenges within and outside the grouping. This amount
is only 1% of the gross national income of the EU. In
general, the EU budget is composed of revenue and
expenditure components.

The revenue of the EU budget — 1s its own resources.
Annual expenses should be fully covered at the expense
of annual revenues. It should be noted that the
maximum amount of annual own resources during the
year should be no more than 1,2% of the gross national
product (GNI) of the EU.

On May 26, 2014, at the legislative level, the rules
for the formation of new own resources, which entered
into force on October 1, 2016, were adopted in accordance
with these rules. Three types of own resources were
determined:

1) traditional own resources. These include mainly

import duties and sugar levies;

2) own resources based on value added tax;

3) own resources based on gross national income.
Each EU member state converts a standard percentage
of its gross national income into the union budget. It
should be noted that this article has become the largest
source of its transfer.
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In general, the structure of revenue of the EU
budget is at figure 4.1.

The main donors of the European budget are
Germany, France, Italy, the United Kingdom and Spain
(see figure 4.2). In turn, the Baltic States, Cyprus and
Malta make the smallest contribution. However, the
latter, together with Luxembourg and Croatia, belong to
those EU member states where the share of budget
expenditures in relation to gross national income is the
highest and prevails at 0.75%. Instead, the United
Kingdom allocates less than 0.5% of GNI.

In 2014, the a high-level group on Own Resources
was created to study how the EU budget financing
system can be made more transparent, honest, simple
and democratic.
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7 http://ec.europa.ew/budget/figures/interactive/index_en.cfm
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The final report of the Group's recommendations
was published on January 17, 2017. The chairman of the
High-level Group on Own Resources is Mario Monti, the
former Commissioner and Prime Minister of Italy, who
presented the report to the leaders of the European
Parliament, the Council of the EU and the European
Commission. Already on the basis of the report and
recommendations, the European Commission has to
assess how effective the reform of its own resources
system is.8

Instead, the expenditure of the EU budget at the
present stage of development the integration association is
based on 8 articles .

1) Smart and Inclusive Growth;

2) Sustainable growth: natural resources;

3) Security and citizenship;

4) Global Europe;

5) Administration;

6) Compensations;

7) Negative Reserve,

8) Special Instruments.

It should be noted that Article 1 - Smart and
Inclusive Growth is divided into two lower-order articles:
Article 1.1. — Competitiveness and growth includes the
following sub-items:

- 1.1.1. — Large infrastructure projects. They
include: European Fund for Strategic Investments
(EFSI), Implementation and exploitation of European
satellite navigation systems (EGNOS and GALILEO),
International Thermonuclear Experimental Reactor

8 The EU's own resources [Emexrponmmii pecypc]l. — Pemum mocrymy:
http://ec.europa.ewbudget/mff/resources/index_en.cfm

9 EU expenditure and revenue 2014-2020 [Emexrporsmuii pecypc]. — Pesxum mocrymy:
http://ec.europa.ew/budget/figures/interactive/index_en.cfm
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(ITER), European Earth Observation Programme
(Copernicus);

1.1.2. — Nuclear decommissioning assistance
programmes;

1.1.3. — Common Strategic Framework (CSF)
Research and Innovation; it includes the Framework
Program for Research and Innovation - Horizon-2020
and the Euroatom Research Program,;

1.1.4. — Programme for the Competitiveness of
Enterprises and small and medium-sized enterprises
(COSME),

1.1.5. — The Union Programme for Education,
Training and Sport (Erasmus+);

1.1.6. — European Union Programme for
Employment and Social Innovation (EaSI);
1.1.7 — Action Programmes for customs, for

taxation and for anti-fraud in the European Union
(Customs 2020, Fiscalis 2020 and Anti-Fraud);

1.1.8. — Connecting Europe Facility (CEF). This
article is considered in the context of transport, energy
and information and communication technologies;

1.1.9. — Energy projects to aid economic recovery
(EERP);

Article 1.2. — Economic, social and territorial
cohesion). And includes the following sub-items:

1.2.1. — Investment for growth and jobs; And
include expenditure on regional convergence, transitional
regions, competitiveness (for the most developed
regions), the development of the most ancient and
sparsely populated regions, the foundation of cohesion;

1.2.2. — European territorial cooperation;

1.2.3. — Technical assistance and innovative
actions;
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1.2.4. — Fund for European Aid to the Most
Deprived,

1.2.5. — Youth Employment Initiative (specific top-
up allocation);

1.2.6. — Contribution to the Connecting Europe
Facility (CEF),

Article 2. Sustainable growth: natural resources. It
includes expenditures for the implementation of the
common agricultural policy of the association, which for
a long time continues to occupy a significant percentage
in the expenditure part of the EU budget. In this article
highlight:

2.0.1. — European Agricultural Guarantee Fund
(EAGF). Costs related to the market and direct budget
payments are included;

2.0.2. — European Agricultural Fund for Rural
Development (EAFRD);

2.0.3. — European Maritime and Fisheries Fund
(EMFF), Regional Fisheries Management Organisations
(RFMOs) and Sustainable Fisheries Agreements (SFAs);

2.0.4. — Programme for the Environment and
Climate Action (Life) and others;

Article 3. —Security and citizenship. It includes the
following sub-items:

3.0.1. — Asylum, Migration and Integration Fund,;

3.0.2. — Internal Security Fund,

3.0.3. — IT Systems;

3.0.4. — Justice Programme;

3.0.5 — Rights, Equality and Citizenship programme;

3.0.6. — Union Civil Protection Mechanism;

3.0.7. — Europe for Citizens;

3.0.8 — Food and feed;

3.0.9 — Union action in the field of health (Health
Programme);
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3.0.10 — Consumer Programme;

3.0.11 — Creative Europe Programme;

3.0.12 — Instrument for Emergency Support within
the Union (IES).

Article 4. — Global Europe. Here the article 4.0.1
takes a prominent place — Instrument for Pre-accession
Assistance (IPA).

In general, the structure of the expenditure of the
new EU budget (2014-2020) is presented in figure 4.3.

In the EU budget, the following accession countries
are the leading recipients: France, Poland, Germany,
Italy and Spain. Altogether, more than 40% of EU funds
have been used in recent years for their funding.

5. Administration

4. Global (6%)
europe .
(6%) k

6. Compensation
(0%)

la. Competitiveness for
growth and jobs
(13%)

3. Security and
citizenship
(2%)

1b. Economic, social
and territorial
cohesion
(34%)

2. Sustainable
growth: natural

resources
(39%)

Figure 4.3. Expendure structure of the EU budget
during 2014-2020, %10

012 Budget. The European Union Explained [Emexrpormmii pecypc]. — Pesxmv moc-
Tyny: https://europa.eu/european-union/topics/budget_en
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Instead, Cyprus and Malta are states that receive a
relatively small portion of budgetary allocations (see fig-
ure 4.4). Among the EU member states under Article 1,
"Smart and Inclusive Growth", Poland continues to
receive the largest expenditures (7.7 billion euros in
2017), primarily in the "Economic, Social and Territorial
Cohesion" direction.

In turn, according to Article 2 - "Sustainable
Growth: natural Resources", France, Germany, Spain,
Italy and Poland are leaders in terms of budget
expenditures.

However, this is money mainly from the European
Agricultural Guarantee Fund (in particular, in the form
of direct subsidies to farmers). For example, in 2017,
French agricultural producers received direct subsidies
from the EU of 6.7 billion euros, while the German ones -
4.8 billion euros, the Spanish ones - 4.6 billion euros, the
Italian ones - 3.5 billion euros and Polish 3.4 billion
euros.

Among the EU states that receive funds most for
security and the development of the institution of
citizenship in recent years, differ France, the
Netherlands, Belgium and Italy. According to the article
"Global Europe", the main recipients of financial
resources are the countries of Central and Eastern
Europe - Hungary, Bulgaria, Poland, Romania. In turn,
administrative expenses are accumulating for the most
part in Belgium and Luxembourg, as the leading EU
Institutions are set up precisely in those countries.

In general, the operational balance of the EU budget
is added to the countries of Central and Eastern Europe
(in particular, Poland, Romania, Hungary, the Czech
Republic) and Greece.
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This means that countries receive more money from
the EU than they deduct from national budgets (see fig-
ure 4.5).
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Unlike them, the most economically powerful states
of the EU (in particular, Germany, France and the
United Kingdom) will allocate more resources to the
budget of the integration group than they are returning.

It should also be noted that the main priorities of
the EU budget are being developed and planned for a
period of more than 5 years (usually for 7 years).The
European Commission 1s ultimately responsible for
implementing the EU budget.!!

CASE STUDY 4.3
«Total revenue of EU budget»

Task to the case:

Determine the total amount of EU budget revenues by the
years and calculate the share of each of their structural elements.
On the basis of the calculations, please describe the structural
changes in the EU budget.

Table
2000 p. 2008 p. 2017 p.
Type of revenue | billion % billion 9 billion 9
euro euro euro
Own  resources 37,6 74,5 78,6
based on GNI
Own  resources 35,2 19,0 16,9
based on VAT
Traditional own 15,3 17,3 20,4
resources
Surplus from 3,2 1,5 6,4
previous periods
Other revenues 1,5 8,8 17,2
Total 100 100 100

Source: http://ec.europa.eu/budget/figures/interactive/ index_en.cfm

™ Budget. The European Union Explained [Emexrpounuit pecypc]. — Pesxrm gocry-
my: https://europa.eu/european-union/topics/budget_en
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CASE STUDY 4.4

«Operational balance of the EU budget»

Task to the case:

Calculate the operational balance of the budget of
individual EU member states in 2017. Explain the results.
Table
Indicators Belgium | Germany | France | Greece| Italy

Total expenditure
of the EU budget,
million euro 7357,9| 10926,9) 13505,1| 5130,1| 9795,3
Total own
resources, million
euro 5092,5| 236825 17902,9) 1408,5] 13840
Gross national
income, million
euros 442168 8323457 2324120178035 1726047

Operational
budget balance,
million euros

Operational
budget balance
(% of GNI)

Source: http://ec.europa.eu/budget/figures/interactive/ index_en.cfm

CONTROL QUESTIONS

—

What is the EU budget?

2. Describe the principles on which the EU budget is

based.

o Co

What is the EU budget by its nature?
What stages includes the budget process in the EU?

5. What institutions are involved in the approval of the EU

budget?
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o

What is the essence of the Delors 1 Package?

7. When was Delors Package 2 received a package of
documents? What is its content?

8. When was the EU budget procedure introduced and
what agreements it has been supplemented with?

9. What stages includes the budget procedure?

10.What is the role of the European Court of Auditors in
the budget procedure?

11.What are the structural elements of a revenue part of
the EU budget?

12.Describe the expenditure part of the budget of the
European Union.

13.What are the 6 chapters divided by the expenditure side
of the budget of the European Union?

14.What is the biggest budget taken article if the European
Union?

15.In which countries is the operational balance of the EU

budget positive?

CHECKING TEST

1. Insert the missing words:
The key objective of the EU budget is to provide
and more

2. What package of documents was filed by the
European Commission in February 1987?
a) Delora 1; b) Delora 2; ¢) the Reform plan

3. Is the statement correct?:

«After the adoption of the «Delors Packets», the share of
outside EU member states, which is formed in proportion to their
GNI size in their own resources, is gradually increasing, while
the share of other sources is on the contrary reduced»

a) Yes; b) No.
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4. Which of the principles of EU budgeting means
that the revenue and expenditure parts must be specified
in one document?:

a) principle of annuality; b) principle of balance;

¢) principle of unity; d) principle of versatility.

5. To the principles of formation of the EU budget
doesn’t belong:

a) the principle of annuality;

b) the principle of a single currency;

¢) the principle of cost specification;

d) control principle.

6. Which of the following does not belong to the EU
budget revenue system ?:

a) deduction of VAT,

b) duty on manufactured goods;

¢) 50% of the amount of income tax;

d) duty on agricultural products.

7. The main source of revenue to the EU budget is:
a) deduction of VAT,

b) duty on manufactured goods;

¢) duty on agricultural products;

d) GNI-based own resources.

8. Compulsory expenditures of the EU budget
include:

a) compensation and assistance to Member States under
the common agricultural policy;

b) costs of EU Structural Funds;

c) energy costs;

d) the cost of innovative research.

9. Match the stages of the budget cycles and their
characteristics:
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1 | Governmental A | implementation of the EU budget

provides budget planning in the
national governments of the EU
2 | Executive B | member states, that ends with the
submission of the budget plan to
the European Parliament

during which the decision on the
adopted by the European
3 | Parliamentary C | Parliament budget comes into
forces (minor changes may take
place here)

consideration of the budget
proposed by the EU member states,
that ends with the formal approval
of the budget

4 | Post-control D

10. List the main stages of managing the EU
budgeting process:
1.

OOk

11. Which institution is responsible for the
implementation of the EU budget ?

a) the Council of the European Union,;

b) The European Commission;

c¢) European Court of Auditors;

d) there is no right answer.

12. Insert the missing word: « —1is
the main financial base of integration measures, an instrument
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of supranational regulation of the national economies of EU
member states and the realization of structural policies within
the EU»

13. Is the statement correct?: «Following the signing of
the Single European Act in February 1986, a political basis for a
large-scale reform of EU finances was created.»

a) Yes; b) No.
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CHAPTER 5 * ;i *
t‘_ E@ .i

THE EU COMMON AGRICULTURAL
POLICY
——

Key concepts and terminology: Common Agricultural
Policy, Mansholt Plan, McSherry reform, Fischer
reform, import duty, export subsidies, minimum
guaranteed price, production quotas, income
support, green direct payment.

Having studied the material of the chapter you will get to
KNOW:

v’ definition, goals, principles, stages of the evolution
of the EU Common Agricultural Policy and their
specific features;

v economic and financial instruments for the
implementation of the EU CAP and their
transformation;

v' EU agricultural funds;

v’ irections for future modernization of the EU CAP.

And also have the ability to:
> determine the prospects for the development of EU
agriculture based on the process of reforming the
common agricultural policy of integration grouping;
» analyze the structure of financial support for the EU
agricultural sector.
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5.1. Definition, goals, principles, stages of the
evolution of the EU Common Agricultural
Policy

As a rule, farmer's incomes are significantly inferior
of workers in other sectors of the economy (accounting for
about 40% of non-agricultural worker's incomes). In
addition, agriculture is more dependent on the weather
and climate than other industries. However, there is a
natural time gap between consumer demand and
farmers' ability to produce products (for example, an
increase in wheat or milk production will inevitably take
some time). As a logical response to the aforementioned
features of agriculture, developed countries are making
considerable efforts to support their own food sector. In
particular, a special attitude towards an important
sector of the economy takes place in the EU, which is
formally reflected in the common agricultural policy of
the integrative grouping.

The EU’s common agricultural policy (CAP) — it is a
partnership between agriculture and society, and
between Europe and its farmers!. On the other hand, the
EU's CAP is a set of rules and regulations governing the
production and trade of agricultural products.

Modern CAP has a number of key goals 2:

1) support farmers and increase agricultural
productivity so that consumers receive a stable
supply of affordable food;

2) guarantee EU farmers a decent living environment;

1 The common agricultural policy at a glance [Enexrponunit pecypc]. — Peskum moc-
TYITY: https://ec.europa.eu/info/food-farming-fisheries/key-policies/common-agricultural-
policy/cap-glance_en#thecapafter2020

2Tam came
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3)to help combat climate change and ensure
sustainable management of natural resources;

4) support rural areas and landscapes across the EU;

5)to ensure the viability of agricultural economics
through the creation of new jobs in agriculture, food
processing enterprises and other related industries.

During the 1950s, when the common market of the
EU was forming, the agricultural sector in the future
member states of the group was marked by significant
state intervention. The government of these states
sought to support farmers' incomes by guaranteeing
domestic prices for basic products above the world level.
Such regulation 1is intended to eliminate the
backwardness of agriculture and eliminate the negative
effects of the demand inelasticity of food. The states of
Western Europe were convinced that the international
Integration process in the field would be successful only
if the special attitude of society to the agrarian sphere
was maintained.

In 1950, a special committee was formed to
investigate the prospects for the integration of European
agriculture. It is worth noting that France wanted to
open the markets of European countries the most.

In general, the basic principles of the CAP were
approved in March 1957 in the Treaty of Rome signed by
6 countries: Belgium, Germany, France, Italy, the
Netherlands and Luxembourg (protected by the
European Commission):

Principle 1 — free trade at the same price between
the contracting parties;

Principle 2 — to give preference to products produced
in EU Member States over imports;

Principle 3 — joint financial responsibility for the
implementation of the market and price policies of the
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European Community (the use of various instruments to
support domestic prices for agricultural products, which
make them higher than world prices and stimulate
production).

The principles and principles of the EU CAP were
approved in July 1958 at a conference in Stresa (Italy),
and in 1960 the first six EU founding countries
developed a mechanism for their implementation.

On January 14, 1962, the EU Council adopted a
number of laws relating to the regulation of agri-food
markets (including the system of levies) and defining the
creation of a common agricultural market. In other
words, the EU's Common Agricultural Policy (CAP) was
formally launched.

In the future, the EU CAP has evolved as follows:

Phase I — 1951-1957 — preparatory period. At this
time, mechanisms for state regulation of agricultural
production were developed, namely, instruments for
coordinating the pricing policy and controlling the
reproduction process;

Phase II — 1958-1968 — the beginning of the CAP
(1962). Following the ratification of the Treaty of Rome,
member states of the Integration Group decided to create
a single agri-food market that would eliminate all
obstacles to the movement of products. The first steps to
achieve the goals of the CAP were the introduction in
1962 of uniform prices for agricultural products, the
establishment of market committees for grain, pork,
poultry, eggs, fruits, vegetables and wine. In 1964, the
Beef and Dairy Committee began its work, in 1966 on
fat, in 1967 on sugar and in 1968 on fruit and vegetable
products. Moreover, since 1964, the European
Agricultural Guidance and Guarantee Fund (EAGGF)
has been operational. This fund was used to support
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prices, direct and indirect subsidies to farmers, and
restructuring of the industry. In the 1960s, 90% of the
EU budget was transferred to the EAGGF. At the same
time, uniform import duties for third countries are
introduced during this period and export subsidies are
paid;

Phase III — 1969-1973 — the implementation of the
Mansholt Plan, which became the first step towards a
way out of the crisis of overproduction of agricultural
products. Within the Plan, the system of incentives for
farmers to retire early, the problems of their transition to
another job, and the merger of farms took a prominent
place. Moreover, priority was given here to the financing
of US and Canadian farms. The implementation of the
Mansholt Plan resulted in a reduction in the share of
workers in agriculture from 20 to 8% and an increase in
the productivity of labor in the industry by 23%.

Phase IV — 1974-1984 — "Changes in the common
agricultural policy to balance markets and stop the rapid
increase in costs” (1983). As a result of the first phase of
the implementation of the CAP, the key task facing the
EU was to achieve full self-sufficiency in food. However,
maintaining high domestic prices led to a food crisis that
had to be exported to the external market. An adequate
response to the actual situation was the publication in
1983 "Changes to the Common Agrarian Policy for
Balancing Markets and the Suspension of Rapid Growth
in Costs", which provided for the launch of production
quotas. Thus, in 1982, the maximum production volumes
of milk, sugar, grain, rapeseed and tomatoes were set as
raw materials for food industry enterprises (after
exceeding the production of a certain guaranteed volume
of production, farmers could no longer count on its sale
under a guaranteed price).
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Phase V — 1985-1992 — McSherry Reform (1992). In
the late 1980s, the European Commission decided to pay
farmers subsidies that would encourage farmland to be
removed from the pasture. Moreover, it was planned to
limit the volume of guaranteed purchases and reduce the
level of purchase prices. However, in view of the
implementation of the aforementioned measures, it was
not possible to significantly reduce agricultural
production. Also, the budget expenditures for
interventions and payment of export subsidies did not
change significantly. In addition, the results of the
Uruguay Round of GATT / WTO negotiations (1986-
1994), during which the Agreement on Agriculture was
adopted, required the EU to ensure a transition to a
market orientation for agriculture and agriculture. to
streamline the transparency of state support. For the
decisive changes in the CAP, it was decided to undertake
a reform that was based on an awareness of the need for
a shift in focus from price support to the support of
farmers in the form of direct compensation payments
tied to production. In addition, McSherry's reform
planned to raise environmental criteria for agriculture.
Transformation resulted in a 30% decrease in prices for
cereals during the 1993-96 period, 15% for beef and 5%
for butter.

Phase VI — 1993-2004 — implementation of the Action
Plan 2000, the implementation of the Fischler Reform
(2003). Enlargement of the EU, complication of WTO
requirements for guaranteeing food security, giving the
population the opportunity to buy environmentally-
friendly products triggered further changes in the CAP.
For example, on March 26, 1999, an agreement under
the name of Agenda-2000 was signed at the EU Council
meeting in Berlin. Much attention in the agreement
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focused on the further reduction of price support and the
implementation of decentralization policies for rural
development. As a result, the percentage of spending on
agricultural agrarian support in the EU Dbudget
decreased from 62% in 1998 to 47% in 2001. The value of
guaranteed purchase prices for beef, dairy and grain was
also reduced.

However, the aforementioned reforms failed to solve
the problem of high domestic prices for food,
overproduction of agricultural products and significant
budgetary payments for the implementation of the CAP
(the EU spends over € 40 billion annually on the
implementation of the CAP, which is almost 38% of the
cost part of the EU budget, although agriculture
accounts for only about 2% of the GDP of a regional
association). Hence the absolutely logical step was the
2003 Fischler Reform, which envisaged the further
decentralization of the CAP; the introduction of subsidies
separated from production and a shift in focus to rural
development and the environment. Overall, this reform
has focused on building a modern agrarian sector across
the EU that would meet market requirements and
consumer demands, ensure sustainable rural
development and provide end-products that are safe for
human health. According to the experts of the European
Commission, this transformation of the EU CAP should
have allowed the development of the agricultural sector
of the economy on a liberal basis.

Phase VII — 2008-2012 — implementation of the
Health Check Development Program. It envisaged the
modernization, simplification and restructuring of the
CAP transformation, the elimination of restrictions for
farmers to help them better respond to market signals
and learn to meet new challenges. The program planned
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to: abolish the requirements for farmers to keep 10% of
arable land under arable land, increase milk quotas with
their gradual abolition in 2015, use market interventions
(buying the EU a surplus supply of agricultural products
to internal market) to guarantee security in the face of
low and volatile food prices and to reduce the amount of
direct payments.

Phase VIII — 2013-2020 — «Common Agricultural
Policy for 2020: meeting the food, natural resources and
territorial challenges of the future». The main purpose of
the CAP reform in this period is to move to a more
dynamic, competitive and efficient agrarian sector of the
economy. Moreover, the CAP should be beneficial not
only for farmers but also for all EU citizens — consumers
and taxpayers. The 3 main goals of the modern
development of the SAP have been defined:

- sustainable food production (creation of safe and
sufficient stocks of agricultural raw materials in the
context of growing global demand, economic crisis and
much higher volatility of the market, active participation
in ensuring world food security);

- sustainable management of natural resources and
climate change (farmers are often forced to give
environmental benefits over economic benefits, while
such costs are not compensated in a free market);

- maintaining territorial balance and diversity of
rural areas.
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5.2. Economic and financial mechanism for
the implementation of the EU common
agricultural policy

The CAP is implemented at the expense of sources
of financial resources of the EU budget.

In order to be cost-effective, farmers need to be
sustainable and support soil and biodiversity. Based on
the above, the CAP is implemented by:

1) income support. Direct subsidies ensure income
stability and reward farmers for preserving the
environment and supplying public goods that are not
normally properly paid for by the market (caring for the
countryside);

2) market support. The EU can take action to
overcome difficult market situations, such as falling
prices as a result of temporary excess market
satisfaction;

3) support for rural development. National and
regional programs address the specific needs and
challenges facing rural areas.

Within the framework of the economic and financial
mechanism, the following FEU agricultural policy
instruments can be distinguished:

- instruments for regulating the internal markets of
EU member states;

- foreign trade and foreign markets tools.

Tariff methods are at the forefront of EU external
trade in food and foreign food markets. Usually, the
official level of import duties at the border does not
reflect the degree of real protection of the agrarian
sector. However, for many types of food, import duties
are high enough to reduce the volume of agricultural
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imports. The amount of duties is calculated as the
difference between the price on the world market and the
guaranteed minimum price for agricultural products
imported into EU member states. For each type of food,
the Ministers of Agriculture Council annually sets an
Iintervention (minimum) price that is higher than the
world average and is guaranteed for EU farmers. If the
market price falls below a certain limit, the EU
purchases all the products for sale at the intervention
price. In this case, the farmer receives a surcharge for
the produce produced (see Pic. 5.1.). Outside the
intervention period, manufacturers can sell their
products at market prices.3

In addition to price support, quotas were applied in
the EU under the existing restrictions on sugar, milk,
sunflower, grain and other types of products.

Since 1992, the EU has pursued a prudent and
consistent internal reform policy, shifting its focus from
supporting goods to supporting producers. In response to
these reforms, direct compensation payments were
introduced to compensate for the losses resulting from
the cultivation of arable land. Conservation of part of the
agricultural land, as a rule, led to a decrease in the
production of basic agricultural products (grain, beef,
ete.).

In case, where agricultural products supported by
the domestic market were exported from EU Member
States to the world market, the difference between the
EU market price and the world price was compensated in
the form of export subsidies. The rest were not the same
for all EU member states. Instead, if EU domestic prices
are lower than world prices, they apply export duties to

3 Keawa C.M., Iibposa AJ[., emotioa O.B. Arpapua momituka: [HaB4.moci6.] /
C.M. Ksama, A.JI. Tioposa, O.B. Hemoiina. — K.: Bug-so «JIipa-K», 2018. — 388 c.
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prevent global exports from growing. In addition, the
EU's foreign trade in agri-food uses direct regulation of
the supply of agricultural products.
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Figure. 5.1. The economic effect of setting a
minimum (guaranteed) price4

In turn, direct subsidies are prominent among the
instruments of regulating the internal markets of EU
member states. According to the 2014-2020 financial
perspective, a large proportion of direct subsidies for
farmers, namely 30%, should be subsidized for
landscaping. The direct green payment is implemented
according to the area of land and should offset the costs
of farmers' own resources for providing public services, ie
those that may be extended to other citizens of society. It
is assumed that agricultural producers whose land fund
exceeds 10 ha will diversify the cultivated crops
(minimum two crops for arable land from 10 to 30 ha and
at least three crops for arable land over 30 ha). In
addition, direct green payments should encourage

4 ExoHOMIKA CBITOBOrO CliIbcbKoro rocuogapersa: [migpyunuk]/ 3a pen. B.II. Tamymr-
ko, B.K.Beperosoro. — K.: BAT «Hiunasa», 2011. - C.187
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permanent land use that has been identified as
environmentally sensitive under the Natura 2000
program. Also, green subsidies should stimulate farms
holding more than 15 ha, 5% of arable land under
ecological focus areas (steam fields, hedges, buffer
plantings, nitrogen-fixing plants - clover, alfalfa, lupine,
soybeans, etc.). Moreover, up to 2% of direct payments
should be allocated to support young farmers and up to
30% should be redistributable payments to support the
development of small and medium-sized farms. The rest
should be basic direct subsidies.5

In turn, the EU Rural Development Mechanism
provides that more than 30% of the budget allocated to
member states' rural development programs should be
provided to farmers who voluntarily take action to
improve the environment and combat climate change
through agri-environment schemes. In particular, funds
are provided for organic farming, land conservation
under the "Natura 2000" program, support for areas with
natural handicaps (mountains, lowlands), deforestation
and environmental investments.

As a whole, structural shifts in the expenditure on
the implementation of the CAP continue to be observed
in the EU - the share of expenditures on support for
goods is decreasing (first of all, price support), while the
percentage of allocations to support farmers' income and
rural development is gradually increasing (see figure
5.2).

By the end of 2006, CAP funding had come from the
European Agricultural Guarantee Fund (EAGF) (created
back in 1962). There were 2 sections in the fund:

1) warranty section;

5 Overview of CAP Reform 2014-2020 [Enexrponnuit pecypc]. — Pexmum mocrymy:
https://eige.europa.euw/resources/05_en.pdf
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2) orientation section.

The guarantee section financed intervention
measures within the framework of the CAP and rural
development. It should be noted that the orientation
Section belonged to one of the EU Structural Funds.

Since 2007, the EU's CAP has been funded by 2
newly created European Agricultural Funds:

1) The European Agricultural Guarantee Fund
(EAGF), which aims to provide direct budgetary support
to farmers and provide market support. Moreover, the
European Agricultural Guarantee Fund allocates
centralized funds for veterinary, sanitary and
phytosanitary activities, as well as promotion of food to
foreign markets, 1implementation of agricultural
information systems, agrarian research, and market-
related costs fishing.

2) The European Agricultural Fund for Rural
Development (EAFRD), through which rural development
programs are funded. It was created to finance a
program implemented under the CAP reform and to
support rural development. If funds were allocated to the
EU countries for the budget period 2007-13 in the
amount of 88.75 billion euros, then for supporting rural
areas — 31.3 billion euros.

3) In general, the following priority axes were
identified within the CAP:

priority axis 1 (economical) - supporting the
competitiveness of the agricultural and forestry sectors;
- priority axis 2 (ecological) - balanced management of
agricultural and forest soils;
- priority axis 3 (social) - economic diversification of rural
areas and improvement of living standards in rural
areas;
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- priority axis 4 («Leader» program) is used to support
the initiative of rural residents, to share positive
experiences and to enhance rural development.

In addition, the total amount of CAP spending is
gradually increasing. Thus, in 2006, the EU financial
plan for 2007-2013 was adopted, which set the upper lim-
it on CAP funding — EUR 42.3 billion. However,
according to the 2014-2020 financial perspective, a
significant budget of € 362.8 billion (in 2011 prices) was
allocated to achieve the CAP objectives, accounting for
about 38% of the total budget of the common European
budget. The bulk of the funds — € 277.85 billion, directly
1s paid to farmers and on market activities. On the other
hand, almost a quarter of the country's spending is
allocated to finance rural development - EUR 84.94
billion. Directly in 2018, € 58.82 billion was directed for
the CAP in the EU budget.

These funds are allocated to:

- revenue support — € 41.74 billion;

- support for rural development — € 14.37 billion;

- market support — € 2.7 billion®

It should be emphasized that CAP funding is
provided at national level by each EU member state.
Information on recipients of financial assistance from the
CAP is published by each country in accordance with EU
transparency rules.

During the period 2014-20, the CAP should
ensure the use of high technology, advanced Internet
services and infrastructure for 18 million rural residents.
Moreover, farmers in the EU have a dual task: to
produce food while protecting nature and biodiversity.
The EU 1is aware of environmentally sustainable

6 Overview of CAP Reform 2014-2020 [Enexrponnwmit pecypc]. — Pexmum mocrymy:
https://eige.europa.euw/resources/05_en.pdf
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agriculture, which uses prudently natural resources, is
essential for the production of food and the quality of life
of Europeans today, tomorrow and for future
generations.

CASE STUDY 5.1
«Support for European organic food producers»

The European organic farming sector is characterized by
steady growth. In 2015, the organic area accounted for an average
share of 6.2% of the total agricultural area.

During 2000-2015, organic territory in the EU member
states more than doubled. In the EU, retail sales in 2014 were
estimated at € 23.9 billion, and since 2008, demand growth has
been around 7-8% a year.

Regarding the added value chain distribution, it was found
that, in particular, for unprocessed products, the share of organic
farmers in pricing ranges is from 9% to 62% of retail prices
compared to 6% to 40% in conventional supply chains. This
means that more value added is generated in organic farming
compared to conventional chains, but the price difference does not
account for the increase in costs. There is evidence that demand
for organic food is growing ahead of an increase in its supply,
indicating that the market is inefficient.

The results show that organic producers get higher farm
prices than usual, but the share of producers in value added
remains relatively low. A Farm Accountancy Data Network
(FADN) analysis shows that the net margin per unit of output is
higher, but the net income per unit of labor is lower and subsidies
partially offset this.

Support for organic farming is provided through the
European Fund for Rural Development. In 2014-2020, a special
budget was intended to support organic agriculture. This includes
support to help farmers move to organic farming at an estimated
level of over 2 million hectares.
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Source: Modernising and Simplifying the CAP. Economic challenges facing
EU agriculture// European Commission. - 11 December 2017 [Enexmporrnuti pe-
cype]. — Peowcum odocmyny: https://ec.europa.eu/agriculture/sites/ agriculture/ files/
consultations/cap-modernising/soc _ background_final_en.pdf

Discussion Questions:

Think and say what share of CAP spending should be
allocated to support the development of organic agriculture in the
EU?

5.3. Areas for modernization of the common
agricultural policy after 2020

On dJune 1, 2018, the FEuropean Commission
presented legislative proposals on the future of the CAP
after 2020, resulting from previous public discussions.
These proposals were aimed at making the CAP more
responsive to current and future climate change
challenges while supporting EU farmers in building a
sustainable and competitive agricultural sector. The
European Commission proposes to reduce the CAP
funding in the budget plan 2021-2027 - about 5% due to a
reduction in the contributions of the 27 EU member
states. The new CAP should be based on 9 key objectives
and, in the future, ensure access to high-quality food and
guarantee strong support for a unique European farming
model.” These goals will include:

1) guaranteeing a fair income for farmers;

2) increasing competitiveness;

3) balancing justice in food chain;

4) combating climate change;

7 Future of the common agricultural policy. European Commission [Enxexrponumnit
pecype]. —  Pesmm  pmoerymy:  https:/ec.europa.eu/info/food-farming-fisheries/key-
policies/common-agricultural-policy/future-cap_en
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5) preserving the environment;

6) preserving landscapes and biodiversity;

7) supporting the restoration of generations;

8) developing rural areas;

9) protection of the quality of food and life.

In order to ensure stability and predictability,
revenue support will remain a significant part of the
CAP. Part of it, the main payments will be based on the
size of the farm, which is expressed in hectares.
However, the future CAP will likely prioritize small and
medium-sized businesses and encourage young people to
be engaged in agriculture. On this basis, the European
Commission proposes to 8:

1) introduce a higher level of support per hectare for
small and medium-sized farms;

2) reduce the proportion of direct subsidies
amounting to € 60,000 per farm and limit the payment of
subsidies to € 100,000 per farm, with further
transparency of the distribution of subsidies;

3) focus at least 2% of direct budget grants per EU
member state to support young farmers, which will be
complemented by financial support for rural
development;

4) support only genuine farmers to EU member
states.

At the same time, the European Commission
believes that farming plays a key role in tackling the
effects of climate change, protecting the environment and
preserving peoples' crops and biodiversity. That is why it
requires:

conservation of carbon-enriched soils by the
protection of wetlands and peatlands;

8 Tam came
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- mandatory nutrient management to improve water
quality, reduce ammonia and nitric oxide;

- introduce crop rotations instead of crop
diversification.

The future of CAP should also stimulate increased
investment in research and innovation so that farmers
and rural communities benefit from it.

CASE STUDY 5.2
«Budgetary implications»

A proposal of a) on the multiannual financial
structure for 2021-2027 (COM (2018) 322 final) provides that
much of the EU b) should continue to be given to

agriculture, which is a common strategic policy. Thus, at current
prices, it is proposed to focus on the core business of the CAP -
financing from c) in the amount of EUR 286.2 billion
and financing from d) - EUR 78.7 billion. These
agricultural funds are complemented by additional funding from
Horizon Europe, as the proposed package for this program is € 10
billion to support research and e) in food, agriculture,
rural development and f) . With regard to the distribution
of direct budgetary payments between member states, it is
proposed that all countries where direct subsidies are less than
90% of the EU average could see the continuation of the process
started in 2014-2020 and would be able to close half of the
existing gap to 90% . All member states will contribute to the
financing of this external g) levels of direct payments.
In turn, for rural development, it is proposed to balance
funding between EU budgets and member states. Increasing
national co-financing rates will allow public support for
European rural h) mostly without changes. The
allocation of support to the European Agricultural Fund for Rural
Development (EAFRD) is based on objective criteria related to the
policy purposes and taking into account the current distribution.
As today, less developed regions must continue to enjoy higher co-
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financing rates, which will also apply to certain measures, such
as LEADER and payments on management commitments. A
degree of flexibility for transfers between allocations will be
offered to member states. Up to 15% of the corresponding i)
payments can be transferred to the European Agricultural Fund
for Rural Development for distribution and vice versa. The higher
percentage may be transferred from direct payments to the
European Agricultural Fund for Rural Development allocation for
interventions aimed at achieving environmental and j)
objectives and founding grants for k)
farmers.

Source: Regulation of the european parliament and of the council on the
financing, management and monitoring of the common agricultural policy and
repealing Regulation (EU) No 1306/2013. Explanatory memorandum [Enexmpon-
nuil pecypc]. -Peowcum docmyny: https.://eur-lex.europa.eu/legal-content/EN/ TXT/?Uri=
COM%3A2018 %3A393%3AFIN

Task:

Fill in the missing words into the text:

budget, The European Agricultural Guarantee Fund, The
European Agricultural Fund for Rural Development, convergence,
territories, direct, climate, European Commission, innovation,
young, bioeconomy.

CONTROL QUESTIONS

1. What is the common agricultural policy of the European
Union and what was the purpose of its initiatation?

2. What are the main stages in the evolution of the EU
CAP.

3. What documents confirm the fundamental principles of
the common agricultural policy of the EU?

4. What are the key objectives of the current EU CAP?

5. What is the essence of McSherry's reform, which was
started in 19927

6. Describe current trends in reforming the common
agricultural policy.

7. What is the essence of Fischler's reform?
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8. When was the Agenda-2000 agreement signed? What is
its essence?

9. Analyze the system of direct payments of the EU SAP.

10.What is the purpose of the Health Check development
program?

11.What are the main economic and financial instruments
for the implementation of the common agricultural
policy?

12.Explain the economic impact of government setting
minimum product prices.

13.What is the EU rural development support mechanism?

14.What current measures does the European Commission
propose to support farmers' incomes?

15.What are the objectives expected to be pursued by the
new EU CAP after 2020?

CHECKING TEST

1. Fill in the missing words: "The EU's common
agricultural policy is a  partnership between
and ,
and between Europe and its "

2. What are the objectives of the current EU CAP ?:

a) to support to farmers and increase agricultural
productivity;

b) to guarantee EU farmers decent living conditions;

¢) helping to combat climate change and ensure sustainable
development;

d) support for rural areas and landscapes across the EU;

e) all answers are correct.

3. When was the EU common agricultural policy
formally launched ?:

a) May 10, 1957; b) January 14, 1962;

c¢) October 1, 1950; d) there is no right answer.

4. What Treaty approved the basic principles of the
EU CAP?:
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a) Maastricht; b) Amsterdam,;
¢) Roman; d) Copenhagen.

5. Which of the reforms of the common agricultural
policy first focused on environmental protection and the
multilateral development of rural areas ?:

a) McSherry's reform; b) The Mansholt Plan;

c) Agenda 2000 Program; d) Fischler reform.

6. The intervention price, as an instrument of the
common agricultural policy of the EU, involves the
purchase of products from farmers that are for sale at a
guaranteed price, which is:

a) lower than the market;

b) higher than the market;

c¢) higher than the world market price;

d) lower than the world market price.

7. In which year was Fischler's reform carried out ?:
a) 1968; b) 1992; c) 2000; d) 2003

8. What financial sources does the EU's common
agricultural policy get for its implementation ?:

a) the EU budget;

b) the IMF loan;

c) there is no right answer.

9. The EU's common agricultural policy is funded
through:

a) national agricultural security and guarantee funds;

b) the European Agricultural Guarantee Fund and the
European Agricultural Fund for Rural Development;

¢) the European Agricultural Guarantee Fund;

d) the European Social Fund.

10. Is the statement correct ?: "CAP funding is
provided at national level by each EU member state."
a) yes; b) no.

11. Match in accordance the allocation of the EU
budget for the CAP:
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1 | income support A € 2,7 mapna
2 | support for rural development b € 14,37 mupn,
3 | market support B € 41,74 mutpn

12. Put in the correct timeline the stages of evolution
of the EU common agricultural policy:

a) initiation of the CAP;

b) the Mansholt Plan;

c¢) preparatory period,;

d) "Changes in the common agricultural policy are to
balance markets and halt the rapid increase in costs";

e) McSherry Reform;

f) «Common agricultural policy till 2020,

g) Health Check development program;

h) Fischler reform.

13. What amount of funds has been allocated,

according to the financial perspective 2014-2020, to
achieve the goals of the CAP?
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CHAPTER 6 * ;, *
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REGIONAL POLICY
OF THE EUROPEAN UNION

— A

Key concepts and terminology: regional policy,
subsidiarity, complementarity, Cohesion Fund,
convergence, Solidarity Fund, European Social
Fund.

Having studied the material of the chapter you will get to
KNOW:
« the essence, evolution and main consequences of
the implementation of EU regional policy;
« the main funds through which EU regional policy
is financed;
« key priority areas for financing activities from the
European Regional Development Fund.

And also have the ability to:
> identify regional policy funds from which specific
projects are funded;
> differentiate and clarify the economic and socio-
humanitarian goals of regional policy programs.

143



Regional policy of the European Union

6.1 The essence, objectives and evolution of EU
regional policy

Regional Policy of the EU 1is a strategic investment
policy that targets all regions and cities of the EU in
order to boost their economic growth and improve
people's quality of life. It is also an expression of
solidarity, focusing support on the less developed
regions.!

In general, the need for the formulation and
implementation of European Community regional policy
was driven by the deepening of regional imbalances as a
result of the widening integration group - the accession
of the following countries: Denmark, Ireland and the
United Kingdom (1973), Greece (1981), Spain and
Portugal (1986 p.) and Austria, Sweden and Finland
(1995). The next EU enlargement in 2004 deepened the
disproportion in the socio-economic development of the
union. While the difference between the most developed
and the most depressed regions of the EU was 4: 1 by the
GDP per capita (2004), by early 2007 it had increased to
8:1.2

It is worth noting that the implementation of the
EU regional policy for 2014-2020 has a considerable
amount of funds in the budget of the Integration Group,
namely € 351.8 billion, which allows it to act as a leading
investment instrument in the EU.

Regional policy funds are used for:

- financing of strategies in transport and
telecommunication infrastructure;

- promoting the transition to a greener economy;

! Regional Policy / European Commission [Emexrponnuii pecypc]. — Pesxum mocry-
my: https://europa.eu/european-union/topics/regional-policy_en

> Yyxcuros B.I Mopepuisatis perionansroi momituxu B8 €C / B. Uysxukos // Exomo-
mika Yipaian. — 2008. - Nol. — C.51.
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- supporting small and medium-sized enterprises to
become more innovative and competitive;

- creation of new jobs;

- modernization of the education system;

- building a more inclusive society.

EU regional policy is in solidarity between
developed EU member states and the most backward
regions of the Union. This helps the most backward
regions to realize their economic potential against the
backdrop of regional disparities. For example, the GDP
of the Severozapaden region of Bulgaria and the Nord-
Est region of Romania accounted for only 29% of the EU-
27 average GDP, while in Inner London the gross
regional product was 321% ( as of 2011). This fact
underlines the mneed for further comprehensive
implementation of EU regional policy.

In general, the evolution of EU regional policy can be
represented by the following steps:

- 1957 - the first mention in the Treaty of Rome;

- 1958 - creation of the European Social Fund
(ESF);

- 1975 - Establishment of the European Regional
Development Fund (ERDF). This year can actually be
considered the beginning of a common EU regional
policy, but over the 10 years of its operation, the gap in
the growth rate of rich and poor regions has continued to
widen. Therefore, the search for a more effective
mechanism for implementing regional policy continued;

- 1986 - the legislative principles of regional
policy were initiated by the Single European Act. This
document identified the direction of future cohesion
policy as the primary objective of the Community's
common regional policy, that is, the desire to reduce the
gap between regions. The main means of achieving this
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goal was the systematic creation of approximately equal
conditions for access to capital, labor, education and
services for the population of different regions against
the backdrop of fiscal equalization;

- 1988 - in order to adapt to the annexation of
Greece (1981), Spain and Portugal (1986), the Structural
Funds are integrated into a cohesion policy;

- 1993 p. — The Maastricht Treaty initiated the
Cohesion Fund, the Committee of the Regions and the
principle of subsidiarity. It should be noted that with the
help of the principle of subsidiarity, decisions should be
made at the local level, where in particular there was a
problem. According to EU experts, the implementation of
the Common Regional Policy has led to an increase in the
efficiency of the use of EU budget financing by 20-30%.
Overall, it was recommended to spend up to 1/3 of the
EU budget to implement cohesion policy in 1993 at the
Edinburgh Summit. In general, the definition of cohesion
policy means the interconnection of regional and social
policies, when both are considered as one.

- 1994-99 - doubled the financial resources of
regional funds;

- 1995 - a specific target for the support of the
sparsely populated regions of Finland and Sweden was
included;

- 2000-04 - regional policy instruments make
funding and know-how available to countries that join
the EU. During this period, the European Council
adopted a proposal from the European Commission to
reduce the number of targeted funding for regional policy
from 8 to 3:

- 1) supporting the development of regions where
GDP per capita is less than 75% of the EU average. 70%
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of the Structural Funds' expenditures are expected to be
allocated here;

- 2) assistance to regions with structural
problems, as well as to regions undergoing economic
transformation and backward agrarian and fisheries-
dependent regions - 11.5% of expenditures;

- 3) development of human resources and fight
against unemployment, as well as modernization of the
education system - 12.3% of expenditures.

- - 2004 - 10 new countries joined the EU
(population increased by 20%, while GDP of the union -
by only 5%). The expansion has widened the gap between
rich and poor regions. EU average GDP has now fallen
by 12.5% and socio-economic disparities have doubled. It
should be emphasized that the EU was mostly joined by
small economically dominated economies that were
heavily dominated by the heavy metals and metallurgy
industries, and were largely represented by the
agricultural sector that needed modernization. New EU
member states could not quickly overcome the
development gap only on their own, market maturity and
economic structure. Therefore, they called for a
permanent redistribution of financial resources in their
favor. As a result, in February this year, the European
Commission's Third Report on Economic and Social
Cohesion "The New Partnership for Cohesion:
Convergence, Competitiveness and Cooperation" was
published. It envisaged reducing disparities for
accelerated growth. Assistance to the poorest regions
continued to remain at the center of financial assistance.
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However, the Commission has proposed that EU cohesion
policy was based on 3 priorities 3.

1) convergence. It was planned to support the
increase and creation of new jobs in the member states
and less developed regions, where GDP per capita was
less than 75% of the EU average;

2) regional  competitiveness and  employment
provided assistance to the regions in promoting the
competitiveness and attractiveness of the regions, as well
as promoting social cohesion;

3) territorial cohesion - cooperation in the area of
improving the territory and harmonious development
throughout the EU.

- - 2007-13 - the regional policy budget 1s € 347
billion, of which 25% 1is spent on research and
innovation, 30% on environmental infrastructure and
climate change. In May this year, the KEuropean
Commission submitted the "Fourth Cohesion Progress
Report", due to which the convergence of both national
and regional levels of socio-economic development in the
EU was observed. Thus, for the period 1995-2005, three
of the four leading recipients of funds from regional
budgetary funds were able to significantly increase their
welfare levels. For example, Greece - from 74 to 88% of
the EU-27 average GDP per capita, Spain - from 91 to
102%, and Ireland - from 102 to 145%, respectively. The
Baltic countries have even managed to double their GDP,
while economic growth in Poland, Hungary and Slovakia
has been twice as high as the EU average. However, due
to low absolute values, given the dynamics of GDP
growth, new members of the integration group need

* Koniiixa B.B. €spomeiicormit Co03 Ha CyJaCHOMY eTarl: CTPYKTYDHi 3MiHE Ta
crpareria possurky / B.B. Komiika, T.I. Illuakaperko, M.A. Muponosa. — K.: Suauns, 2010
.—C.32-33.
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about 15 years to reach the level of 75% of the EU
average of socio-economic development.4

- - 2014-2020 - the regional policy budget is €
351.8 billion, with a specific focus on 4 areas: research
and innovation, digital agenda, support for small and
medium-sized enterprises and low carbon economies.
Around € 100 billion has been channeled into all these
areas, including € 26.7 billion for the low carbon
economy. In other words, there has been an evolution of
regional policy instruments in this period, from
subsidizing mainly "poor" regions to activities that shape
a favorable investment climate (infrastructure, quality of
workforce, environment, research potential, development
of government institutions, etc.), which promotes their
competitiveness. Using these funds has helped improve
the quality of life for EU citizens, create jobs, promote
research, stimulate development and innovation. For
example, in the period 2007-2012 within the European
Regional Policy *:

1) 594 thousand jobs were created, of which 262
thousand in small and medium-sized enterprises;

2) 198 thousand small and medium-sized
enterprises were invested;

3) 77.8 thousand startups were supported;

4) 61,000 research projects were funded;

5) the construction of 1208 km of roads and 1495 km
of railway was financed to help establish an efficient
Trans-European transport network;

* Growing Regions, Growing Europe: 4 t"Report of the European Commission on
Economic and Social cohesion — Luxembourg : Office for Official Publications of the
European Communities, May 2007. — P.X.

*> Regional Policy // European Commission [Esexrpornuit pecypc]. — Pesxum mocry-
my: https://europa.eu/european-union/topics/regional-policy_en
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6) the quality of life for citizens in cities was
improved through modernization of water delivery and
sustainable transport was introduced.

CASE STUDY 6.1
«Principles of implementation
of the EU common regional policy»

The EU's common regional policy is based on the theory of a
"new regionalism”, which influence has increased significantly
since the mid-1980s. According to this theory, the essence of
regional development is related to the use of the internal
potentials of regions. This approach involves shifting the focus
from direct state regulation to stimulating the formation of
"autonomous mechanisms” in the regions using their own
potential, promoting the development of private enterprise. The
reason for the emergence of a new approach to regional
development was the changes that took place in the United States
and Western Europe in the 1980s, namely: restructuring the
economy, updating political systems, and changing the ideological
paradigm.

The transition to a qualitatively new stage of the common
regional policy required determination of the basic principles of
its implementation: subsidiarity, partnership, concentration,
programming, and complementarity.

a) - provides the complementary nature of the
subsidies. EU institutions can provide funds only as an
additional source in the implementation of national programs
and have no right to determine the objects of their intervention
solely on their own initiative;

b) - this is complementarity with the main types
of economic policy, each of which is implemented differently
within the EU, depending on the levels of subjects of integration,

c) - is a purposeful activity at the local level to
achieve the goal;
d) - is to provide the EU Structural Funds

with the resources of the less developed territories of the EU,
under strict national control, with the inadmissibility of spraying
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funds. According to a decision of the EU Council, 80% of the
financial payments from the European Regional Development
Fund should be provided to regions with a clear gap in socio-
economic development.

e) is cooperation between different levels (EU,
country, region) of territorial-administrative units in order to
achieve a common goal.

Source: Mernedocmenm esponeliicokoi ekornomiunol thmeepayili : [niop]/ C.M.

ITucapenro, H.B. Topin, JILA. YVkpaineup ma in.;, 3a ped. C.M. ITucaperro. — K.:
Buanwua, 2012. — C.270-271.

Task to the case:
Insert the missing words into the text: partnership;

concentration, programming, subsidiarity;, complementarity.

6.2. Mechanism for implementation of EU
regional policy

The EU's Common Regional Policy is addressed by
one of the existing Directorates-General of the European
Commission, the Commission's Directorate-General for
Regional and Urban Policy. In turn, financial assistance
to regions in the EU member states is distributed
primarily through the European Regional Development
Fund.

The European Regional Development Fund (ERDF)
and the European Social Fund (ESF) are known as
Structural Funds intended to invest in economic and
social restructuring within the EU and thus reduce the
gap in development between regions of the EU. Together
with the Cohesion Fund and the European Agricultural
Fund for Rural Development (EAFRD), the European
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Maritime and Fisheries Fund (EMFF), they create the
European structural and investment funds (ESIFs).

The European Regional Development Fund (ERDF)
invests in sectors that are developing and linked to
increasing competitiveness and job creation in all EU
regions and cities. The Fund's actions aim to tackle the
economic, environmental and social challenges of
focusing on the sustainable development of cities, and it
1s expected that more than 50% of the European Regional
Development Fund's 2014-2020 investment will be
directed to urban development. Other characteristics (eg,
in areas with natural handicaps - remote, mountainous
or sparsely populated areas). It also funds cross-border,
transnational and interregional cooperation (known as
European territorial cooperation), which covers a wide
range of issues, including shared transport
infrastructure, innovation and communication networks,
cross-border trade, joint management of natural
resources and connection of settlements with cities.

The European Social Fund (ESF) is the oldest
Structural Fund and is designed to help job seekers and
give them access to appropriate training so that they can
find employment. Every year, about 15 million people
participate in thousands of projects that are co-financed
by the European Social Fund.

Founded in 1994, The Cohesion Fund spends money
on transport networks and environmental conservation
in EU member states, where GDP is below 90% of the
EU-28 average (above all, in Central and Eastern
Europe, such as Greece, Cyprus, Malta and Portugal).
The Fund actively funds green economic growth,
reducing economic and social disparity by improving
regional alignment. The Fund directly supports the
Trans-European Transport Network, which is necessary
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for the proper functioning of the internal market and for
the improvement of the movement of persons and goods
within the EU and abroad. The Cohesion Fund also
invests in climate change adaptation projects, supports
energy efficiency and renewable energy projects in
companies and public institutions. Part of its funding is
provided for financing major transport and other
networks under the Connecting Europe Facility and
investing in rail, electricity and gas pipelines.

Another important EU fund in the field of
implementing regional policy, under the control of the
European Commission, is the EU Solidarity Fund
(EUSF), which was established in the summer of 2002 in
response to heavy floods in central Europe. The annual
budget of this fund is approximately EUR 500 million.
The operation of the Fund enables the EU to rapidly and
effectively assist any EU country in the event of a serious
natural disaster with significant consequences for people,
the economy and the environment.

CASE STUDY 6.2
«A record amount from the EU Solidarity Fund
paid to rebuild the region Emilia-Romagna in Italy»

The planned record amount of 670 million Euros from a)
the EU was directed to b) to rebuild the
region after devastating earthquakes that hit Emilia-Romagna
with a shock force of up to 5.9 points on a scale ¢) May
20, 2012 After a series of earthquakes, hundreds of earthquakes
followed, reaching the neighboring regions of Veneto and
Lombardy. They caused 27 deaths, approximately 350 people were
injured, and more than 45,000 had to be evacuated. Serious
damage has been done to buildings, infrastructure, businesses,
industrial sites, d) and important cultural heritage
sites.
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The most of the money was used to cover e) for
emergency relief and rescue operations. Almost € 292 million has
been earmarked for the immediate renewal of f) and

medical facilities, as well as reimbursement of electricity and
water costs.b

Source: Regional Policy // European Commission [Enexmpornuti pecypc].
— Peosicum docmyny: https:/ /europa.eu/european-union/topics/regional-policy_en

Task to the case:

Insert the missing words into the text:

agriculture, Richter, EU Solidarity Fund, expenditure, Italy,
educational.

EU regional policy is being implemented jointly with
the European Commission. Unlike the annual national
budgets, the regional development budget is set at 7
years, making it a reliable and valuable resource for
private investment.

There are 3 basic principles in the investment
process:

1) the budget and the rules for its use are jointly
adopted by the European Parliament and the Council on
the basis of proposals developed by the European
Commission;

2) The European Commission works with EU
member states as they develop partnership
arrangements that outline their investment priorities
and development needs. They also provide draft
operational programs, breaking down specific objectives
into tasks. This may cover entire countries and regions

6 Regional Policy // European Commission [Emnexrporunit pecypc]. — Pexxum mocty-
my: https://europa.eu/european-union/topics/regional-policy_en
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and may include cooperation programs involving more
than one country. The European Commission is
negotiating with the national authorities on the final
content of these investment plans. All levels of
government, including civil society, should be consulted;

3) the adopted programs are undertaken by all EU
member states and their regions. This means selecting,
observing and evaluating hundreds of thousands of
projects. This work is organized through the
management of authorities in each EU member state
and region.

A special role in the process of EU regional policy
implementation is given to regional development
agencies. Their tasks include:":

- providing information and consultations on
enterprise management, attracting investments and
transferring new technologies;

- provision of financial resources (loans, grants,
subsidies, etc.) to small and medium-sized enterprises;

- creation of business infrastructure (technology
parks, business incubators, rental of offices and
production premises).

Equally important are the structures that ensure
that in the EU member states the coordination of
interests of different regional policy actors, both
horizontally and vertically. For example, the Planning
Committee for the Regional Economic Structure in
Germany, the State-Regions Conference in Italy, the
Territorial Development and Regional Planning
Delegation in France.8

7 Walzer N. Local Economic Development Incentives and International Trends / N.
Walzer. — Boulder, CO : Westview Press, 1995. — P.221.

8 MeHemKMEeHT €BpOIIeiiChbKol eKOHOMIuHO]I iHTerpanii : [miap]/ C.M. ITucapenxo, H.B.
Topin, JI.A. Vkpainens ta in.; 3a pen. C.M. ITucapenxo. — K.: Buanns, 2012. — C.292.
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Moreover, the question of creating a qualitatively
new territorial structure of Europe - Europe of Regions -
has been raised for a long time, is an organizational
structure in which the (second-tier) regions will have
priority over the existing nation-states in making many
important decisions. As early as 1996, the Dortmund
Declaration of the Economic Forum of the Regions of
Europe stated that the effectiveness of the partnership
depended on the expansion of inter-regional economic
cooperation in Europe. It is worth noting that expanding
the competence of individual regions within the strategic
goal of European integration is the creation of a single
federal entity, which is enshrined in the Maastricht
Treaty on the basis of the most vital principle of
European integration - subsidiarity. However, a federal
"Europe of the Regions" cannot be created from above,
but must grow "from below" as a result of a voluntary
association of European regions. In other words, the
content of the definition of Europe of the Regions is to
create and maintain a dynamic balance between
differentiation and integration.®

6.3. New priorities for EU regional policy

Investments of The European Regional Development
Fund (ERDF) go hand in hand with other EU policies
and aim at ensuring growth and employment in the EU.

To ensure that every euro is spent reasonably, the
Fund's actions focus on 4 key priorities!o:

9 Tam came, C.292-293
10 Regional Policy // European Commission [Enexrpornmuit pecypc]. — Peskum nocry-
my: https://europa.eu/european-union/topics/regional-policy_en
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1) innovation and research. Europe needs to invest
more in research and innovation, as it is the driving force
behind economic growth and employment. The region is
lagging behind its competitors, investing at times less
than the US, Japan and South Korea, while China is
gaining ground. One of the goals of the Europe 2020
strategy is to achieve a 3% share of the cost of research
into the GDP of the integration group. The European
Regional Development Fund invests in basic and applied
research, encouraging all actors in the innovation chain
(research institutes, universities, technology centers,
entrepreneurs, large and small companies, financial
institutions, etc.) to work together to create innovative
products and the services that EU member states need to
compete internationally;

2) information and telecommunication technologies.
Effective use of information and telecommunications
companies 1is a  prerequisite for productivity,
competitiveness, increased revenue and employment.
That is why the Fund is investing in the development of
information and telecommunications infrastructure to
access high-speed communications in all EU regions,
especially in remote, rural and least developed regions.
This will facilitate changes in innovation in the use of
information and telecommunications technologies by
firms (such as electronic learning and electronic
business), citizens (electronic libraries and databases),
government agencies (electronic medicine and electronic
government) to enhance productivity and quality of life;

3) increasing the competitiveness of small and
medium-sized enterprises. Small and medium-sized
enterprises are the backbone of the EU economy,
accounting for around 20 million entities, accounting for
about 99% of all businesses in the integration group.
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They are a leading driver of economic growth and
employment. The Fund invests in business development
to help small and medium-sized businesses gain easy
access to all kinds of new financial instruments - loans,
microfinance and venture capital;

4) the transition to a low carbon economy. The
European Regional Development Fund is investing
almost € 27 billion on greening the carbon economy in
the 2014-2020 period, which means increasing the use of
renewable energy in both the public and private sectors,
increasing energy efficiency when private or public
construction or investing in smart grids. Fund's
investments also help reduce transport emissions by
investing in low-carbon technology research and
implementing sustainable public transport systems.

The resources allocated to the implementation of
these priorities depend on the category of the region:

- 80% of the European Regional Development
Fund funds spent on the most developed regions should
be related to at least 2 priority theta;

- similarly, 60% of the Fund's funds allocated to
this group of countries and in the least-developed regions
- 50%, respectively, are allocated for the financing of the
2 priorities in the transition countries.

Moreover, some of the Fund's resources should be
directed towards low carbon projects, namely!l:

- the most developed regions - 20% of their
location;

- transition regions - 15%;

- least developed regions - 12%.

11 Regional Policy // European Commission [Enexrponnwuit pecypc]. — Peskum nocry-
my: https://europa.eu/european-union/topics/regional-policy_en
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BUSINESS GAME
«Program «PEACE» : peace building and
Northern Ireland's economic development»

The launch of the PEACE program took place in 1995 as the
EU's desire to respond positively to a new opportunity for
Northern Ireland to hold a peace process following the
announcement of a ceasefire in the region. The EU has allocated €
1.3 billion in financial assistance. One of the most iconic projects
was the Derry / London-derry PEACE bridge, launched by the
European Commissioner for Regional Policy in June 2011. The
cost of building the bridge was € 14.6 million, of which over EUR
11 million was funded by the EU. The Peace Bridge now connects
both sides of the river, and its design represents a symbolic
handshake across the River Foyle. It is a powerful new symbol of
a city that has physically and metaphorically brought
communities together on both shores for which the river has
become a major religious split.

Sorce: Regional Policy // European Commission [Enexmponnuii pecypc]. —
Peotcum docmyny: hitps:/ /europa.eu/european-union/topics/regional-policy_en

Task:

Group of the students should to be divided into three
teams:

» Team Nel — defends the claim that the PEACE program
is a purely social and humanitarian measure;

» Team Ne2 — upholds the view that the PEACE program is
a purely economic European event;

» Team Ne3 - states that the PEACE program has
integrated both socio-humanitarian and economic goals.

CONTROL QUESTIONS

1. What is common regional policy of EC?
2. In what direction is the EU's cohesion policy evolving?
Explain the answer.
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3. What has become a prerequisite for shaping a common
EU regional policy?

4. What is the main objective of the common regional policy
of the European Union?

5. What are the principles of the EU Common Regional
Policy?

6. Describe the stages of development of regional policy in
the countries that are members of the European Union.

7. When was the European Regional Development Fund
established? What are its main activities?

8. What are the specificities of financing the EU's common
regional policy?

9. What are the areas of assistance to EU regions?

10.Describe the principles of the EU Structural Funds.

11.What does the reform of the EU's common regional policy
entail?

12. How many funds are part of the European Structural
and Investment Fund group?

13. Justify the new priorities of EU regional policy.

14. How is EU regional policy implemented? How long does
the regional development budget meet?

CHECKING TESTS

1. What is it about?: «This is the intersection of regional
and social policy, when viewed as one»

2. Insert the missing words: «EU regional policy is a

strategic a) policy that targets all EU regions
and cities in order to strengthen their b) and
improve the quality of people’s ¢) ».

3. Which of the principles of regional policy
implementation is the basic one ?:

a) concentrations;

b) subsidiarity;

¢) partnership and complementarity;

d) programming.

160



Regional policy of the European Union

4. What is the amount of money pledged in the
budget of the Integration Group for 2014-2020 for the
implementation of EU regional policy ?:

a) € 110.5 billion; b) € 351.8 billion;

c) € 250.2 billion; d) € 150.1 billion

5. What are the purposes of regional policy ?:
a) promote the transition to a greener economy;

b) support small and medium-sized enterprises;

c) create new jobs;

d) upgrade the education system;

e) to build a more inclusive society.

6. The first mention of the establishment of EU
regional policy was in:

a) Treaties of Rome;

b) Maastricht Treaty;

c¢) Single European Ac;

d) there is no right answer.

7. In which EU member state does the constitutional
principle of regional convergence of economic apply ?:

a) Sweden,; b) Germany; ¢) Denmark;

d) Austria

8. Is the statement correct? «The European Commission
works with EU member states as they develop partnership
arrangements that outline their investment priorities and
development needs»?

a) yes; b) no.

9. The principle of partnership in the EU's common
regional policy is cooperation between:

a) small and medium business;

b) EU member states;

c¢) the EU, the state and the regions;

d) EU institutions.
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10. What is the purpose of the appointment of the
European Social Fund ?:

a) helping people;

b) financing of education;

¢) investment in industry;

d) environmental protection

11. 11. What activities are funded by the Cohesion
Fund ?:

a) transport network;

b) environmental protection;

¢) financing the consequences of natural disasters;

d) the correct answer is a) and b).

12. What are the 4 key priorities of the European
Regional Development Fund's investments ?:
1.

]

]

2.
3.
4

13. The basic principles of the Common Regional
Policy are defined in:

a) the preamble to the Treaties of Rome;

b) resolutions of the Council of the European Community;

c¢) a Single European Act;

d) the Treaty of Lisbon.

14. Is the statement correct ?: «80% of the European
Regional Development Fund's spending on the most
developed regions should be in at least 2 priorities»

a) yes; 0) no.

15. Insert the missing words: a) -
support for increasing numbers and jobs b) jobs
in the member states and least developed regions where GDP per
capita was lower c) % of the EU average.
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CHAPTER 7 * ;i *
t‘_ E@ .i

ENVIRONMENTAL POLICY OF THE
EUROPEAN UNION

— A

Key concepts and terminology: environmental policy,
climate change, biodiversity, environment,
sustainable development, waste, soil, green
economic growth.

Having studied the material of the chapter you will get to
KNOW:
v’ defenition, features, purpose and evolution of EU
environmental policy;
v levels of the EU environmental regulation system;
v the EU's major environmental policy achievements;
v procedure and features of financing EU
environmental policy measures.

And also have the ability to:

» foresee further transformation of the EU's
environmental policy beyond 2020;

» substantiate the feasibility of improving the
mechanism of regulation of environmental protection
in the EU, based on the need to ensure green
economic growth for integration.
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7.1. Definition and evolution of EU
environmental policy

The European Union has one of the highest
environmental standards in the world. The main
objective of the EU's environmental policy is to "green"
the EU economy, to protect nature, to guarantee a
healthy and quality life for EU citizens.

Unlike EU sectoral policies, environmental policy is
horizontal, as it applies to almost all areas covered by
EU jurisdiction. In addition, EU environmental policy is
guided by the following principles!:

1) the principle of action of the warning;

2) the principle of eliminating not only the
consequences but also the causes of
environmental damage;

3) the principle "polluter pays".

Launched in 1973, EU environmental policy is
reflected in the following environmental programs and
action plans:2.

- 1973 — I Environmental Action Program (July
1973). Its goals have been to: prevent, reduce and limit
environmental damage; preservation of ecological
balance and rational use of natural resources. It should
be noted that this Action Program already contained
ideas for sustainable development.

- 1977-81 — II Environmental Action Program. It
paid particular attention to the problem of nature

I Koniiixa B.B. €pouneiicbkuii Coo3 Ha Ccy4acHOMy erari: CTPYKTYpHI 3MIiHH Ta
crpareris possurky / B.B. Komiiika, T.I. IIluakapenxo, M.A. Muponosa. — K. : Buanns,
2010.-C.36

2 Bigex B. Ilomituka ta npaso €C 3 muraHp, Mo CTOCYOTHCS JOBKLILIA [OCIOHUK]/
TIpoexr €spometicbroro Cowoady «JomaTkosa marpumra MinicTeperBa eKoJorii Ta IPUPOJI-
HUX pecypciB YKpaiHU y BIIPOBaKEHHI CeKTOPaJIbHOI OosKerHol miarpumem. — K., 2013
[Enexrponumit pecypc]. — Pesxrm JIOCTYILYy:
www.greenmind.com.ua/images/meropriyatiya/ EC-LEG-Textbook-UA.pdf
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conservation, but in general it was a logical continuation
of the former, distinguishing a wider range of tasks;

- 1982-86 — III Environmental Action Program.
It highlighted the potential threats and benefits of
environmental policies to the market within the
community, as well as the positive employment
implications of its implementation. The environmental
policy has shifted the focus to emissions. At the same
time, it was recommended to introduce emission limit
values for stationary and mobile sources. It also
supported the focus on the first global sustainable
development strategy set by the International Union for
the Conservation of Nature in 1980.

- 1987-92 — IV Environmental Action Program. It
discussed the "sectoral approach" with a study of the
environmental impact of strategic sectors of the national
economy. An assessment of new, motivating instruments
such as taxes, subsidies or emission licenses was first
introduced;

- 1992-99 - V Environmental Action Program.
The main objective for sustainable development was
considered (defined in the Brundtland Report).
Structural changes were recommended to improve the
public transport system, increase energy efficiency and
prevent waste generation. In addition, an emphasis was
placed on new market-based instruments, such as tax
breaks, which increased the interest of producers and
consumers in the decision-making process. The Program
has also set medium- and long-term targets for the
reduction of some pollutants.

- 2002-2012 — VI Environmental Action Program.

Here the main priorities were identified:

a) climate change. The long-term goal was to
prevent global air temperature rise by more than 2
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degrees Celsius compared to the pre-industrial period
and CO2 concentrations below 550 per mille;

b) nature and biodiversity. It concerned the
conservation, restoration and development of existing
natural systems, natural habitats for the concentration
of wild flora and fauna in order to halt the process of
desertification and biodiversity loss, both within the EU
and worldwide;

c) environment, health and quality of life. Promoting
a high standard of living for people in which the level of
environmental pollution does not increase the long-term
impact on the health of the population and the
environment;

d) natural resources and waste. Here, more efficient
use of resources, management and waste, should ensure
the achievement of a sustainable model of production
and consumption, limiting the use of resources and the
generation of waste from the rate of economic growth and
ensuring the consumption of renewable and non-
renewable resources, was conveying the capacity of the
natural environment.

According to Article 4 VI of the Program, strategies
were developed for the following areas: atmospheric air,
waste prevention and recycling, marine environment,
soil, pesticides, natural resources, urban environment.

- 2012-20 — VII Environmental Action Program —
«Living well, within the limits of our planet». This
program aims to increase environmental sustainability
in the EU and to transform regional integration into an
inclusive and sustainable green economy. It is worth
noting that it included topical thematic priorities:

- priority objective 1: protect, conserve and grow the
EU's natural capital,
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- priority objective 2: transforming the Community
into a resource-saving, green and competitive low carbon
economy;

- priority objective 3: protect EU citizens from
environmental hazards and risks to health and well-
being;

- priority objective 4: maximizing the benefits of EU
environmental law;

- priority objective 5: improving the evidence base of
environmental policy;

- priority objective 6: attracting investment in
environmental protection and climate change;

- priority objective 7: improving environmental
integration and policy harmonization;

- priority objective 8: increasing the sustainability of
EU cities;

- priority objective 9: increase the effectiveness of
the EU's response to global, regional, environmental and
climate challenges.

It 1s worth noting that the EU's current
environmental policy is being implemented within the
concept of sustainable development. The latter is
referred to in the Treaty about functioning of the EU as a
comprehensive long-term objective of integration. In
general, the EU's 2009 Sustainable Development
Strategy 1s the basis for a long-term vision for
sustainability, where economic growth, social cohesion
and environmental protection go hand in hand and
complement each other3.

3 Bigex B. Ilomituxa ta npaso €C 3 muraHs, W0 CTOCYOTHCS JOBKLILISA [mOCIOHUK]/
TIpoexr €spometicbroro Cowosdy «lomarroBa marpumra MinicTepersa ekoJorii Ta IpUposI-
HUX pecypciB YKpaiHU y BIIPOBAKEHHI CeKTOPaJIbHOI OosKerHOl miarpumem. — K., 2013
[Enexrponunit pecypc]. — Pesxum JIOCTYILY:
www.greenmind.com.ua/images/meropriyatiya/ EC-LEG-Textbook-UA.pdf
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Thus, green growth is at the forefront of the EU's
current environmental policy. It entails the development
of a policy that ensures a sustainable environmental
framework. Eco-innovations can be implemented and
exported, making Europe more competitive and
improving people's quality of life. As a global actor, the
EU plays a key role in ensuring the sustainable
development of the entire planet.

BUSINESS GAME
«Nature under protection»

The EU has strong environmental protection and legislation.
The latter is confirmed by the launch of "Natura 2000" — a pan-
European ecological network dedicated to the protection of species
and their habitat. With more than 26,000 sites, this network is the
largest in the world. It covers almost 18% of the area of EU
countries - equivalent to the total territory of Germany, Poland
and the Czech Republic. The "Natura 2000" lines were
incorporated in 1979, when the EU introduced the first part of
environmental legislation, in particular the Birds Directive. It
was taken under the protection of all wild birds in the EU (about
500 species) and was required by member states to group the
identification and protection of particularly important species.
The next step was the location directive. It obliged member states
to protect the habitat of endangered plant and animal species.
This directive covers about 1,500 rare plant and animal species,
as well as about 230 valuable habitats, such as meadows, salt
marshes, mountainous lands, which serve as a foundation for
ecosystems. "Natura 2000" recognizes that humans are a part of
nature and work together better than individually. Its purpose is
not to exclude human economic activity, but to impose certain
restrictions on it to preserve valuable species of organisms and
their habitats. "Natura 2000"funding is integrated into key EU
policy sectors. Agriculture, in particular the development of rural
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areas, together with the environment and forests is the most
important component here. Cohesion policy plays a leading role in
financing these activities, especially in the new EU member states.
"Natura 2000" fosters healthy ecosystems that provide valuable
services such as fresh water, carbon retention and flood and
erosion protection. Together, the cost of these services is estimated
by experts at 200-300 billion euros a year, which is significantly
higher than the annual 6 billion euros spent on managing
"Natura 2000".

Source: The EU explained: Environment/ European Commission
Directorate-General for Communication. Citizens information, Brussels, BELGIUM
[Enexmponnuii pecypc]. — Pexcum docmyny: https://publications.europa.eu/en/ publication-
detail/-/publication/ 3456359b-4cb4-4abe-9586-6b9846931463

Task:

The student group is divided into two teams, each of
them upholds the following positions:

Group of students Nel — The «Natura 2000» network
needs to be further developed»;

Group of students Ne2 — «It is necessary to radically
change the «Natura 2000» network.

Explain your answers.

7.2. Mechanism of regulation in the sphere of
environment

EU environmental regulation includes rules, policies
and institutes that shape the process of human
Iinteraction with the environment. The active cooperation
of the public, private sectors and civil society is a
prerequisite for the effective implementation of EU
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environmental policy, which should contribute to the
sustainable development of Europe.

It should be noted that in the EU, an environmental
regulatory mechanism is developed and implemented by
such institutions as: European Parliament, Council,
European Commission, KEuropean Investment Bank,
European Environment Agency (EEA) .

The Committee on the Environment, Public Health
and Food Safety (ENVI) is directly responsible for the
environmental issues directly within the European
Parliament. At the same time, the committees on
industry, research and energy, transport and tourism,
regional development, agriculture and rural development
are indirectly concerned with environmental issues.

In turn, the following Directorates-General are
responsible for the environment in the European
Commission 4:

- Directorate-General for the Environment
(«ENV») (established in 1973), whose mission is to
protect, conserve and improve the environment for
present and future generations. In order to achieve this
objective, the Directorate proposes policies and
regulations that should help to achieve a high level of
environmental protection in the EU, as well as to
preserve the quality of living conditions of the population
in a union. It is worth noting that the responsibilities of
the Directorate-General for the Directorate-General
include addressing problems related to air, chemical
substances, industrial sites, land use, marine and coastal
areas, nature and biodiversity, noise, resource efficiency,
sustainable development, waste and water. In addition to

* Bisex B. Tlomituka ta npaBo €C 3 OUTAHb, IO CTOCYIOTHCS TOBKIISA [moCiGHME]/
IIpoexr €spometickroro Corosdy «JlomatkoBa marpumra MiHicTeperBa eKoJIOTIT Ta IPHUPOI-
HEX pecypciB YKpaiHu y BIPOBa/KEHHI CeKTOPAJIbHOI 00preTHOl miarpumim. — K., 2013.
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developing its own environmental policy, the Directorate-
General for Environmental Affairs is responsible for
integrating environmental policy into sectoral policies:
agrarian sector, integration policy, development,
economic recovery plan, employment, energy sector,
enterprises, fisheries, internal market, research, trade
and external relations, transport infrastructure,
economic and financial issues;

- The Directorate-General for Climate (CLIMA)
(established in 2010) conducts international negotiations
on climate change, assists the EU in combating their
effects and achieving the EU 2020 targets, and develops
and implements a emissions trading system. The EU;

- The Directorate-General for Energy («ENER»)
manages the work on EU environmental policy, notably
renewable energy and energy efficiency. By developing
and implementing innovative strategies, it aims to
promote sustainable energy production, transportation
and consumption in line with the EU 2020 targets;

- The Directorate-General for Mobility and
Transport («MOVE») promotes the development of
rational, efficient, reliable, safe and environmentally
friendly transport and the creation of preconditions for a
highly competitive industry;

- The Directorate-General for Agriculture and
Rural Development («(AGRI») 1is responsible for
developing and implementing the EU's common
agricultural policy.

Thus, the European Commission  provides
considerable assistance to EU member states in the
context of the effective implementation of environmental
policy. Taxes and subsidies can be used as incentives or
rewards to persuade companies and consumers to choose
greener production methods and products. Many of them
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have already been implemented. For example, fees for
deforestation and waste management. The European
Commission is seeking the gradual elimination of
subsidies for industrial enterprises, transport, farmers
and the energy sector, which encourage the use of
polluting or energy-intensive processes and products.

It should be noted that EU environmental policy
must be based on sound evidence that provides an
understanding of the causes and consequences of
environmental change so that adequate strategies can be
developed.

A significant amount of environmental data comes
from national sources, supplemented by a pan-European
database and then analyzed by the FEuropean
Environment Agency. Its mission is to provide reliable,
independent environmental information. The agency was
established in 1993 and is based in Copenhagen
(Denmark). It maintains environmental databases and
publishes many technical reports on  specific
environmental issues.

Another subsidiary body for the implementation of
the EU's environmental policy is the European Economic
and Social Committee, which was established in 1957. It
is an advisory body that delivers conclusions to such EU
institutions as the Council, the European Commission
and the European Parliament.

In general, the EU's environmental management
system 1is as follows (see table 7.1).
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Table 7.1
Levels of regulation system of environmental
protection in the EU5

INTERNATIONAL LEVEL
Political level EU policy
Legislative level EU law (directives, regulations,
decisions)

Multilateral and bilateral conventions,
protocols and agreements

Institutional level The European Commission
European Environment Agency

Instrumental level EU Emissions Trading Scheme

EU funds

EMAS (Eco-Management and Audit
Scheme), EU Ecolabel

EIONET (European information and
observation network)

Functional level  IMPEL (EU  Network for the
(implementation) implementation and enforcement of
environmental law)

NATIONAL LEVEL
(EU member states)

Political level
National policies, strategies, programs, plans

Legislative level
National legal acts
Implementation documents, methodologies, guidelines

Institutional level
Competent authorities (ministries, regional and local
authorities)
Ancillary institutions (inspections, agencies, institutes)

Instrumental level

® Bizex B. Tlomituka ta mpaBo €C 3 mHTAHb, IO CTOCYIOTHCH JOBKLILIA [HoCiOHME]/
IIpoerr €spomneiickkoro Corody «lomatroBa marpuvea MizicreperBa eKoJIOTil Ta IPHPOL-
HUX pecypciB YKpaiHU y BIPOBAPKEHHI CeKTOpasbHOI OopkerHol migrpumkm. — K., 2013
[EsrexTponnmMit pecypc]. — Pexum JIOCTYILY: www.greenmind.com.ua/
images/meropriyatiya/EC-LEG-Textbook-UA.pdf
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Continuation of table 7.1

Command and control instruments (prohibitions, requirements,
standards, limit values, permits, approvals, licenses)

Economic and market instruments (taxes, fees, penalties, sales
permits)

Financial instruments (benefits, subsidies)

Information instruments (monitoring, evaluation, reporting,
education, public awareness, research)

Participatory instruments (stakeholder involvement in
decision-making, EIA - environmental impact assessment, SEA
- strategic environmental assessment)

Voluntary instruments (ISO 14000, EMAS, eco-labeling,
voluntary agreements, codes of conduct)

Functional level (implementation)

Permissions

Enforcement (inspection, corrective measures, sanctions)

CASE STUDY 7.1
«Financing of EU environmental policy»

EU environmental policy is funded through a)
funds in proportion of 50% through the b) Fund and 12-
15% through the European c) Development Fund.
During a special session of the European Council convened on 18
August 2002 on the catastrophic flood of summer 2002, it was
decided to set up a special fund to combat environmental
disasters, initially amounting to EUR 500 million. On 28 March
2008, a joint political agreement was reached between the EU
Council and d) on "LIFE" +, a new Framework
Program for Financing Environmental Projects, which should
replace a number of existing channels of funding in this area. The
program was made for the period 2007-13: its total budget was
estimated at 1.9 billion euros. 78% of the budget was assigned to
e) from specific projects. In addition to f) , integrative
projects such as environmental impact assessments, NGO
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financing, information activities, etc. were envisaged. The
innovation of the program was a "proportionate approach” to the
allocation of funds to projects based on several criteria, mainly on
the number of g) and characteristics of the environment
and h) of the country concerned. In addition to national
projects, transnational projects were also envisaged, for which no
less than 15% of the total budget of the program was planned to
be provided.®

Source: Koniiika B.B. €sponeiicokuti Cor3 Ha cywacHomy emani: CmpyKmy-
PHI 3minu ma cmpameeis pozsumky / B.B. Koniiika, T.1. IIlunkapenko, M.A. Mu-
ponosa. — K. : Buannsa, 2010. — C.37-38.

Task to the case:

Fill in the missing words into the text: biodiversity,
European Parliament, Structural, population, Regional, grants,
Cohesion, grants.

7.3. Key EU achievements in environmental
policy

Since the 1970s, more than 200 environmental
regulations have been adopted in the EU. If all EU waste
legislation is properly implemented today, it is expected
to create 400,000 jobs and reduce annual net losses to
EUR 72 billion.

The EU has launched various programs to promote
the development of a credible environmental database
and the widespread dissemination of information. For
example, the Copernicus program allows you to observe
the planet from a satellite and collect data, as well as
combine it with data obtained from the surface of the
earth, seas and air. The main purpose of this Program is
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to create a wide range of digital data to help shape
environmental policies and support their
implementation.

The European Commission also promotes citizens'
awareness of the environment in a variety of ways. It is
worth mentioning that Green Week is held annually in
Brussels, where thousands of participants discuss one of
the key environmental issues (such as biodiversity or
water) for 4 days. Another popular impetus for
increasing EU citizens' awareness of the environment is
the competition, called "The EU’s Green Capital Award",
where cities in Europe demonstrate their contribution to
the environment. In order to win the title, a city must
demonstrate high environmental standards and be a
supporter of sustainable development goals and set an
example for other cities. The winners of these
competitions were cities such as: Stockholm (2010),
Hamburg (2011), Vitoria-Gasteiz (2012), Nantes (2013),
Copenhagen (2014), Bristol (2015) and Ljubljana (2016).

The industry that develops and implements
environmental technologies is already a significant part
of the EU economy. However, with the exception of
renewables, eco-innovations are entering the market
rather slowly. The problem here is that market price
failures do not accurately determine the magnitude of
environmental benefits and costs, as well as the
incentives and subsidies that support wasteful practices
and rigid economic structures. The EU's Eco-innovation
Action Plan points to the particular drivers of eco-
innovation and the barriers to it. The plan provides
funding for research, innovation and eco-innovation
companies. In order to encourage greater use of green
technologies, the EU is using public procurement tools
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for environmental products, including costs beyond its
life cycle, and eco-labeling.

In order to solve environmental problems, the
European Commission has made resource efficiency one
of the key initiatives of Europe's 2020 strategy. This
means producing more value at less costs, using
sustainable resources and managing them more
efficiently throughout their lifecycle. This, in turn,
requires innovation, changes in production and
consumption patterns, and the use of the right incentives
and price signals. It should be emphasized that at the
end of 2011, EU governments adopted a roadmap to a
resource-efficient Europe. The need for change in
economic, political and individual behavior was
emphasized here. It contains a variety of policy areas so
that, in 40 years, Europe's economy can achieve high
standards of living with a significant reduction in
environmental impact.

In 2011, the EU adopted an updated Biodiversity
Conservation Strategy in response to the Nagoya Global
Action Plan. It sets out the objective of halting the loss of
biodiversity in ecosystem services degradation in the EU
by 2020.

Other EU achievements in environmental policy can
be seen in the context of such groups :

1) chemicals. In order to guarantee the safety of
chemicals and protect the environment and to ensure the
competitiveness of one of the most important industries
in Europe, the EU has developed the most advanced
legislation in the world. It was named REACH

7 The EU explained: Environment/ European Commission Directorate-General for
Communication. Citizens information, Brussels, BELGIUM [Enexrponuunit pecypc]. — Pe-
JKUM  JlocTyIry: https://publications.europa.ew/en/publication-detail/-/publication/3456359b-
4cb4-4a6e-9586-6b9846931463
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(Registration, Evaluation, Authorization and Restriction
of Chemicals). Moreover, all chemicals manufactured or
imported into the EU must be registered in Helsinki
with the European Chemicals Agency. Otherwise, they
are not allowed to be sold inside the union;

2) waste. The EU economy uses 16 tonnes of
materials per person each year, of which 6 tonnes is
waste, half of which goes to landfills. If waste cannot be
avoided, then the European Commission requests it to be
reused, recycled or restored. Landfill taxes and "a pay-as-
you-throw" scheme can help achieve this. It is worth
noting that some EU member states have already
reached recycling rates of more than 80% and are almost
ready to dispose of landfills.

3) air. For the past 20 years, the EU has been
successfully working to reduce pollutants. For example,
emissions into the atmosphere have decreased by almost
90%. Despite the progress made, the level of atmospheric
pollution in several EU member states remains high,
causing premature deaths every year. Therefore, the EU
continues to look for ways to ensure air quality that will
not allow serious adverse effects on human health and
the environment. For example, in 2013, the European
Commission introduced a "Clean Air package" for further
improvement of air quality, update of existing legislation
and reduction of harmful emissions from industrial sites,
transport and agriculture to reduce their impact on
human health and the environment .

4) water. In recent decades, the EU has
implemented a comprehensive water quality policy in
Europe. At the basis of EU legislation on water
conservation is the Framework Directive, which deter-
mined that by 2015 all rivers, lakes, coastal waters and
groundwater should be purified. EU member states are
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required to regularly check the status of their own
reservoirs and to provide plans on how they intend to
clean them. Another part of EU law is the Marine
Strategy Framework Directive, which harmonizes the
approach to managing human activity that has an
impact on the marine environment. According to it, EU
member states are required to care for the health of
natural marine systems by 2020.

5) Noise is harmful to human health and wildlife.
The EU regulates noise levels from a variety of sources,
including vehicles, trains and equipment operating
outdoors. Under the EU Directive, adopted in 2002, EU
member states are required to draw noise maps for their
major cities, major roads, railways and civilian airports.
Then they need to develop directions to solve these
issues.

6) Forests. Forest area is declining worldwide. The
EU appeals for halving the felling process by 2020 and
halting it completely by 2030. EU legislation minimizes
the risk of illegal timber harvesting in the integration
group.

7) Soils. It should be noted that there is no specific
legislation to regulate the state of soil in the EU.
However, many of the problems are related to water,
waste, chemicals, industrial pollution, nature protection
and pesticides. At the same time, the EU has a strategy
that aims to eliminate all levels of soil-related threats,
including agriculture and industry. In 2012, the
European Commission developed recommendations for a
more sustainable use of soil.
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CASE STUDY 7.2
«The EU's role in confronting global climate change»

The EU intends to maintain international leadership on
climate change and energy. The European Commission actively
participated in the preparation and holding in December 2009 of
the a) conference on the conclusion of a comprehensive
"post-Kyoto" b) on climate change, which should include
the organization of financial and investment flows, research,
development and transfer mechanisms of secure c)
technology. An important element of an integrated energy and
climate policy is the EU Trade System of d) for gas
emissions. In March 2007, e) made a political
commitment to reduce carbon emissions by 20% by 2020. In the
framework of this commitment, the Commission proposed
extending the carbon offsetting and trading system to the 6 other
i) gases mentioned in the g) protocol. The
Commission also proposes to allocate quotas not at national but
at European level.

Source: FKonitika B.B. €sponeiicokuti Cowo3 Ha cyuacHomy emani:
CcmpPYKmMypHL 3minu ma cmpamezis pozsumrky / B.B. Konitika, T.I. I[llunkaperko,
M.A. Muponosa. — K.: Buauns, 2010 . — C.38-39

Task to the case:

Paste the missing words into the text:
European Council, low carbon, Copenhagen, quotas, Kyoto,
strategy, greenhouse.

CONTROL QUESTIONS

1. What is the main objective of EU environmental policy?
What are the principles of the EU in its environmental
policy?

3. When was the EU's environmental policy launched? In
which programs does it appear?
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4. What EU institutions are developing and implementing
environmental protection?

5. Which committee in the EU Parliament deals with
environmental issues?

6. What are the Directorates-General of the European
Commission dealing with environmental issues?

7. When was the Directorate-General for Climate
(“CLIMA”) created? What tasks does it perform?

8. When was the FKEuropean Economic and Social
Committee established? What does it do?

9. Describe the levels of environmental management
systems in the EU.

10. What main EU achievements at environmental policy do
you know?

11. Describe the Roadmap for a resource-efficient Europe.

CHECKING TEST

1. When was the EU common environmental policy
launched?
a) 1960 p.; b) 1973 p.; ¢) 1990 p.; d) 2000 p.

2. What is it about ?: "A set of EU actions and activities
aimed at meeting the environmental needs of the member
countries, supporting environmental protection and the rational
use, conservation and restoration of natural resources"

3. Match accordingly: VII Environmental Action Program
- "Living well, within the limits of our planet."

1 priority A protection, conservation and
objective 1 development of EU natural capital
.. protecting EU citizens from the
priority . .
2 obiective 2 B | environmental pressures and risks to
) health and well-being
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Continuation the table

3 priority increasing the sustainability of EU
objective 3 cities
priority improving environmental integration
4 . .
objective 4 and policy coherence
5 priority providing investment in
objective 5 environmental and climate policy
enhancing the effectiveness of the
6 priority EU's response to regional, global
objective 6 environmental and climate
challenges
7 priority improving the evidence base of
objective 7 environmental policy
3 priority maximizing the Dbenefits of EU
objective 8 environmental law
. transforming the EU into a resource-
priority . .-
9 S saving, green and competitive low-
objective 9
carbon economy

4. Within which development EU's environmental
policy is implemented?:

a) inclusive;
b) sustainable;

¢) smart;

d) there is no right answer

5. By what principles EU environmental policy are

guided?

a) the principle of warning;

b) the principle of eliminating not only the consequences
but also the causes of environmental damage;

c) the «polluter pays» principle;

d) all answers are correct.

6. What
implementing
environment?:

institutions are developing and
regulatory framework for the
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a) the European Parliament,

b) the EU Council,

¢) the European Commaission,

d) the European Investment Bank,

e) the European Environment Agency.

7. Insert the missing words: In the FEuropean
Commission deal with environmental issues.

8. When was the Directorate-General for the
Environment (ENV) created?

a) 1990 b) 1973

c) 1997 d) 2002

9. List the Directorates-General of the European
Commission responsible for the environmental issues:
1.

O 0o O

10. Is this correct? «In order to solve environmental
problems, the KEuropean Commission has made resource
efficiency one of the key initiatives of the Europe strategy 2020».

a) yes; b) no.
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CHAPTER 8 * ;i *
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ECONOMIC INTEGRATION OF UKRAINE
TO THE EUROPEAN UNION
——

Key concepts and terminology: Partnership and
Cooperation  Agreement,  strategy, program,
Association Agreement, Deep and Comprehensive
Free Trade Area, visa-free regime, European
Integration, economic benefits.

Having studied the material of the chapter you will get to
KNOW:
+ the evolution of the process of integration of the
Ukrainian economy into the EU;
 actual and expected economic consequences for our
country as a result of launching a deep and
comprehensive free trade area with the EU,;
/ development of the process of obtaining Ukraine's
visa-free regime with the EU.

And also have the ability to:
> analyze and describe the economic consequences of
conducting the first stages of trade integration
between Ukraine and the EU;
> evaluate and argue the consequences for the

domestic economy of emigrating labor resources to
EU Member States.
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8.1. Evolution of the process of Ukraine's
integration into the European Union

Today, the main priority for Ukraine's regional
integration is continued to be accession to the European
Union (EU), which is still the most developed association
in the world.

Bilateral relations between our country and the
European Union began in December 1991, when the
Minister for Foreign Affairs of the Netherlands (a
representative of the EU presiding country at the time)
formally recognized Ukraine's independence in a letter.

It is worth noting that Ukraine's desire to build
relations with the EU on the basis not only of
cooperation but also of integration was first announced
in the Decree of the Verkhovna Rada of Ukraine of July
2, 1993 "On the main directions of Ukraine's foreign
policy". This document referred to the fact that
"Ukraine's foreign policy is a promising goal for
Ukraine's membership in the European Communities,
provided that it does not harm its national interests. In
order to maintain stable relations with the European
Communities, Ukraine will sign a Partnership and
Cooperation Agreement, the implementation of which
will be the first stage of promotion to the associate, and
subsequently to its full membership in the
organization".l.

The first basic legal document at the international
level that began to regulate the process of Ukraine's
integration into the EU was the Partnership and

! Tlocramosa BPY N 3360-XII iz 02.07.1993 p. «IIpo 0CHOBHI HAIPAME 30BHINHBOI
TOJITHKHN Vrpainm [Enexrponnmit pecypc]. - Pesxum JIOCTYILY:
https://zakon.rada.gov.ua/laws/show/3360-12
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Cooperation Agreement (PCA) between our country and
the Community, signed on June 16, 1994 in the Duchy of
Luxembourg. The agreement defined the general
principles of mutual cooperation in the fields of foreign
trade in goods and services, capital movements, mutual
payments, cooperation in industry and agro-industrial
complex, scientific and technical sphere. This official
document stated that EU countries are ready to support
market reforms in Ukraine's economy. As a consequence,
a general system of preferences for developing countries
has been extended to our country. The Partnership and
Cooperation Agreement establishes rules for the
introduction of the most-favored-nation (MFN) and
national-regime arrangements for EU businesses
operating in Ukraine and vice versa. In addition, our
country has received quotas for export to the EU of those
goods that were most protected from imports to
Iintegration, namely textiles, steel products and more.

On dJune 11, 1998, the President of Ukraine
approved by his Decree the Strategy of Ukraine's
integration into the EU. It outlined the main tasks of
integration of our country into the group, among which
the priority was given to the acquisition of full
membership in the EU. In the Strategy, the process of
Ukraine's accession to the EU was proclaimed as a
strategic goal.

On September 14, 2000, the Decree of the President
of Ukraine approved the European Integration Program
of Ukraine. It has streamlined the country's reform
process with a common political objective - the
achievement of the Copenhagen criteria. Since that time
the political standards and requirements for EU
membership (the so-called Copenhagen criteria) have be-
gun to be an integral part of Ukrainian legislation.
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On February 21, 2005, the EU-Ukraine Action Plan
was approved, which proposed a specific mechanism for
harmonizing national legislation with European legal
acts. Later, in March 2007, in accordance with the EU-
Ukraine Action Plan, the negotiation process between
our country and the European Union began to conclude a
new, more progressive agreement that would replace the
existing Partnership and Cooperation Agreement.

In September 2008, a Ukraine-EU summit was held
in France (Paris), where the parties agreed that a new
enhanced agreement that would declare the acceleration
of our country's EU integration process would be called
the Association Agreement.

During 2007-2012, there were a total of 21 rounds of
negotiations on the Association Agreement and 18
rounds of the negotiation process, which was devoted to
the section on the Agreement on the Creation of a Deep
and Comprehensive Free Trade Area between Ukraine
and the regional association.

On December 19, 2011, the Ukraine-EU summit
actually concluded the negotiation process for the
Association Agreement between Ukraine and the EU. It
should be emphasized that the last one has become a
larger-scale agreement than the ones previously
concluded between the EU and the countries of Central
and Eastern Europe.

On 30 March 2012, the Heads of the Delegations
negotiated the Association Agreement, while on 19 July
2012 the section of the Agreement on the initiation of the
Free Trade Area was initialed.

From the end of 2012 to the middle of 2013, the text
of the project EU-Ukraine Association Agreement was
officially translated into Ukrainian and into the
languages of the Integration member states.
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On May 15, 2013, the European Commission Board
gave the resommendations the Council of the EU on the
advisability of signing the Association Agreement and
allowed its provisional implementation until the
ratification process by the member states of the regional
association.

On August 9, 2013, a project Association Agreement
was published on the portal of the Government of
Ukraine. However, its name was clarified and presented
in the following format: "Association Agreement between
Ukraine, of the one part, and the European Union, the
European Atomic Energy Community and their member
states, of the other part".

The next signing of the Association Agreement
between Ukraine and the EU took place in two stages:

1) the political part. On March 21, 2014, within the
Extraordinary EU-Ukraine Summit on behalf of our
country, the political part of the Association Agreement
and the Final Act of the Summit were signed by the then
Prime Minister of Ukraine A. Yatsenyuk. In particular,
the following were signed: Preamble, Article 1, Sections:
I "General Principles", II "Political Dialogue and
Reforms, Political Association, Cooperation and
Convergence in Foreign and Security Policy" and VII
"Institutional, General and Final Provisions" of the
Agreement. Also during the Summit, our country issued
a statement that its obligations arising from Article 8 of
the Association Agreement regarding the ratification of
the Rome Statute of the International Criminal Court in
1998 will be fulfilled after amending the Constitution of
Ukraine;

2) the economic part. On June 27, 2014, during the
EU Council meeting, President of Ukraine P. Poroshenko
and EU heads of state and government of 28 EU member
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states signed the economic part of the Agreement,
namely the following sections: III "Justice, freedom and
security ", IV "Trade and Trade Related Issues", V
"Economic and Industry Cooperation" and VI "Financial
Cooperation and Anti-Fraud Provisions".

On September 16, 2014, the Verkhovna Rada of
Ukraine and the European Parliament simultaneously
ratified the EU-Ukraine Association Agreement. As a
result, our state has transferred ratifications to the
depositary and has finally completed the process.

By volume and essence, the EU-Ukraine Association
Agreement is the most important international legal
instrument throughout our country's modern history, as
well as the most important international treaty with a
third country ever concluded by the European Union. It
should be noted that the Agreement provides a
fundamentally new format of relations between Ukraine
and the Community on the basis of "political association
and economic integration". In addition, it is a strategic
vector for the implementation of systemic socio-economic
reforms in our country. In turn, the deepened and
inclusive free trade area between Ukraine and the EU,
envisaged by this Agreement, guaranteed the freedom of
movement of goods and services, capital and partly labor
between Ukraine and the EU. The Association
Agreement has also started a new stage of economic
integration of Ukraine into the common market of EU
member states. On 1 November 2014, in accordance with
Article 486 of the Association Agreement between
Ukraine and the EU, its temporary implementation was
initiated until it came into force. The Agreement should
have come into full force after its ratification by all EU
member states, the first day of the second month
following the date of deposit of the last instrument of
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ratification (or last instrument of approval) with the
General Secretariat of the Council.

On September 1, 2017, after the ratification process
was completed, the EU-Ukraine Association Agreement
came into force in full.

CASE STUDY 8.1
«What is attracting Ukraine in the EU?»

The European Union is attracting Ukraine by access to
capacious product markets, free movement of people in the
Schengen area, and a high standard of living for its citizens.
What price should countries that recently entered the EU pay for
benefits?

According to economic experts, most of the countries that
join the EU have specific goals. The main benefits of the
association are three. First, the entry into its large markets with
its products when import duties are completely absent. Secondly,
receiving financial assistance and credits for the implementation
of social programs and implementation of infrastructure projects
against the background of increasing the country's investment
attractiveness. And thirdly, guaranteeing political support,
especially from the larger EU countries, which intend to control
the activities of new members of the Community.

"There are many benefits for the citizens of those countries
that join the EU. In particular, before joining the EU, the state
must harmonize its legislation with the relevant standards of
developed countries. This, first of all, reduces local arbitrariness
and the degree of corruption and, as a result, encourages
investment and stimulates local business, more effectively protects
people’s rights, including the right to work, insurance and social
guarantees, "Alexei Golubovich, Managing Director of Arbat
Capital, Russia's consulting group of companies, tells the
Correspondent magazine. In EU member states, the low level of
corruption greatly simplifies the lives of their entrepreneurs and
allows more time to be spent on business development and growth.

"If we talk about the difficulties that can usually arise for a
private entrepreneur after the country's accession to the EU, they
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are primarily related to competition,” - says Managing Director of
Growth UP Business Accelerator Mykola Savin. For the most
part, the business of the new EU states does not withstand
competitive pressure. Not only individual enterprises go bankrupt,
but entire sectors of the national economy disappear. At the same
time, there are rising unemployment, increasing budget deficits
and external debt. As a result, the social policy in the new EU
member state is undergoing losses: pensions and minimum wages
are reduced, and business tax pressure is increasing.

In addition, the benefits of EU integration require a high
price - the emigration of talented workers. It is clear that the
"fresh" state enters the Community as a donor, quickly losing
skilled workers. "The state is starting to compete with other EU
member states in order to retain talent. This is not an easy task as
other states are well aware that nowadays it is not oil but talent
that is important. And they are working hard to attract talented
workers to their territory, " - said the president of the Kiev School
of Economics Pavel Sheremeta.

The Correspondent magazine analyzed the price paid by
Poland, Latvia and Greece for joining the EU. The experience of
these countries can be fully adopted by Ukraine.

Poland: shock therapy

Poland joined the European Union in 2004. At the time, it
was a country with § 99 billion in external debt, low inflation
(1.7%) but high unemployment (20%). The average wage in
industry was 537 euros, while foreign direct investment amounted
to 3.7 billion euros. In Poland at the time, there were many
businesses that needed subsidies from the budget - first of all,
mines and farms.

Since joining the EU, Polish residents hoped to receive a
significant amount of financial assistance - both in the form of
loans and in the form of investments. Businesses were attracted by
the prospect of entering a larger market for their own products,
and the average citizen by eliminating barriers to moving labor
and, as a result, the prospect of going to work in any of the
Western European countries.

In fact, joining the European Union has not been as
optimistic as originally expected. In the first year after Poland's
accession to the integration group, inefficient (subsidized)
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enterprises began to close quickly in the country. "I was released
in the first year of Poland's accession to the EU at the end of
2004," says former miner Frantisek Smigli. He was among the
300,000 people who became unemployed as a result of the
bankruptcy of 90% of Poland’s coal mines. Most of the coal mines
were inefficient and could not continue to operate without state
support, so the government decided to eliminate them
immediately. Single mines were privatized. At that time, 75% of
miners were out of work.

In turn, farmers who feared Poland's accession to the EU
eventually won: they gained access to a large European market for
their own agricultural produce, but the most important thing was
that the European Union began to provide farmers with subsidies.
In particular, over € 1.5 billion has been provided for the
modernization of Polish farms.

Overall, Poland is one of the most successful examples of the
country's adaptation to the EU's competitive environment. In
addition, Poland's experience rejects the view that the country's
accession to the EU immediately provokes a slowdown in trade
relations with its neighbors in the east. In 2004 Russia's share in
the structure of total exports of Poland was 1.7%, in 2012 the
value of this indicator increased to 5.4%.

Since Poland’s accession to the EU, Poland has managed to
receive € 20 billion more from the EU budget than its membership
fees. First and foremost, the construction and repair of motorways
and railway networks is carried out at these costs. Moreover, in
2012 the number of investment projects in Poland increased by
22%, which is the highest figure among European countries.
Within nine years of EU membership, the country's
unemployment rate has been halved to nearly 11% in 2013. It has
become easier for Polish residents to solve their housing problems
as well: housing loans have become cheaper and more affordable.
Today, national banks have a 35-year mortgage at 5-8% per
annum. In turn, the cost per square meter of housing, for example,
in the new building of Warsaw, is 700-800 euros. The average
wage at industrial enterprises, according to the statistics
department of the Republic of Poland, is now almost 820 euros.

However, Poland's integration into the EU has brought some
disadvantages as well.
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First of all, there is a permanent shortage of personnel in
Polish enterprises, as about 2 million highly skilled workers have
gone abroad. On the other hand, the country has not managed to
avoid the closure of a number of national enterprises, which in
practice proved to be uncompetitive. The best example is the
bankruptcy of two well-known Polish shipyards in the cities of
Gdynia and Szczecin. In addition, the permanent increase in
Poland's external debt (at the end of 2012 it exceeded § 364
billion) endangers of reducing social benefits, minimum wages
and pensions, and increasing tax pressure for businesses.

Latvia: restrained assistance.

Latvia has applied for EU accession in 1995. In 2004,
together with the other nine countries, Latvia became a full
member state of the European Union. To a small Baltic country
with a population of almost 2 million, it seemed like a profitable
step to join a friendly European family. Joining the EU, the
Latvians hoped to receive financial assistance for economic
development, sought to move freely through the territory of Europe
and dreamed that Latvia would be able to turn into a tourist
Mecca. What have the practical implications been for Latvia?
Among its gains - EU membership has enabled it to significantly
expand trade relations with European countries, increase its sales
of its own goods. "If business interacts with other European
countries, then staying in the EU area makes the rules of
operation  simpler and more transparent. Individual
manufacturers begin to mark on their products not” Made in
Latvia, but "Made in the EU", which gives the product
considerable value in the eyes ", - said in an interview with the
Correspondent partner of the communication agency” AV Olsen &
Partners / Scholz & Friends Riga "Olga Kozak.

On the other hand, some EU restrictions have had extremely
bad consequences for Latvian producers. "With the introduction of
rigid sugar production quotas in Latvia, all sugar mills have
closed. And if in the past this issue could be lobbied at the state
level, then when it comes to EU directives, things are complicated
because they are adopted at the highest political level,” Cossack is
saying. The disadvantage was that accession to the European
Union did not help Latvia withstand the challenges of the global
economic crisis. Financial support for the integration group was
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insufficient, and in 2008 Latvia reached the forefront of the EU
member states in terms of the number of people living on the
poverty line - 26% of its inhabitants. In 2009, Latvian GDP
decreased by 17.8% and showed the worst GDP dynamics in the
world. The unemployment rate reached 17%. Mass protests have
begun in the country, which have moved from peaceful rallies to
the category of riots. Latvia is currently operating in austerity
mode, and Latvian wages stay below pre-crisis levels: if in 2008
the average monthly salary in the country was 680 euros, then in
2013 its level did not exceed 500 euros.

Greece: the miracle did not work.

Greece's experience may rightly act as a counter-
advertisement for EU membership. The country's path to the EU
began a long time ago, namely in 1981. From joining the
European family, the Greeks hoped to improve their standard of
living, accelerate economic development and reduce crime. At that
time it was a strong and rich state.

In 2001, Greece was assigned to the group of developed
countries of the world. At that time, it was a leading investor in
the economies of almost all the neighboring Balkan countries. For
example, in 2006, the National Bank of Greece acquired 46% of
shares in Turkish Finance Bank and 99.44% of shares in Bank of
Serbia - Vojuodanska.

Houwever, the economic boom did not last long - already in
2009, Greece was in a difficult financial situation: the country's
budget deficit was 12.7% of GDP, while allowed amount is 3% in
the euro area. And what the Greek government did not do - and
they did scale privatization and issued global bonds twice -
Greece's financial condition was still deteriorating. In the spring
of 2010, the country was on the verge of default. The default was
only escaped through the financial assistance of 16 EU member
states and the IMF, which together transferred Greece 110 billion
euros to counter the effects of the economic crisis. However, these
funds were provided to the country, only if it would reduce social
spending and wages, raise the retirement age, and increase taxes.
The Greeks responded to the new social policy immediately by a
wave of mass protests and riots. All their economic troubles are
attributed to the Greek citizens by the reforms that they were
strongly advised to carry out by the EU. "The cotton production
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has been virtually eliminated. Farmers have uprooted half of all
plantations according to the size of the EU quota. And not just
cotton. Production quotas have been imposed on many foodstuffs:
milk, meat, olive oil, peaches and oranges. Greek farmers were
fined for overproduction”, recalls Greek economist-analyst Yannis
Zervasis. After a while, sugar mills and knitting mills
disappeared from the Greek map, shipyards went bankrupt,
seaports were sold, vineyards were massively uprooted, and fruit
and olive tree plantations were cut down. At the same time, state-
owned enterprises that are attractive from an investment point of
view are gradually being put up for sale. They were gladly boughit
by wealthy European companies. For example, the factory for the
production of the famous Greek brandy Metaxa is now owned by
the British Grand Metropolitan.

What is Greece like now? In 2013, the country was included
in all textbooks on macroeconomics as the world's first developed
country to lose its status as a developed country. In addition,
Greece's external government debt has been growing steadily: it
has almost doubled in the last ten years, reaching EUR 321
billion in the first half of 2013. The unemployment rate in Greece
has reached a record 27%.

Source: €C abo NO? Yum npusabnusuii €spocorws? // Kopecnonoerm. —
21.02.2014. - Ne7. - C. 34-37.

Task to case:

1. What are the main goals of the countries aspiring to join
the EU?

2. Which CEE (Central-Eastern Europe) countries have the
most economic benefits from joining the EU and which have the
most economic losses? Explain the answer.

3. Do you think that the EU (its economic policy) is blamed
for Greece's deep economic crisis? Why?

4. What do you think should be the further mechanism of
integration of the Ukrainian economy into the EU?
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8.2. Economic effects from introduction of the
Deep and Comprehensive Free Trade Area
between Ukraine and the EU

A key component of the EU-Ukraine Association
Agreement is the provision of a Deep and Comprehensive
Free Trade Area (DCFTA). It is worth recalling that it is
one of the most ambitious bilateral agreements ever
concluded by the FEuropean Union. The DCFTA 1is
projected to give Ukraine, in the long run, the impetus
for developing its foreign trade and economic growth as a
result of trade liberalization (elimination of tariffs and
quotas) between the parties, harmonization of legisla-
tion, legal and regulatory framework. In general, the EU-
Ukraine Association Agreement 1s expected to have
political, economic and social consequences, as well as a
number of benefits for domestic producers of goods and
consumers (see figure 8.1).

The provisions on the Deep and Comprehensive
Free Trade Area have been presented in 15 chapters, 25
annexes and 2 protocols. In particular, according to
Chapter 1 "Market Access", after the official launch of
the DCFTA (from 01.01.2016) between Ukraine and the
EU, a significant number of import and export duties
have been eliminated. Overall, Ukraine and the EU
abolished import duties at about 97% and 96.3% of tariff
items accordingly. For industrial goods, trade
liberalization meant the immediate abolition of current
import duties on the vast majority of goods (82.6% -
Ukraine and 91.8% - EU). For the other goods, a
transitional period was established for them. In turn, the
use of special protection tools was provided for passenger
cars and used clothing.
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EU-UKRAINE ASSOCIATION AGREEMENT: DCFTA
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Figure 8.1. Political, economic and social

consequences for our country from the signing of the EU-
Ukraine Association Agreement (DCFTA)2

Since the provisional application of the Agreement
and its ratification, Ukraine has abolished duties on
35.2% of tariff lines in respect of agricultural products,
while the EU - on 83.1%. It is worth noting that for other
types of products, namely 52% of tariff lines, Ukraine
initiated transitional periods of 1 to 7 years, 9.8% -
partial liberalization and 3.0% - duty-free tariff quotas.
Ultimately, this means that for the most sensitive
sectors of the Ukrainian economy, a deep and inclusive
free trade area gives more time to adapt to a more
competitive market environment, giving domestic
consumers access to a wider range of food products at
lower prices. In turn, the KEuropean Union set
transitional periods at 2.0% of tariff lines (3 and 7 years),
and access to duty-free tariff quotas was introduced for
the most sensitive goods (14.9%). The last one were

2 The figure is made by author
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provided to our country by the group of cereals, pork,
beef and poultry, as well as by some other agricultural
products. On the other hand, Ukraine and EU member
states agreed that since the entry into force of the Free
Trade Agreement, they will not apply new export duties
in bilateral trade, whereas current export duties in
Ukraine today should be phased out within the following
10 years. However, under certain product groups, for
example, sunflower seeds, leather raw materials, certain
types of scrap of ferrous and non-ferrous metals, a
special protection mechanism was introduced, which
provided for the payment of an additional fee. The
overall life of this protection mechanism is 15 years.3
With regard to non-tariff barriers to foreign trade in
goods, the Agreement incorporates certain basic WTO
rules, including those relating to the national regime,
prohibitions on restrictions on imports and exports, as
well as on the order of state trade, etc. In other words, it
is advisable to use non-tariff methods, technical barriers
- quotas, import licenses for partial replacement of
imports of goods produced by domestic producers in the
DCFTA. The latter are widely used by the EU in
accessing foreign goods to its market.4

The elimination or reduction of customs duties on
the 1importation of goods within the Deep and
Comprehensive Free Trade Area should stimulate
exports. As a result of trade liberalization, Ukrainian
exporters were expected to save EUR 487 million
annually. Instead, as a result of the abolition of domestic

? €C-Vrpaima: morambiieHa Ta BCEOXOILTIONYA 30HA BLIBHOI Toprimi [EaexTporsmit
pecype]. — Pesxmm mocrymy: https://eeas.europa.eu/delegations/ukraine/documents/virtual _
library/dcfta_guidebook_web.pdf. — Hassa 3 expana.

4 Keawa C.M. Immopr arporpogoBoIbY0il MPOAYKIHT Ta MOKIUBOCTI HOT0 3aMilIeHHST
HAI[lOHAJLHUM BUPOOHUIITBOM / C.M. Ksamua, B.I. Bnacos, H.B. Kpusenxo,
B.B. Jyxuaunpkwuii // Exonomirka AIIK. — 2014. - No5. — C. 19.
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import duties, European exporters have to save 391
million euros a year. In particular, the agri-food sector of
the Ukrainian economy was projected to have the
greatest economic effect in the short term as a result of a
reduction in EU import duties: EUR 330 million for
agricultural products and EUR 53 million for processed
agricultural raw materials (see Figure 8.2.).

11%

0,
5% Agro-food production

5% &
T

BTextile industry

B Chemical Industry

B Other industries

79%

Figure. 8.2. Structure of projected economic
benefits for Ukrainian exporters from the Deep and
Comprehensive Free Trade Area (duty abolition), %5

Positive dynamic (long-term) effects are also
expected for the agricultural sector. Foreign direct
investment (FDI) revenues are projected to increase,
including in the form of setting up new joint ventures in
agriculture. The introduction of new technologies for the
production and processing of agricultural products
should guarantee the protection of the domestic
consumer from poor quality imports. Moreover, the
development of transport and logistics infrastructure of

5 [TobymoBaHO aBropaMu HA OCHOBI YTOIM IIPO IOIVIMOJIEHY 1 BCEOXOILIIOIUY 30HY
BIJIBHOL TOPTiBJIL.
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Ukraine is envisaged.t. As a consequence, this should
help to improve the standard of living of people in rural
areas.

In turn, after the official introduction of the FTA
with the EU member states, Ukraine reduced import
duties on machinery and household appliances by a total
amount of up to EUR 75.2 million. For the vehicles, our
state was obliged to abolish import duties in the amount
of EUR 117.3 million.

Also, within the framework of the transformation of
the foreign trade regime, trade in textiles was
liberalized. In this segment, the economic benefits of
Ukrainian and KEuropean exporters will amount to
almost EUR 24.4 million and EUR 8.7 million
respectively. However, in order to protect the domestic
textile industry from external competition due to the
possible increase in imports of second-hand clothing
(second-hand goods), special liberalization conditions
were introduced. In particular, the so-called input prices
should be applied simultaneously with the gradual (for 5
years) reduction of the import duty rate (they should be
set in Euros per kilogram of net weight).

The EU cancellation of duties on imports of
chemical products enables Ukrainian manufacturers and
exporters to save EUR 26.8 million annually, while the
economic benefit to European suppliers of chemical
products from our country will be EUR 64, 3 million.”

6 Keawa C.M. Cy4acHi TeHIeHIil 30BHINIHBOEKOHOMIUHOI [{sJIBHOCTI B arpapHOMY
cexropi Yrpaiau / C.M. Ksama, B.I. Bnacos, B.B. Jlyxaunpkwnii / AkryaJibai mpobiemMu pos-
BUTKY Cy4acCHOI €KOHOMIKH: 30ipHMK MaTepiasiB MiKHAPOIHOI HAYKOBO-IIPAKTAYHOI 1HTEp-
Her-KoH(pepenuii, 13-14 Gepesus 2014 p. — Huinponerposebk: OOIT «/Ipobsiaxo C.I», 2014 —
C. 10-13.

7 €C-Vrpaina: morymbsieHa Ta BCEOXOILTIIYA 30HA BLIBHOI TOpriei [Emexrporumit
pecype]. — Pesxum mocrymy: https://eeas.europa.eu/delegations/ukraine/documents/virtual
library/dcfta_guidebook_web.pdf. — Hassa 3 expana.
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In order to gain greater economic benefits from
trade integration with the EU, it is important to develop
international cooperation. Thus, according to the well-
known Ukrainian scientist-economis V. M. Heyets «... to
realize the potential in the development of trade with the
EU is possible within the limits of expansion of
cooperation between  Ukrainian and  European
associations of producers, and not between companies
that are often competitors. Entry into EU markets is
possible for companies with foreign (Euro-penny)
capital...».8

8.3. Visa-free regime between Ukraine and the
EU and activities of the Government Office for
European Integration

One of Ukraine's important steps towards economic
integration with the European Union is to safeguard the
freedom of movement of persons within the grouping,
which has been realized in the context of visa-free
dialogue.

In September 2008, the EU-Ukraine Visa
Liberalization Dialogue was officially launched at the
EU-Ukraine Paris Summit.

In November 2010, at the EU-Ukraine Summit, our
country presented the EU Visa Liberalization Action
Plan for Ukraine. This Plan was developed in line with
the philosophy and logic of the "roadmaps" previously
provided by the Community to the Balkan countries,

8 Teeyp B.M. Jlumamira mporeciB eBpormeisarii y cdepl eKoOHOMIKK YKpalHW: DIk
nepurmii / B.M. Teenp // Matepiamu kpyrioro croiy «Crpareriuaa nasopama», 2016. - Nol. —
C. 85.
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where visa regime with EU member states were later
abolished.

It is worth noting that Ukraine became the first
country after the Balkan region to which the EU
provided a more detailed document. This was a
confirmation that the European Union is ready to further
deepen its relations with Ukraine on the international
migration of people.

The implementation of the Action Plan has become
an important tool for implementing reforms not only in
migration and visa, but also in other related fields.

For example, the Action Plan contained a number of
clear EU criteria, which were grouped into 4 blocks:

1) security of documents, including issues of
biometrics;

2) counteracting illegal migration, including
readmission;

3) guaranteeing public order and security;

4) ensuring the fundamental rights and freedoms
of man.

The Action Plan is implemented in 2 phases: within
the framework of the first (legislative) legislation and
regulatory acts in specific areas are harmonized in
accordance with EU standards; during the second -
implementation of the modernized legislation is put into
practice and its functioning is ensured in accordance
with EU standards, national practice in the areas
covered by the Action Plan.

On June 23, 2014, the EU Foreign Affairs Council
approved a decision to complete the process of Ukraine's
implementation of the first and transition to the second
phase of the EU Visa Liberalization Action Plan for
Ukraine.
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In total, during the visa-free dialogue between the
EU and Ukraine, the European Commission has
produced 6 follow-up notes on Ukraine's progress in
meeting the criteria of the Action Plan. Their
implementation allowed the European Commission on 20
April 2016 to submit to the European Parliament and
the Council a legislative proposal to amend Council
Regulation (EU) No 539/2001 of 15.03.2001 on the
introduction of an EU visa-free regime for citizens of
Ukraine.

On November 17, 2016, at a meeting of the
Committee of Permanent Representatives to the EU
(COREPER), a decision was adopted to open negotiations
between the European Commission, the Council of the
EU and the European Parliament on the abolition of the
visa regime for Ukrainian citizens.

On April 6, 2017, the European Parliament
approved a legislative proposal to introduce an EU visa-
free regime for Ukraine. Later, on 11 May 2017, the EU
Council approved a decision on visa-free travel with
Ukraine.

Finally, on June 11, 2017, the decision to introduce a
visa-free regime for Ukraine by the European Union came
into force.

It is worth mentioning that in order to ensure the
proper fulfillment of the tasks in the field of European
integration and fulfill the conditions of the Association
Agreement, the Government Office for FEuropean
Integration was established by the Government of our
country, which is part of the Secretariat of the Cabinet of
Ministers of Ukraine.

According to the Government of Ukraine approved
on August 13, 2014 the Regulations on the Government
Office, the following tasks are assigned to it:
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to coordinate the activities of the executive
authorities with regard to the development and
implementation of measures aimed at implementing the
Association Agreement between Ukraine and the EU,
other international treaties of our country in the context
of European integration issues and treaties between
Ukraine and the EU;

- to plan, monitor and evaluate the effectiveness and
efficiency of fulfilling the tasks in the field of Ukraine's
integration into the EU, including the implementation of
the Agreement;

to coordinate the activity of the executive
authorities on the development of draft legislative and
other legal acts aimed at implementing the Agreement,
other international treaties of Ukraine on European
integration and treaties between Ukraine and the EU;

to improve the systems and mechanisms for
coordinating the work of executive bodies in the field of
European integration.

The Government Office should serve as the
secretaries of the Council and the Association Committee
between Ukraine and the EU on the part of Ukraine. In
addition, the Office is accountable to the Prime Minister
of Ukraine, the Vice Prime Minister of Ukraine
(competent for European integration), and the Minister
of the Cabinet of Ministers of Ukraine.

The structure of the Government Office includes 3
departments: strategic planning, analytical support,
coordination and monitoring.

Staffing of the Government Office is 31 persons. Its
managerial staff, in addition to the Deputy Minister of
the Cabinet of Ministers - the Director of the
Government Office, also provides for the position of the
First Deputy Director of the Government Office and 3
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Deputy Directors. The latter serve as the heads of on-
going departments: strategic planning, analytical
support, coordination and monitoring.9

BUSINESS GAME
«Poland Is Not Yet Lost?»

Task:

The student group is divided into three teams, each of
them, after reading the text below, defends the following
positions:

Team 1 — Emigration of Ukrainians to the Republic of
Poland will enable to activate the process of European integration
of our country and will stimulate economic growth.

Team 2 — Emmigrating our population to Poland will
further complicate the economic situation in Ukraine.

Team 3 — Emigration of Ukrainians to Poland will not lead
to structural changes in Ukraine's economy.

Our compatriots who have found employment in
neighboring Poland are now an important resource of the Polish
economy. Their numbers continue to grow: the number of students
from Ukraine has increased sevenfold in the last three years, and
that of migrant workers - 2.5 times.

Emigrating to Poland forever is the decision made by Luviv
resident Olena Urban. On the one hand, her husband (a
Belarusian with Polish roots) had long intended to move to a
historical homeland. On the other hand, the family has been
pushed to such an important step by the war in the east and by
pro-Russian sentiment in Belarus, where the couple has lived for
the past three years. "It was important for us to re-enter the world
of like-minded people, in a state that professes the values of the
civilized world, "says Ms. Urban. every average citizen" Young
people have already moved to live in the capital of Poland for a
year. A week ago, Ms. Urban was allowed to stay in the country
for the next three years. Her husband has a Pole card which gives

9 Odiittamit caitr MiHicreperBa 3aKOpZoHHUX cupaB Ykpainn [EnexrpoHHMIT pe-
cypc]. — Pesknm mocrymy: https://mfa.gov.ua/ua
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his owner all the rights of a Polish citizen, except for the electoral
one. As a whole, the couple enjoy a new place of residence. The
quality of life in Poland is higher than in Ukraine or Belarus:
better road conditions, better provision of public and medical
services. However, the key here is transparent business rules. For
the couple, the latter is an important prerequisite because they are
private entrepreneurs.

Neighboring countries are attracting more and more
compatriots, with different sections of society: seasonal workers,
students, high-skilled personnel, refugees from Crimea and
Donbass.

Compared to the pre-crisis period (2013), in 2015 the
number of Ukrainians who were granted temporary or permanent
residence in Poland has quadrupled. In particular, the number of
pre-permits issued by the Poles in the previous year to temporary
residence was 35.2 thousand, and permanent ones - 6.4 thousand.
As of 2015, the total number of Ukrainians, including permanent
residents, seasonal workers and students in the territory of the
Republic of Poland, has reached 1 million. This was stated by
Beata Szydlo, Polish Prime Minister.

The Polish Government welcomes guests from Ukraine. New
loyalty programs are being launched to encourage expatriates,
professionals and students in the country. The aim of official
Warsaw is simple: to eliminate the labor shortage in the Polish
labor market and education that arose after Poland's accession to
the EU and, as a consequence, the mass emigration of Poles to
Western European countries.

Currently, work in Poland is the most popular among
domestic workers, which is spoken in the group Transnational
Consulting Services, which helps Ukrainians to find work abroad.
In addition, Polish employers are also the most active in Ukraine
among other foreigners. They are looking for workers - from
plaster to floor-pickers, and specialists - doctors and
programmers.

Over the past three years, the number of Ukrainians
working in the Republic of Poland has increased 2.5 times. Now,
according to the data of the Polish Ministry of Family, Labor and
Social Policy for 2015 and year, there are already 762.7 thousand
people. And in total, with all categories - almost 1 million people.
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“Until 2013, the number of Ukrainian workers did not
exceed the figure of 130,000 people, and the Poles were crying that
there was no one to collect apples,” recalls Olena Malynovskaya,
chief researcher at the social security department of the National
Institute for Strategic Studies. "Crisis and war create a situation
where people need to look for work at least somewhere.”

It is very easy to get a low-skilled job in Poland - employers
form and submit applications to local authorities themselves. For
seasonal work (five to six months), our compatriots do not need a
special permit at all, it is only necessary to obtain a visa. Men
tend to work as handymen on construction sites, while women
work in agriculture or as cleaners and caregivers. The average
wage in this area is almost § 500 per month. The Poles refuse or
perform such work for much more money in Germany or the
United Kingdom. For Ukrainians, first of all, from depressed
regions, these earnings are attractive.

On this basis, in Poland, a new kind of business has
emerged - services and agencies are being opened to help
Ukrainian workers get in touch with Polish employers. This is
stated by Daniel Dzevit, founder of PracaDlaUkrainy.pl (Working
for Ukraine). However, there are enough scams here: they can get
money for services from trusted Ukrainians and not help with the
job search. Or take half of their income from employment.

Along with seasonal work, longer-term and serious
employment is becoming popular among our compatriots. There is
a demand for engineers, office workers, medicines, programmers
and more. However, for such work, Ukrainians must obtain a
special permit. But those in search of a better life do not stop
bureaucratic obstacles. In 2015, compared to 2014, the number of
requests for relevant documents from Ukrainians doubled,
reaching a value of 54.7 thousand. “Ukrainians need Poland. 1
only hear the best feedback from employers in Poland. These are
smart and hardworking people,” Dzevit explains.

One of the Ukrainian women who succeeded in breaking
these stereo types was Marina Ponomarenko, an international
client specialist at Gdansk Polytechnic University. Marina moved
to Poland in 2010, before which she graduated from NTUU KPI
and spent a year at a large international company. "I realized
that I would never be able to buy housing in Kiev and live as
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independently as I would have liked,"” Ponomarenka recalls. That
is why our compatriot emigrated to Poland, where she received
another higher education and eventually earned a prestigious
position in one of the most convenient and respectable cities in
Poland - Gdansk. Now Marina is helping to get Polish education
for Ukrainian students. "More and more Ukrainians are coming
to Poland,” Ponomarenko said. "Neither the economic crisis nor
the cost of studying in KEuropean currency is hindering our
citizens in order to secure a better future.”

Students are another significant reserve for the emigration
of Ukrainians to Poland. In 2014, local higher education
institutions became the most popular among young people from
Ukraine receiving education abroad. According to the CEDOS
think tank, over the past eight years, the number of Ukrainian
students who have gone to the Republic of Poland has increased
sevenfold - from 2.8 thousand in 2008 to 20.7 thousand in 2015.

First of all, Ukrainians are attracted by the geographic,
cultural and cultural proximity of the neighboring country. Low
prices for education are also acceptable if we draw parallels with
other EU countries. Moreover, the education system in Poland in
many ways attracts students from the east. For example, in 2016,
tuition fees for foreigners at Polish public universities were
reduced, following the example of private educational institutions.
On average, the price for providing educational services has been
reduced by one and a half or two times: depending on the
institution of education, a prestigious profession such as
journalism, philology or international relations is able to receive
an average of § 1.2-2.2 thousand per year.

Interest in our compatriots can be explained by the
demographic situation in Poland, explains Olena Babakova, a
journalist with the Ukrainian Polish Radio Service. In the late
1990s and early 2000s, getting a college degree in Poland became
a fashionable trend. At that time, state higher education
institutions were creating new faculties, and many private
universities were emerging. Further, the number of students
began to shrink rapidly: first of all, there was a marked
demographic decline of the 1990s. As a result, new students have
been physically lacking in recent years. It is thanks to young
people from Ukraine that the Poles eliminate this deficit. “The
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authorities have already resigned themselves to the fact that only
the owners of the Pole card do not patch the demographic hole.
Therefore, the Poles try to stimulate the emigration of those
citizens who are culturally and geographically close. And here the
Ukrainians are the best candidates, "Babakov notes.

Citizens who have completed higher education in Poland do
not need a work permit. In addition, during the study period, they
fully master the Polish language and integrate into Polish society
- this is the best addition to Poland's economically active
population, says Malinowska. Most students from Ukraine do not
return home after graduation. “It should be remembered that a
Polish diploma is also a free entry into the labor market of the
whole Europe. Obviously, this is even more attractive to young
Ukrainians, "the expert said.

However, if at the level of the state to our compatriots as a
productive workforce and an engine of economy, the average Poles
to the Ukrainians are not only friendly. Thus, according to the
Center for the Study of Public Opinion of Poland, Ukrainians are
a people to whom the local Poles differ. According to a survey
conducted in 2015, 36% of Poles are sympathetic to Ukrainians,
nearly as many as 32% with an-type, and the rest are neutral.

There is no real aggression against immigrants from
Ukraine to Poland, Babakow assures, but there is some arrogance.
As my familiar Pole says, "Finally, we have the opportunity to feel
German,” she jokes, referring to the negative experience of Poles
who go to work in developed Germany en masse.

Negative attitudes towards our compatriots and various
stereotypes such as myths about bandera and easily accessible
Ukrainian women have in recent years been actively adopted by
local radical politicians. The latter play a European fear of the
influx of migrants.

For example, recently, Janusz Corwin-Mikke, a bright
leader of the Congressional New Right political party and
candidate for President of Poland, called Ukraine an enemy of his
country, explaining that he was "voting for gang-rats here.”

"Due to the radical rhetoric of politicians there is a growing
dislike for foreigners as a whole. It is primarily aimed at
immigrants from Arab countries. But Ukrainians are hitting the
mark"” , says Babakova. Moreover, civil society in Poland is
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increasingly discussing issues of the past - confrontation in
Volhynia and other images that "Ukrainians” have.

Houwever, all of these conversations are unlikely to halt the
flow of immigrants from the east, since Poland itself is interested
in them.

Along with the problem of low birth rates (one of the lowest
in Europe), Poland is experiencing a massive outflow of its own
workforce towards the central and western parts of the EU,
especially to Germany and the United Kingdom. In search of
higher wages and social standards, Polish laborers and
intellectuals leave the field.

According to the masses of 38 million Poland, the proportion
of those who went abroad is significant. In the UK, Poles rank
first among immigrants: 853,000 Poles live and work in the
Kingdom in 2015. According to official data from local
authorities, in Nimeschchyna, about 354,000 people work in
Poland, up 51% from 2011.

Someone has to occupy a free niche in the labor market.
That is why the emigration of Ukrainians to neighboring Poland
will only grow, Tymoshenko believes. "We need each other", he
says. The latter will act as a workforce, give birth to children and
work for our pensions”.

Source: I'anuna Kopba, Kpucmuna Bepournckux. IIloou Ionvcka ne 3ei-
nena? // Hosoe Bpemsa. — 13.05.2016. - Nel17. — C. 44-47.

CONTROL QUESTIONS

1. What legal document started to regulate Ukraine's EU
integration process?

2. When did the President's Decree of Ukraine adopt the
European Integration Program of Ukraine?

3. In which document in 2005 did propose a specific
mechanism for the adaptation of national legislation to the
European one?

4. What are the main steps in the process of signing the EU-
Ukraine Association Agreement?
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5. When did the Association Agreement between Ukraine and
the EU enter into force in full?

6. What is the full name of the EU-Ukraine Free Trade Area?

7. Why a EU 1is accession a priority area for Ukraine's
international economic integration? Justify your opinion.

8. When did the Verkhovna Rada of Ukraine and the
European Parliament simultaneously ratify the Association
Agreement between Ukraine and the EU?

9. How can you describe the process of integration of the
Ukrainian economy into the EU for all the years of
independence of our country?

10. What are the long-term economic consequences for the
domestic economy that can lead to the functioning of a deep
and comprehensive free trade area between Ukraine and the
EU?

11. When did the EU decision to introduce a visa-free
regime for Ukraine come into force?

12. What sections does the economic part of the EU-
Ukraine Association Agreement include?

CHECKING TEST

1. The first basic legal document at the international
level that began to regulate the process of Ukraine's
integration into the EU was the Agreement

2. What document has made the internal reform
process in Ukraine a common political task - the
achievement of the Copenhagen criteria?

a) EU-Ukraine Action Plan;

b) strategy of Ukraine's integration into the EU;

¢) program of European integration of Ukraine;

d) association Agreement between Ukraine and the EU.

3. When was the political part of the Association
Agreement between Ukraine and the EU signed?
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a) August 9, 2013 b) June 27, 2014
¢) Maxrch 30, 2012 d) March 21, 2014

4. Select the value of the projected economic benefits
for Ukrainian exporters of DCFTA with the name of the
sectors of the domestic economy in which they operate:

1) | EUR 330 millions | A) | Chemical industry
2) | EUR 24,4 millions | B) | Textile industry
3) | EUR 26,8 millions | C) | Agri-food production

5. When the Verkhovna Rada of Ukraine and the
European Parliament ratified the EU-Ukraine Association
Agreement synchronously?

a) April 16, 2013 b) May 5, 2015

c¢) September 16, 2014. d) January 1, 2016.

6. Complete the statement: «<An important element of
the EU-Ukraine Association Agreement is the provision on
the establishment »

7. During which summit, in September 2008, was
launched a dialogue on EU visa liberalization for
Ukrainian citizens?

a) Roman; b) Copenhagen;

c¢) Lisbon; d) Paris.

8. In what year did the decision to introduce a
European Union visa-free regime for Ukraine come into
force?

a) 2010 b) 2012
c) 2015 d) 2017
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e A

An ad valorem tax — is a tax whose amount is based on
the value of exprort or import goods.

Positive trade balance — is the difference between the
monetary value of a nation's exports and imports, when a
country imports a greater value than it exports.

International investment balance — is a statistical report
that is derived from the balance of payments, reflecting ex-
ternal financial assets and government liabilities.

Budget of the European Union — is the main financial
base of integration measures, an instrument of supranation-
al regulation of the economies of the EU member states and
the implementation of structural policy within the frame-
work of regional integration.

External debt — 1s the aggregate amount of a country's
debt collection, where all residents' obligations to non-
residents about payment the debt and / or interest at any
time in the future.

Currency — is a means of payment used to make inter-
national payments, that is, a currency of a particular coun-
try.
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Monetary monopoly — is a unilateral right of a country
to conduct transactions with foreign currency, precious met-
als and other valuables.

Currency clause — is a condition specified in trade and
other international treaties, which provides for insurance of
exporters and creditors against the risk of losses from ex-
change rate fluctuations.

Currency dumping — is a process of depreciation of the
national currency in order to increase exports of goods and
services abroad at prices below world prices.

Clearing — is interstate treaties on the obligatory calcu-
lation of mutual external requirements and obligations.

Currency corridor — is fixed limit of fluctuation in the
exchange rate that the country is obliged to maintain.

Exchange rate — 1s the currency of a particular country,
which is expressed in the currency of another country. It is
an objective macroeconomic indicator that reflects the real
state of the national economy and foreign economic relations.

Currency risk — is the risk of financial losses arising
from changes in the national currency's exchange rate to for-
eign currency.

The Monetary Union — is an association of countries
that have formally agreed to use a single monetary unit in
their economies, that is, implement a common monetary pol-

icy.

Monetary interventions — are transactions for the pur-
chase or sale of foreign currency that are authorized by the
central bank of the country to regulate the exchange rate of
the national currency.
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Currency restrictions — are measures taken by a gov-
ernment of a particular country to regulate transactions with
currencies of other countries.

Foreign exchange reserves — is money or other assets
held by a central bank or other monetary authority so that it
can pay its liabilities.

Currency markets — are officially designated centers
where foreign currencies are bought and sold on the basis of
balancing supply and demand.

The rule of law — is the basic legal principle and the doc-
trine according to which no one can evade the law, the state
can punish no one except for violations of the law, and also
no one can be convicted of violating the law except in cases
provided by law.

Free trade — is a form of foreign trade in which the state
practically does not interfere, and its development occurs on
the basis of spontaneous market forces.

Globalization — is a natural and objective process for the
formation of an interdependent and coherent all-planetary
civilization.

The globalization of the world economy — is a natural
and objective process of formation of deep interdependence of
national economies, which leads to the formation of a single
economic system within the entire planet.

Democracy — 1s a political regime in which its people are
the only source of power in the country.

National budget — it 1s a system of financial relations
between the state, on the one hand, and enterprises, compa-
nies, organizations and the population, on the other, to form

218



Glossary

and use a centralized fund of monetary resources to satisfy
the needs of society.

Grant (latin. dotatio — «gift, donation») — is a non-
repayable financial aid that is provided to a lower-level
budget from a higher-ranking budget without a targeted con-
tent in the case that the expenditures exceed the revenues.

Environmental policy of the European Union —1s a set of
EU actions and activities aimed at ensuring the environmen-
tal needs of the population of the participating countries,
supporting environmental security and the rational use, con-
servation and restoration of natural resources.

Economic efficiency — is a comparison of the result of
economic activities (implementation of economic programs
and measures) to the cost of resources that led to the result.

The European Currency Unit (¢ or ECU) — was a basket
of the currencies of the European Community member
states, used as the unit of account of the European Commu-
nity before being replaced by the euro on 1 January 1999, at
parity.

Effect «trade diversion» — is an economic term related to
international economics in which trade is diverted from a
more efficient exporter towards a less efficient one by the
formation of a free trade agreement or a customs union.

Effect «trade creation» — is the economic result that oc-
curs when domestic consumers refuse to buy a product from
a less efficient domestic supplier, giving preference to pur-
chasing a more efficient external source of its supply (im-
port), which is made possible by the elimination of import
duties within the customs union.
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Euro — is the main currency of the EU member states,
which was formally introduced in 1999 and has been in cir-
culation since 2002.

Eurocurrency —is currency that is deposited in foreign
bank accounts and can be converted freely.

Eurodollar — 1s time deposit denominated in U.S. dol-
lars at banks outside the United States.

The European Commission — is a supranational politi-
cally independent (not accountable to the governments of the
member states) executive body of the European Union.

The European Council — is regular meeting of the Heads
of State and Government of the European Union.

European Bank for Reconstruction and Development
(EBRD) — is an international financial institution that pro-
vides financial assistance to Central and Eastern European
countries to carry out market reforms and to finance the de-
velopment of the private sector.

The European Research Area is a system of programs
and policy instruments that incorporates the institutional
environment of research and development of European Un-
lon member states and associated members to ensure inter-
national scientific and technical cooperation, as well as the
free movement of scientific knowledge and mobility of re-
searchers.

European Parliament — is a representative body of the
EU (supranational by its essence), which performs legisla-
tive, supervisory and budgetary functions in an integration
group.
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European Union — is a union of European states with
institutional and political structure that has no analogues in
the history of international relations.

The European Central Bank is the main euro area bank
in which the Euro currency is in circulation. It is a key ele-
ment of the European System of Central Banks.

The Euromarket is part of the global lending market
where banks conduct deposit operations in euro currencies.

Climate change is a persistent deviation of long-term
weather statistics (from decades to millions of years).

The Free Trade Area is an agreement between states to
eliminate all tariff and quantitative barriers for trade. How-
ever, each state in this area maintains its own tariff and
other types of protectionism instruments against third coun-
tries;

The preferential trade zone is an area in which trade is
carried out on preferential terms. It may be formed by two or
more countries seeking to reduce the level of mutual tariffs
while maintaining the existing level of tariffs in trade with
third countries.

Quota — is an administrative restriction on the produc-
tion or sale of fixed-term products. In the area of foreign eco-
nomic activity, the quota is a non-tariff restriction on the
number of exports or imports of products for a fixed time.

Complementarity — in the framework of the common re-
gional policy, it is a complement to the subsidy mechanism.
Implementing national programs, EU institutions usually
allocate funds only as an additional resource.

221



Glossary

Convergence (nam. convergo — «approach») —1s a process
of rapprochement, ascent; in economic context, it is the rap-
prochement of economies of different regions.

Human capital - is a person's accumulated, through
investment, a certain reserve of health, knowledge, skills
and abilities that is used or can be used in the field of social
production to increase productivity and rise incomes as a re-
sult.

The Customs Union — is a union of countries that abol-
ishes both tariff and non-tariff restrictions on mutual trade
and introduces a single external tariff on trade with third
countries.

Customs tariff — is an instrument of foreign trade policy
and regulation of the internal market of the state in the pro-
cess of its economic interaction with the world market.

International economic security — is a state of economic
interaction between countries that makes it impossible to
consciously and purposefully target the economic losses of
any country in the world.

International economic integration — is a process of con-
vergence, interpenetration, fusion of national economies and
formation of a coherent regional economic complex. This is a
high level of internationalization of production, based on the
development of deep sustainable interconnections and divi-
sion of labor between national economies, leading to the
gradual expansion of reproductive structures.

International labor migration — is a systematic or spon-
taneous process of moving economically active populations
between countries.
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The International Monetary Fund (IMF) — is an inde-
pendent intergovernmental monetary institution whose pri-
mary purpose is to ensure the stability of the global mone-
tary system.

Non-tariff restrictions — are a set of quantitative, finan-
cial and hidden instruments of foreign trade regulation.

Partnership — is a specific form of cooperation between
different administrative levels (eg EU, country, region) in
order to achieve common goals.

Cohesion policy — is the intersection of regional and so-
cial policy, when both are seen as one.

Complete economic integration — is an association of
economies of two or more countries, where a single economic
policy is pursued by member countries of the grouping and
the creation of supranational governing bodies with signifi-
cant powers.

Regional Policy of the EU — is a strategic investment
policy that targets all regions and cities of the EU in order to
boost their economic growth and improve people's quality of
life.

World economy — is a set of national economies connect-
ed to each other by the system of international division of la-
bor, economic and political relations. Universal economic re-
lations between national economies are carried out by inter-
national economic relations.

The EU’s common agricultural policy (CAP) — is a part-
nership between agriculture and society, and between Eu-
rope and its farmers; it is a system of rules that regulates
the field of production and trade in agricultural products.
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Common market — is a stage of economic integration of
countries that involves the free movement of goods, works
and services, as well as the factors of production (inputs) -
capital, labor and technology.

Sustainable development — is a leading doctrine that
proves the need to strike a balance between meeting the
needs of people living on the planet today and the ability of
future generations to do the same.

Subsidiarity — is a complementarity between the main
types of economic policy, each of which is implemented dif-
ferently within the EU, depending on the levels of subjects of
integration. Specific tasks are solved at the level (regional,
national, interstate, supranational) that will prove most ef-
fective.

Court of Justice of the European Union — is the official
institution of the European Union, covering the entire EU
judiciary.

Tariff quota — is a fixed volume of goods in which its
importation or exportation is taxed at a preferential rate of
duty or no duty at all. When the tariff quota is completely
exhausted, then you can continue to import the product
without restriction, but with a higher rate of duty.

Territorial cohesion — is a co-operation in the area of

territorial improvement, harmonious development through-
out the EU.

Digital economy — is a modern kind of economy that un-
derpins the principle of widespread use of digital computer
technologies.
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EUROPE 2020 STRATEGY
EXECUTIVE SUMMARY

Europe faces a moment of transformation. The crisis has
wiped out years of economic and social progress and exposed struc-
tural weaknesses in Europe's economy. In the meantime, the
world is moving fast and long-term challenges — globalisation,
pressure on resources, ageing — intensify. The EU must now take
charge of its future.

Europe can succeed if it acts collectively, as a Union. We need
a strategy to help us come out stronger from the crisis and turn
the EU into a smart, sustainable and inclusive economy delivering
high levels of employment, productivity and social cohesion. Eu-
rope 2020 sets out a vision of Europe's social market economy for
the 21st century.

Europe 2020 puts forward three mutually reinforcing priori-
ties:

— Smart growth: developing an economy based on knowledge
and innovation.

— Sustainable growth: promoting a more resource efficient,
greener and more competitive economy.

— Inclusive growth: fostering a high-employment economy
delivering social and territorial cohesion.

The EU needs to define where it wants to be by 2020. To this
end, the Commission proposes the following EU headline targets:

— 75 % of the population aged 20-64 should be employed.

— 3% of the EU's GDP should be invested in R&D.

— The "20/20/20" climate/energy targets should be met (in-
cluding an increase to 30% of emissions reduction if the conditions
are right).

— The share of early school leavers should be under 10% and
at least 40% of the younger generation should have a tertiary de-
gree.
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— 20 million less people should be at risk of poverty.

These targets are interrelated and critical to our overall suc-
cess. To ensure that each Member State tailors the Europe 2020
strategy to its particular situation, the Commission proposes that
EU goals are translated into national targets and trajectories.

The targets are representative of the three priorities of
smart, sustainable and inclusive growth but they are not exhaus-
tive: a wide range of actions at national, EU and international lev-
els will be necessary to underpin them. The Commission is putting
forward seven flagship initiatives to catalyse progress under each
priority theme:

— "Innovation Union" to improve framework conditions and
access to finance for research and innovation so as to ensure that
innovative ideas can be turned into products and services that cre-
ate growth and jobs.

—"Youth on the move" to enhance the performance of educa-
tion systems and to facilitate the entry of young people to the la-
bour market.

— "A digital agenda for Europe" to speed up the roll-out of
high-speed internet and reap the benefits of a digital single market
for households and firms.

— "Resource efficient Europe" to help decouple economic
growth from the use of resources, support the shift towards a low
carbon economy, increase the use of renewable energy sources,
modernise our transport sector and promote energy efficiency.

— "An industrial policy for the globalisation era" to improve
the business environment, notably for SMEs, and to support the
development of a strong and sustainable industrial base able to
compete globally.

— "An agenda for new skills and jobs" to modernise labour
markets and empower people by developing their of skills through-
out the lifecycle with a view to increase labour participation and
better match labour supply and demand, including through labour
mobility.

— "European platform against poverty" to ensure social and
territorial cohesion such that the benefits of growth and jobs are
widely shared and people experiencing poverty and social exclu-
sion are enabled to live in dignity and take an active part in soci-
ety.
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These seven flagship initiatives will commit both the EU and
the Member States. EU-level instruments, notably the single mar-
ket, financial levers and external policy tools, will be fully mobi-
lised to tackle bottlenecks and deliver the Europe 2020 goals. As
an immediate priority, the Commission charts what needs to be
done to define a credible exit strategy, to pursue the reform of the
financial system, to ensure budgetary consolidation for long-term
growth, and to strengthen coordination within the Economic and
Monetary Union.

Stronger economic governance will be required to deliver re-
sults. Europe 2020 will rely on two pillars: the thematic approach
outlined above, combining priorities and headline targets; and
country reporting, helping Member States to develop their strate-
gies to return to sustainable growth and public finances. Inte-
grated guidelines will be adopted at EU level to cover the scope of
EU priorities and targets. Country-specific recommendations will
be addressed to Member States. Policy warnings could be issued
in case of inadequate response. The reporting of Europe 2020 and
the Stability and Growth Pact evaluation will be done simultane-
ously, while keeping the instruments separate and maintaining
the integrity of the Pact.

The European Council will have full ownership and be the
focal point of the new strategy. The Commission will monitor pro-
gress towards the targets, facilitate policy exchange and make the
necessary proposals to steer action and advance the EU flagship
initiatives. The European Parliament will be a driving force to mo-
bilise citizens and act as co-legislator on key initiatives. This part-
nership approach should extend to EU committees, to national
parliaments and national, local and regional authorities, to social
partners and to stakeholders and civil society so that everyone is
involved in delivering on the vision.

The Commission proposes that the European Council en-
dorses - in March - the overall approach of the strategy and the EU
headline targets, and approves - in June - the detailed parameters
of the strategy, including the integrated guidelines and national
targets. The Commission also looks forward to the views and sup-
port of the European Parliament for making Europe 2020 a suc-
cess.

1. AMOMENT OF TRANSFORMATION
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The crisis has wiped out recent progress

The recent economic crisis has no precedent in our genera-
tion. The steady gains in economic growth and job creation wit-
nessed over the last decade have been wiped out — our GDP fell by
4% in 2009, our industrial production dropped back to the levels of
the 1990s and 23 million people - or 10% of our active population -
are now unemployed. The crisis has been a huge shock for millions
of citizens and it has exposed some fundamental weaknesses of our
economy.

The crisis has also made the task of securing future economic
growth much more difficult. The still fragile situation of our finan-
cial system is holding back recovery as firms and households have
difficulties to borrow, spend and invest. Our public finances have
been severely affected, with deficits at 7% of GDP on average and
debt levels at over 80% of GDP — two years of crisis erasing twenty
years of fiscal consolidation. Our growth potential has been halved
during the crisis. Many investment plans, talents and ideas risk
going to waste because of uncertainties, sluggish demand and lack
of funding.

Europe's structural weaknesses have been exposed

Moving out of the crisis is the immediate challenge, but the
biggest challenge is to escape the reflex to try to return to the pre-
crisis situation. Even before the crisis, there were many areas
where Europe was not progressing fast enough relative to the rest
of the world:

— Europe's average growth rate has been structurally lower
than that of our main economic partners, largely due to a produc-
tivity gap that has widened over the last decade. Much of this is
due to differences in business structures combined with lower lev-
els of investment in R&D and innovation, insufficient use of infor-
mation and communications technologies, reluctance in some
parts of our societies to embrace innovation, barriers to market
access and a less dynamic business environment.

— In spite of progress, Europe's employment rates — at 69%
on average for those aged 20-64 — are still significantly lower than
in other parts of the world. Only 63% of women are in work com-
pared to 76% of men. Only 46% of older workers (55-64) are em-
ployed compared to over 62% in the US and Japan. Moreover, on
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average Europeans work 10% fewer hours than their US or Japa-
nese counterparts.

— Demographic ageing is accelerating. As the baby-boom gen-
eration retires, the EU's active population will start to shrink as
from 2013/2014. The number of people aged over 60 is now increas-
ing twice as fast as it did before 2007 — by about two million every
year compared to one million previously. The combination of a
smaller working population and a higher share of retired people
will place additional strains on our welfare systems.

Global challenges intensify

While Europe needs to address its own structural weak-
nesses, the world is moving fast and will be very different by the
end of the coming decade:

— Our economies are increasingly interlinked. Europe will
continue to benefit from being one of the most open economies in
the world but competition from developed and emerging economies
is intensifying. Countries such as China or India are investing
heavily in research and technology in order to move their indus-
tries up the value chain and "leapfrog" into the global economy.
This puts pressure on some sectors of our economy to remain com-
petitive, but every threat is also an opportunity. As these countries
develop, new markets will open up for many European companies.

— Global finance still needs fixing. The availability of easy
credit, short-termism and excessive risk-taking in financial mar-
kets around the world fuelled speculative behaviour, giving rise to
bubble-driven growth and important imbalances. Europe is en-
gaged in finding global solutions to bring about an efficient and
sustainable financial system.

— Climate and resource challenges require drastic action.
Strong dependence on fossil fuels such as oil and inefficient use of
raw materials expose our consumers and businesses to harmful
and costly price shocks, threatening our economic security and
contributing to climate change. The expansion of the world popu-
lation from 6 to 9 billion will intensify global competition for nat-
ural resources, and put pressure on the environment. The EU
must continue its outreach to other parts of the world in pursuit of
a worldwide solution to the problems of climate change at the same
time as we implement our agreed climate and energy strategy
across the territory of the Union.
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Europe must act to avoid decline

There are several lessons we can learn from this crisis:

— The 27 EU economies are highly interdependent: the crisis
underscored the close links and spill-overs between our national
economies, particularly in the euro area. Reforms, or the lack of
them, in one country affect the performance of all others, as recent
events have shown; moreover, the crisis and severe constraints in
public spending have made it more difficult for some Member
States to provide sufficient funding for the basic infrastructure
they need in areas such as transport and energy not only to de-
velop their own economies but also to help them participate fully
in the internal market.

— Coordination within the EU works: the response to the cri-
sis showed that if we act together, we are significantly more effec-
tive. We proved this by taking common action to stabilise the bank-
ing system and through the adoption of a European Economic Re-
covery Plan. In a global world, no single country can effectively
address the challenges by acting alone;

— The EU adds value on the global scene. The EU will influ-
ence global policy decisions only if it acts jointly. Stronger external
representation will need to go hand in hand with stronger internal
co-ordination.

The crisis has not just been a one-off hit, allowing us to re-
sume "business as usual". The challenges that our Union faces are
greater than before the recession, whilst our room for manoeuvre
is limited. Moreover, the rest of the world is not standing still. The
enhanced role of the G20 has demonstrated the growing economic
and political power of emerging countries.

Europe is left with clear yet challenging choices. Either we
face up collectively to the immediate challenge of the recovery and
to long-term challenges — globalisation, pressure on resources, age-
ing, — so as to make up for the recent losses, regain competitive-
ness, boost productivity and put the EU on an upward path of pros-
perity ("sustainable recovery").

Or we continue at a slow and largely uncoordinated pace of
reforms, and we risk ending up with a permanent loss in wealth,
a sluggish growth rate ("sluggish recovery") possibly leading to
high levels of unemployment and social distress, and a relative de-
cline on the world scene ("lost decade").
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Thiree seenarios for Europe by 2020

Scenario 1: Sustatnable recovery
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Europe can succeed. Europe has many strengths: we can
count on the talent and creativity of our people, a strong industrial
base, a vibrant services sector, a thriving, high quality agricultural
sector, strong maritime tradition, our single market and common
currency, our position as the world's biggest trading bloc and lead-
ing destination for foreign direct investment. But we can also
count on our strong values, democratic institutions, our consider-
ation for economic, social and territorial cohesion and solidarity,
our respect for the environment, our cultural diversity, respect for
gender equality —just to name a few. Many of our Member States
are amongst the most innovative and developed economies in the
world. But the best chance for Europe to succeed is if it acts collec-
tively — as a Union.
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When confronted with major events in the past, the EU and
its Member States have risen to the challenge. In the 1990s, Eu-
rope launched the largest single market in the world backed by a
common currency. Only a few years ago, the division of Europe
ended as new Member States entered the Union and other states
embarked on the road towards membership or a closer relation
with the Union. Over the last two years common action taken at
the height of the crisis through the European Recovery Plan
helped prevent economic meltdown, whilst our welfare systems
helped protect people from even greater hardship.

Europe is able to act in times of crisis and to adapt its econ-
omies and societies. And today Europeans face again a moment of
transformation to cope with the impact of the crisis, Europe's
structural weaknesses and intensifying global challenges.

In so doing, our exit from the crisis must be the point of entry
into a new economy. For our own and future generations to con-
tinue to enjoy a high-quality of healthy life, underpinned by Eu-
rope's unique social models, we need to take action now. What is
needed is a strategy to turn the EU into a smart, sustainable and
inclusive economy delivering high levels of employment, produc-
tivity and social cohesion. This is the Europe 2020 strategy. This
is an agenda for all Member States, taking into account different
needs, different starting points and national specificities so as to
promote growth for all.

2. SMART, SUSTAINABLE AND INCLUSIVE GROWTH

Where do we want Europe to be in 20207

Three priorities should be the heart of Europe 20201:

— Smart growth — developing an economy based on
knowledge and innovation.

— Sustainable growth — promoting a more resource efficient,
greener and more competitive economy.

— Inclusive growth — fostering a high-employment economy
delivering economic, social and territorial cohesion.

These three priorities are mutually reinforcing; they offer a
vision of Europe's social market economy for the 21st century.

To guide our efforts and steer progress, there is a large con-
sensus that the EU should commonly agree on a limited number
of headline targets for 2020. These targets should be representa-
tive of the theme of smart, sustainable and inclusive growth. They
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must be measurable, capable of reflecting the diversity of Member
States situations and based on sufficiently reliable data for pur-
poses of comparison. The following targets have been selected on
this basis — meeting them will be critical to our success by 2020:

— The employment rate of the population aged 20-64 should
increase from the current 69% to at least 75%, including through
the greater involvement of women, older workers and the better
integration of migrants in the work force;

— The EU currently has a target of investing 3% of GDP in
R&D. The target has succeeded in focusing attention on the need
for both the public and private sectors to invest in R&D but it fo-
cuses on input rather than impact. There is a clear need to improve
the conditions for private R&D in the EU and many of the
measures proposed in this strategy will do this. It is also clear that
by looking at R&D and innovation together we would get a broader
range of expenditure which would be more relevant for business
operations and for productivity drivers. The Commission

1 These themes have been widely welcomed in the public con-
sultation carried out by the Commission proposes to keep the 3%
target while developing an indicator which would reflect R&D and
innovation intensity;

—Reduce greenhouse gas emissions by at least 20% compared
to 1990 levels or by 30%, if the conditions2 are right; increase the
share of renewable energy sources in our final energy consumption
to 20%; and a 20% increase in energy efficiency;

— A target on educational attainment which tackles the prob-
lem of early school leavers by reducing the drop out rate to 10%
from the current 15%, whilst increasing the share of the popula-
tion aged 30-34 having completed tertiary education from 31% to
at least 40% in 2020;

— The number of Europeans living below the national poverty
lines should be reduced by 25%, lifting over 20 million people out
of poverty3.

These targets are interrelated. For instance, better educa-
tional levels help employability and progress in increasing the em-
ployment rate helps to reduce poverty. A greater capacity for re-
search and development as well as innovation across all sectors of
the economy, combined with increased resource efficiency will im-
prove competitiveness and foster job creation. Investing in cleaner,
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low carbon technologies will help our environment, contribute to
fighting climate change and create new business and employment
opportunities. Meeting these targets should mobilise our collective
attention. It will take strong leadership, commitment and an ef-
fective delivery mechanism to change attitudes and practices in
the EU to deliver the results which are summarised in these tar-
gets.

These targets are representative, not exhaustive. They rep-
resent an overall view of where the Commission would like to see
the EU on key parameters by 2020. They do not represent a "one
size fits all" approach. Each Member State is different and the EU
of 27 is more diverse than it was a decade ago. Despite disparities
in levels of development and standards of living the Commission
considers that the proposed targets are relevant to all Member
States, old and newer alike. Investing in research and develop-
ment as well as innovation, in education and in resource efficient
technologies will benefit traditional sectors, rural areas as well as
high skill, service economies. It will reinforce economic, social and
territorial cohesion. To ensure that each Member States tailors the
Europe 2020 strategy to its particular situation, the Commission
proposes that these EU targets are translated into national targets
and trajectories to reflect the current situation of each Member
State and the level of ambition it is able to reach as part of a wider
EU effort to meet these targets. In addition to the efforts of Mem-
ber States the Commission will propose an ambitious range of ac-
tions at EU level designed to lift the EU onto a new, more sustain-
able growth path. This mix of EU and national efforts should be
mutually reinforcing.

Smart growth — an economy based on knowledge and inno-
vation

Smart growth means strengthening knowledge and innova-
tion as drivers of our future growth. This requires improving the
quality of our education, strengthening our research performance,
promoting innovation and knowledge transfer throughout the Un-
ion, making full use of

2 The European Council of 10-11 December 2009 concluded
that as part of a global and comprehensive agreement for the pe-
riod beyond 2012, the EU reiterates its conditional offer to move
to a 30% reduction by 2020 compared to 1990 levels, provided that
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other developed countries commit themselves to comparable emis-
sion reductions and that developing countries contribute ade-
quately according to their responsibilities and respective capabili-
ties.

3 The national poverty line is defined as 60% of the median
disposable income in each Member State information and commu-
nication technologies and ensuring that innovative ideas can be
turned into new products and services that create growth, quality
jobs and help address European and global societal challenges.
But, to succeed, this must be combined with entrepreneurship, fi-
nance, and a focus on user needs and market opportunities.

Europe must act:

— Innovation: R&D spending in Europe is below 2%, com-
pared to 2.6% in the US and 3.4% in Japan, mainly as a result of
lower levels of private investment. It is not only the absolute
amounts spent on R&D that count — Europe needs to focus on the
impact and composition of research spending and to improve the
conditions for private sector R&D in the EU. Our smaller share of
high-tech firms explains half of our gap with the US.

— Education, training and lifelong learning: A quarter of all
pupils have poor reading competences, one in seven young people
leave education and training too early. Around 50% reach medium
qualifications level but this often fails to match labour market
needs. Less than one person in three aged 25-34 has a university
degree compared to 40% in the US and over 50% in Japan. Accord-
ing to the Shanghai index, only two European universities are in
the world's top 20.

— Digital society: The global demand for information and
communication technologies is a market worth € 2 000 billion, but
only one quarter of this comes from European firms. Europe is also
falling behind on high-speed internet, which affects its ability to
innovate, including in rural areas, as well as on the on-line dis-
semination of knowledge and on-line distribution of goods and ser-
vices.

Action under this priority will unleash Europe's innovative
capabilities, improving educational outcomes and the quality and
outputs of education institutions, and exploiting the economic and
societal benefits of a digital society. These policies should be deliv-
ered at regional, national and EU level.
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Flagship Initiative: "Innovation Union"

The aim of this is to re-focus R&D and innovation policy on
the challenges facing our society, such as climate change, energy
and resource efficiency, health and demographic change. Every
link should be strengthened in the innovation chain, from 'blue
sky' research to commercialisation.

At EU level, the Commission will work:

—To complete the European Research Area, to develop a stra-
tegic research agenda focused on challenges such as energy secu-
rity, transport, climate change and resource efficiency, health and
ageing, environmentally-friendly production methods and land
management, and to enhance joint programming with Member
States and regions;

— To improve framework conditions for business to innovate
(i.e. create the single EU Patent and a specialised Patent Court,
modernise the framework of copyright and trademarks, improve
access of SMEs to Intellectual Property Protection, speed up set-
ting of interoperable standards; improve access to capital and
make full use of demand side policies, e.g. through public procure-
ment and smart regulation);

—To launch 'European Innovation Partnerships' between the
EU and national levels to speed up the development and deploy-
ment of the technologies needed to meet the challenges identified.
The first will include: building the bio-economy by 2020, 'the key
enabling technologies to shape Europe's industrial future' and
'technologies to allow older people to live independently and be ac-
tive in society';

— To strengthen and further develop the role of EU instru-
ments to support innovation (e.g. structural funds, rural develop-
ment funds, R&D framework programme, CIP, SET plan), includ-
ing through closer work with the EIB and streamline administra-
tive procedures to facilitate access to funding, particularly for
SMEs and to bring in innovative incentive mechanisms linked to
the carbon market, namely for fast-movers;

— To promote knowledge partnerships and strengthen links
between education, business, research and innovation, including
through the EIT, and to promote entrepreneurship by supporting
Young Innovative Companies.

At national level, Member States will need:
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— To reform national (and regional) R&D and innovation sys-
tems to foster excellence and smart specialisation, reinforce coop-
eration between universities, research and business, implement
joint programming and enhance cross-border co-operation in areas
with EU value added and adjust national funding procedures ac-
cordingly, to ensure the diffusion of technology across the EU ter-
ritory;

— To ensure a sufficient supply of science, maths and engi-
neering graduates and to focus school curricula on creativity, in-
novation, and entrepreneurship;

—To prioritise knowledge expenditure, including by using tax
incentives and other financial instruments to promote greater pri-
vate R&D investments.

Flagship initiative: "Youth on the move"

The aim is to enhance the performance and international at-
tractiveness of Europe's higher education institutions and raise
the overall quality of all levels of education and training in the EU,
combining both excellence and equity, by promoting student mo-
bility and trainees' mobility, and improve the employment situa-
tion of young people.

At EU level, the Commission will work:

—To integrate and enhance the EU's mobility, university and
researchers' programmes (such as Erasmus, Erasmus Mundus,
Tempus and Marie Curie) and link them up with national pro-
grammes and resources;

— To step up the modernisation agenda of higher education
(curricula, governance and financing) including by benchmarking
university performance and educational outcomes in a global con-
text;

— To explore ways of promoting entrepreneurship through
mobility programmes for young professionals;

— To promote the recognition of non-formal and informal
learning;

— To launch a Youth employment framework outlining poli-
cies aimed at reducing youth unemployment rates: this should pro-
mote, with Member States and social partners, young people's en-
try into the labour market through apprenticeships, stages or
other work experience, including a scheme ("Your first EURES
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job") aimed at increasing job opportunities for young people by fa-
vouring mobility across the EU.

At national level, Member States will need:

— To ensure efficient investment in education and training
systems at all levels (pre-school to tertiary);

— To improve educational outcomes, addressing each seg-
ment (pre-school, primary, secondary, vocational and tertiary)
within an integrated approach, encompassing key competences
and aiming at reducing early school leaving;

— To enhance the openness and relevance of education sys-
tems by building national qualification frameworks and better
gearing learning outcomes towards labour market needs.

— To improve young people's entry into the labour market
through integrated action covering i.a guidance, counselling and
apprenticeships.

Flagship Initiative: "A Digital Agenda for Europe”

The aim is to deliver sustainable economic and social benefits
from a Digital Single Market based on fast and ultra fast internet
and interoperable applications, with broadband access for all by
2013, access for all to much higher internet speeds (30 Mbps or
above) by 2020, and 50% or more of European households subscrib-
ing to internet connections above 100 Mbps.

At EU level, the Commission will work:

— To provide a stable legal framework that stimulate invest-
ments in an open and competitive high speed internet infrastruc-
ture and in related services;

— To develop an efficient spectrum policy;

— To facilitate the use of the EU's structural funds in pursuit
of this agenda;

— To create a true single market for online content and ser-
vices (i.e. borderless and safe EU web services and digital content
markets, with high levels of trust and confidence, a balanced reg-
ulatory framework with clear rights regimes, the fostering of
multi-territorial licences, adequate protection and remuneration
for rights holders and active support for the digitisation of Eu-
rope's rich cultural heritage, and to shape the global governance
of the internet;

— To reform the research and innovation funds and increase
support in the field of ICTs so as to reinforce Europe's technology
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strength in key strategic fields and create the conditions for high
growth SMEs to lead emerging markets and to stimulate ICT in-
novation across all business sectors;

— To promote internet access and take-up by all European
citizens, especially through actions in support of digital literacy
and accessibility.

At national level, Member States will need:

— To draw up operational high speed internet strategies, and
target public funding, including structural funds, on areas not
fully served by private investments;

— To establish a legal framework for co-ordinating public
works to reduce costs of network rollout;

— To promote deployment and usage of modern accessible
online services (e.g. e-government, online health, smart home, dig-
ital skills, security).

Sustainable growth — promoting a more resource efficient,
greener and more competitive economy

Sustainable growth means building a resource efficient, sus-
tainable and competitive economy, exploiting Europe's leadership
in the race to develop new processes and technologies, including
green technologies, accelerating the roll out of smart grids using
ICTs, exploiting EU-scale networks, and reinforcing the competi-
tive advantages of our businesses, particularly in manufacturing
and within our SMEs, as well through assisting consumers to
value resource efficiency. Such an approach will help the EU to
prosper in a low-carbon, resource constrained world while prevent-
ing environmental degradation, biodiversity loss and unsustaina-
ble use of resources. It will also underpin economic, social and ter-
ritorial cohesion.

Europe must act:

— Competitiveness: The EU has prospered through trade, ex-
porting round the world and importing inputs as well as finished
goods. Faced with intense pressure on export markets and for a
growing range of inputs we must improve our competitiveness vis-
a-vis our main trading partners through higher productivity. We
will need to address relative competitiveness inside the Euro area
and in the wider EU. The EU was largely a first mover in green
solutions, but its advantage is being challenged by key competi-
tors, notably China and North America. The EU should maintain
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its lead in the market for green technologies as a means of ensur-
ing resource efficiency through out the economy, while removing
bottlenecks in key network infrastructures, thereby boosting our
industrial competitiveness.

— Combating climate change: Achieving our climate goals
means reducing emissions significantly more quickly in the next
decade than in the last decade and exploiting fully the potential of
new technologies such as carbon capture and sequestration possi-
bilities. Improving resource efficiency would significantly help
limit emissions, save money and boost economic growth. All sec-
tors of the economy, not just emission-intensive, are concerned. We
must also strengthen our economies' resilience to climate risks,
and our capacity for disaster prevention and response.

— Clean and efficient energy: Meeting our energy goals could
result in € 60 billion less in oil and gas imports by 2020. This is
not only financial savings; this is essential for our energy security.
Further progress with the integration of the European energy
market can add an extra 0.6% to 0.8% GDP. Meeting the EU's ob-
jective of 20% of renewable sources of energy alone has the poten-
tial to create more than 600 000 jobs in the EU. Adding the 20%
target on energy efficiency, it is well over 1 million new jobs that
are at stake.

Action under this priority will require implementing our
emission-reduction commitments in a way which maximises the
benefits and minimises the costs, including through the spread of
innovative technological solutions. Moreover, we should aim to de-
couple growth from energy use and become a more resource effi-
cient economy, which will not only give Europe a competitive ad-
vantage, but also reduce its dependency of foreign sources for raw
materials and commodities.

Flagship Initiative: "Resource efficient Europe”

The aim 1s to support the shift towards a resource efficient
and low-carbon economy that is efficient in the way it uses all re-
sources. The aim is to decouple our economic growth from resource
and energy use, reduce CO2 emissions, enhance competitiveness
and promote greater energy security.

At EU level, the Commission will work:

— To mobilise EU financial instruments (e.g. rural develop-
ment, structural funds, R&D framework programme, TENs, EIB)
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as part of a consistent funding strategy, that pulls together EU
and national public and private funding;

— To enhance a framework for the use of market-based in-
struments (e.g. emissions trading, revision of energy taxation,
state-aid framework, encouraging wider use of green public pro-
curement);

— To present proposals to modernise and decarbonise the
transport sector thereby contributing to increased competitive-
ness. This can be done through a mix of measures e.g. infrastruc-
ture measures such as early deployment of grid infrastructures of
electrical mobility, intelligent traffic management, better logistics,
pursuing the reduction of CO2 emissions for road vehicles , for the
aviation and maritime sectors including the launch of a major Eu-
ropean "green" car initiative which will help to promote new tech-
nologies including electric and hybrid cars through a mix of re-
search, setting of common standards and developing the necessary
infrastructure support;

— To accelerate the implementation of strategic projects with
high European added value to address critical bottlenecks, in par-
ticular cross border sections and inter modal nodes (cities, ports,
logistic platforms);

—To complete the internal energy market and implement the
strategic energy technologies (SET) plan, promoting renewable
sources of energy in the single market would also be a priority;

— To present an initiative to upgrade Europe's networks, in-
cluding Trans European Energy Networks, towards a European
supergrid, "smart grids" and interconnections in particular of re-
newable energy sources to the grid (with support of structural
funds and the EIB). This includes to promote infrastructure pro-
jects of major strategic importance to the EU in the Baltic, Balkan,
Mediterranean and Eurasian regions;

—To adopt and implement a revised Energy Efficiency Action
Plan and promote a substantial programme in resource efficiency
(supporting SMEs as well as households) by making use of struc-
tural and other funds to leverage new financing through existing
highly successful models of innovative investment schemes; this
should promote changes in consumption and production patterns;

— To establish a wvision of structural and technological
changes required to move to a low carbon, resource efficient and

243



Appendix

climate resilient economy by 2050 which will allow the EU to
achieve its emissions reduction and biodiversity targets; this in-
cludes disaster prevention and response, harnessing the contribu-
tion of cohesion, agricultural, rural development, and maritime
policies to address climate change, in particular through adapta-
tion measures based on more efficient use of resources, which will
also contribute to improving global food security.

At national level, Member States will need:

— To phase out environmentally harmful subsidies, limiting
exceptions to people with social needs;

— To deploy market-based instruments such as fiscal incen-
tives and procurement to adapt production and consumption
methods;

— To develop smart, upgraded and fully interconnected
transport and energy infrastructures and make full use of ICT;

— To ensure a coordinated implementation of infrastructure
projects, within the EU Core network, that critically contribute to
the effectiveness of the overall EU transport system,;

— To focus on the urban dimension of transport where much
of the congestion and emissions are generated;

— To use regulation, building performance standards and
market-based instruments such as taxation, subsidies and pro-
curement to reduce energy and resource use and use structural
funds to invest in energy efficiency in public buildings and in more
efficient recycling;

— To incentivise energy saving instruments that could raise
efficiency in energy-intensive sectors, such as based on the use of
ICTs.

Flagship Initiative: "An industrial policy for the globalisation
era”

Industry and especially SMEs have been hit hard by the eco-
nomic crisis and all sectors are facing the challenges of globalisa-
tion and adjusting their production processes and products to a
low-carbon economy. The impact of these challenges will differ
from sector to sector, some sectors might have to "reinvent" them-
selves but for others these challenges will present new business
opportunities. The Commission will work closely with stakehold-
ers in different sectors (business, trade unions, academics, NGOs,
consumer organisations) and will draw up a framework for a
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modern industrial policy, to support entrepreneurship, to guide
and help industry to become fit to meet these challenges, to pro-
mote the competitiveness of Europe’s primary, manufacturing and
service industries and help them seize the opportunities of global-
isation and of the green economy. The framework will address all
elements of the increasingly international value chain from access
to raw materials to after-sales service.

At EU level, the Commission will work:

— To establish an industrial policy creating the best environ-
ment to maintain and develop a strong, competitive and diversi-
fied industrial base in Europe as well as supporting the transition
of manufacturing sectors to greater energy and resource efficiency;

— To develop a horizontal approach to industrial policy com-
bining different policy instruments (e.g. "smart" regulation, mod-
ernised public procurement, competition rules and standard set-
ting);

—To improve the business environment, especially for SMEs,
including through reducing the transaction costs of doing business
in Europe, the promotion of clusters and improving affordable ac-
cess to finance;

— To promote the restructuring of sectors in difficulty to-
wards future oriented activities, including through quick redeploy-
ment of skills to emerging high growth sectors and markets and
support from the EU's state aids regime and/or the Globalisation
Adjustment Fund;

— To promote technologies and production methods that re-
duce natural resource use, and increase investment in the EU's
existing natural assets;

— To promote the internationalisation of SMEs;

— To ensure that transport and logistics networks enable in-
dustry throughout the Union to have effective access to the Single
Market and the international market beyond;

— To develop an effective space policy to provide the tools to
address some of the key global challenges and in particular to de-
liver Galileo and GMES;

— To enhance the competitiveness of the European tourism
sector;

— To review regulations to support the transition of service
and manufacturing sectors to greater resource efficiency,
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including more effective recycling; to improve the way in which
European standard setting works to leverage European and inter-
national standards for the long-term competitiveness of European
industry. This will include promoting the commercialisation and
take-up of key enabling technologies;

— To renew the EU strategy to promote Corporate Social Re-
sponsibility as a key element in ensuring long term employee and
consumer trust.

At national level, Member States will need:

— To improve the business environment especially for inno-
vative SMEs, including through public sector procurement to sup-
port innovation incentives;

— To improve the conditions for enforcing intellectual prop-
erty;

— To reduce administrative burden on companies, and im-
prove the quality of business legislation;

— To work closely with stakeholders in different sectors (busi-
ness, trade unions, academics, NGOs, consumer organisations) to
identify bottlenecks and develop a shared analysis on how to main-
tain a strong industrial and knowledge base and put the EU in a
position to lead global sustainable development.

Inclusive growth — a high-employment economy delivering
economic, social and territorial cohesion Inclusive growth means
empowering people through high levels of employment, investing
in skills, fighting poverty and modernising labour markets, train-
ing and social protection systems so as to help people anticipate
and manage change, and build a cohesive society. It is also essen-
tial that the benefits of economic growth spread to all parts of the
Union, including its outermost regions, thus strengthening terri-
torial cohesion. It is about ensuring access and opportunities for
all throughout the lifecycle. Europe needs to make full use of its
labour potential to face the challenges of an ageing population and
rising global competition. Policies to promote gender equality will
be needed to increase labour force participation thus adding to
growth and social cohesion.

Europe must act:

— Employment: Due to demographic change, our workforce is
about to shrink. Only two-thirds of our working age population is
currently employed, compared to over 70% in the US and Japan.
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The employment rate of women and older workers are particularly
low. Young people have been severely hit by the crisis, with an
unemployment rate over 21%. There is a strong risk that people
away or poorly attached to the world of work lose ground from the
labour market.

— Skills: About 80 million people have low or basic skills, but
lifelong learning benefits mostly the more educated. By 2020, 16
million more jobs will require high qualifications, while the de-
mand for low skills will drop by 12 million jobs. Achieving longer
working lives will also require the possibility to acquire and de-
velop new skills throughout the lifetime.

— Fighting poverty: 80 million people were at risk of poverty
prior to the crisis. 19 million of them are children. 8 per cent of
people in work do not earn enough to make it above the poverty
threshold. Unemployed people are particularly exposed.

Action under this priority will require modernising,
strengthening our employment education and training policies
and social protection systems by increasing labour participation
and reducing structural unemployment, as well as raising corpo-
rate social responsibility among the business community. Access
to childcare facilities and care for other dependents will be im-
portant in this respect. Implementing flexicurity principles and
enabling people to acquire new skills to adapt to new conditions
and potential career shifts will be key. A major effort will be
needed to combat poverty and social exclusion and reduce health
inequalities to ensure that everybody can benefit from growth.
Equally important will be our ability to meet the challenge of pro-
moting a healthy and active ageing population to allow for social
cohesion and higher productivity.

Flagship Initiative: "An Agenda for new skills and jobs"

The aim is to create conditions for modernising labour mar-
kets with a view to raising employment levels and ensuring the
sustainability of our social models. This means empowering people
through the acquisition of new skills to enable our current and fu-
ture workforce to adapt to new conditions and potential career
shifts, reduce unemployment and raise labour productivity.

At EU level, the Commission will work:

—To define and implement the second phase of the flexicurity
agenda, together with European social partners, to identify ways
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to better manage economic transitions and to fight unemployment
and raise activity rates;

—To adapt the legislative framework, in line with 'smart' reg-
ulation principles, to evolving work patterns (e.g. working time,
posting of workers) and new risks for health and safety at work;

—To facilitate and promote intra-EU labour mobility and bet-
ter match labour supply with demand with appropriate financial
support from the structural funds, notably the European Social
Fund (ESF), and to promote a forward-looking and comprehensive
labour migration policy which would respond in a flexible way to
the priorities and needs of labour markets;

— To strengthen the capacity of social partners and make full
use of the problem-solving potential of social dialogue at all levels
(EU, national/regional, sectoral, company), and to promote
strengthened cooperation between labour market institutions in-
cluding the public employment services of the Member States;

— To give a strong impetus to the strategic framework for co-
operation in education and training involving all stakeholders.
This should notably result in the implementation of life-long learn-
ing principles (in cooperation with Member States, social partners,
experts) including through flexible learning pathways between dif-
ferent education and training sectors and levels and by reinforcing
the attractiveness of vocational education and training. Social
partners at European level should be consulted in view of develop-
ing an initiative of their own in this area;

— To ensure that the competences required to engage in fur-
ther learning and the labour market are acquired and recognised
throughout general, vocational, higher and adult education and to
develop a common language and operational tool for educa-
tion/training and work: a European Skills, Competences and Oc-
cupations framework (ESCO).

At national level, Member States will need:

— To implement their national pathways for flexicurity, as
agreed by the European Council, to reduce labour market segmen-
tation and facilitate transitions as well as facilitatig the reconcili-
ation of work and family life;

— To review and regularly monitor the efficiency of tax and
benefit systems so to make work pay with a particular focus on the
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low skilled, whilst removing measures that discourage self-em-
ployment;

— To promote new forms of work-life balance and active age-
ing policies and to increase gender equality;

— Promote and monitor the effective implementation of social
dialogue outcomes;

— To give a strong impetus to the implementation of the Eu-
ropean Qualifications Framework, through the establishment of
national qualification frameworks;

— To ensure that the competences required to engage in fur-
ther learning and the labour market are acquired and recognised
throughout general, vocational, higher and adult education, in-
cluding non formal and informal learning;

— To develop partnerships between the worlds of educa-
tion/training and work, in particular by involving social partners
in the planning of education and training provision.

Flagship Initiative: "European Platform against Poverty"”

The aim is to ensure economic, social and territorial cohe-
sion, building on the current European year for combating poverty
and social exclusion so as to raise awareness and recognise the
fundamental rights of people experiencing poverty and social ex-
clusion, enabling them to live in dignity and take an active part in
society.

At EU level, the Commission will work:

— To transform the open method of coordination on social ex-
clusion and social protection into a platform for cooperation, peer-
review and exchange of good practice, and into an instrument to
foster commitment by public and private players to reduce social
exclusion, and take concrete action, including through targeted
support from the structural funds, notably the ESF;

— To design and implement programmes to promote social
innovation for the most vulnerable, in particular by providing in-
novative education, training, and employment opportunities for
deprived communities, to fight discrimination (e.g. disabled), and
to develop a new agenda for migrants' integration to enable them
to take full advantage of their potential;

— To undertake an assessment of the adequacy and sustain-
ability of social protection and pension systems, and identify ways
to ensure better access to health care systems.
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At national level, Member States will need:

— To promote shared collective and individual responsibility
in combating poverty and social exclusion;

— To define and implement measures addressing the specific
circumstances of groups at particular risk (such as one-parent
families, elderly women, minorities, Roma, people with a disability
and the homeless);

— To fully deploy their social security and pension systems to
ensure adequate income support and access to health care.

3. MISSING LINKS AND BOTTLENECKS

All EU policies, instruments and legal acts, as well as finan-
cial instruments, should be mobilised to pursue the strategy’s ob-
jectives. The Commission intends to enhance key policies and in-
struments such as the single market, the budget and the EU's ex-
ternal economic agenda to focus on delivering Europe 2020's objec-
tives. Operational proposals to ensure their full contribution to the
strategy are an integral part of the Europe 2020.

3.1. A single market for the 21st century

A stronger, deeper, extended single market is vital for
growth and job creation. However, current trends show signs of
integration fatigue and disenchantment regarding the single mar-
ket. The crisis has added temptations of economic nationalism.
The Commission's vigilance and a shared sense of responsibility
among Member States have prevented a drift towards disintegra-
tion. But a new momentum — a genuine political commitment - is
needed to re-launch the single market, through a quick adoption
of the initiatives mentioned below. Such political commitment will
require a combination of measures to fill the gaps in the single
market.

Every day businesses and citizens are faced with the reality
that bottlenecks to cross-border activity remain despite the legal
existenceof the single market. They realise that networks are not
sufficiently inter-connected and that the enforcement of single
market rules remains uneven. Often, businesses and citizens still
need to deal with 27 different legal systems for one and the same
transaction. Whilst our companies are still confronted with the
day-to-day reality of fragmentation and diverging rules, their com-
petitors from China, the US or Japan can draw full strength from
their large home markets.
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The single market was conceived before the arrival of Inter-
net, before information and communication technologies became
the one of the main drivers of growth and before services became
such a dominant part of the European economy. The emergence of
new services (e.g. content and media, health, smart energy meter-
ing) shows huge potential, but Europe will only exploit this poten-
tial if it overcomes the fragmentation that currently blocks the
flow of on-line content and access for consumers and companies.

To gear the single market to serve the Europe 2020 goals re-
quires well functioning and well-connected markets where compe-
tition and consumer access stimulate growth and innovation. An
open single market for services must be created on the basis of the
Services Directive, whilst at the same time ensuring the quality of
services provided to consumers. The full implementation of the
Services Directive could increase trade in commercial services by
45% and Foreign Direct investment by 25%, bringing an increase
of between 0.5% and 1.5% increase in GDP.

Access for SMEs to the single market must be improved. En-
trepreneurship must be developed by concrete policy initiatives,
including a simplification of company law (bankruptcy procedures,
private company statute, etc.), and initiatives allowing entrepre-
neurs to restart after failed businesses. Citizens must be empow-
ered to play a full part in the single market. This requires
strengthening their ability and confidence to buy goods and ser-
vices cross-border, in particular on-line.

Through the implementation of competition policy the Com-
mission will ensure that the single market remains an open mar-
ket, preserving equal opportunities for firms and combating na-
tional protectionism. But competition policy will do more to con-
tribute to achieving the Europe 2020 goals. Competition policy en-
sures that markets provide the right environment for innovation,
for example through ensuring that patents and property rights are
not abused. Preventing market abuse and anticompetitive agree-
ments between firms provides a reassurance to incentivise inno-
vation. State aid policy can also actively and positively contribute
to the Europe 2020 objectives by prompting and supporting initia-
tives for more innovative, efficient and greener technologies, while
facilitating access to public support for investment, risk capital
and funding for research and development.
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The Commaission will propose action to tackle bottlenecks in
the single market by:

— Reinforcing structures to implement single market
measures on time and correctly, including network regulation, the
Services Directive and the financial markets legislative and super-
vision package, enforce them effectively and when problems arise,
resolve them speedily;

— Pressing ahead with the Smart Regulation agenda, includ-
ing considering the wider use of of regulations rather than direc-
tives, launching ex-post evaluation of existing legisation, pursuing
market monitoring, reducing administrative burdens, removing
tax obstacles, improving the business environment, particularly
for SMEs, and supporting entrepreneurship;

— Adapting EU and national legislation to the digital era so
as to promote the circulation of content with high level of trust for
consumers and companies. This requires updating rules on liabil-
ity, warranties, delivery and dispute resolution;

—Making it easier and less costly for businesses and consum-
ers to conclude contracts with partners in other EU countries, no-
tably by offering harmonised solutions for consumer contracts, EU
model contract clauses and by making progress towards an op-
tional European Contract Law;

— Making it easier and less costly for businesses and consum-
ers to enforce contracts and to recognise court judgments and doc-
uments in other EU countries.

3.2. Investing in growth: cohesion policy, mobilising the EU
budget and private finance

Economic, social and territorial cohesion will remain at the
heart of the Europe 2020 strategy to ensure that all energies and
capacities are mobilised and focused on the pursuit of the strate-
gy's priorities. Cohesion policy and its structural funds, while im-
portant in their own right, are key delivery mechanisms to achieve
the priorities of smart, sustainable and inclusive growth in Mem-
ber States and regions.

The financial crisis has had a major impact on the capacity
of European businesses and governments to finance investment
and innovation projects. To accomplish its objectives for Europe
2020, a regulatory environment that renders financial markets
both effective and secure is key. Europe must also do all it can to
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leverage its financial means, pursue new avenues in using a com-
bination of private and public finance, and in creating innovative
instruments to finance the needed investments, including public-
private partnerships (PPPs). The European Investment Bank and
the European Investment Fund can contribute to backing a "vir-
tuous circle" where innovation and entrepreneurship can be
funded profitably from early stage investments to listing on stock
markets, in partnership with the many public initiatives and
schemes already operating at national level.

The EU multi-annual financial framework will also need to
reflect the long-term growth priorities. The Commission intends to
take the priorities, once agreed, up in its proposals for the next
multi-annual financial framework, due for next year. The discus-
sion should not only be about levels of funding, but also about how
different funding instruments such as structural funds, agricul-
tural and rural development funds, the research framework pro-
gramme, and the competitiveness and innovation framework pro-
gramme (CIP) need to be devised to achieve the Europe 2020 goals
so as to maximise impact, ensure efficiency and EU value added.
It will be important to find ways of increasing the impact of the
EU budget — while small it can have an important catalytic effect
when carefully targetted.

The Commission will propose action to develop innovative fi-
nancing solutions to support Europe 2020's objectives by:

— Fully exploiting possibilities to improve the effectiveness
and efficiency of the existing EU budget through stronger prioriti-
sation and better alignment of EU expenditure with the goals of
the Europe 2020 to address the present fragmentation of EU fund-
ing instruments (e.g. R&D and innovation, key infrastructure in-
vestments in cross-border energy and transport networks, and
low-carbon technology). The opportunity of the review of the Fi-
nancial Regulation should also be fully exploited to develop the
potential of innovative financial instruments, whilst ensuring
sound financial management;

— Designing new financing instruments, in particular in co-
operation with the EIB/EIF and the private sector, responding to
hitherto unfulfilled needs by businesses. As part of the forthcom-
ing research and innovation plan, the Commission will co-ordinate
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an initiative with the EIB/EIF to raise additional capital for fund-
ing innovative and growing businesses;

— Making an efficient European venture capital market a re-
ality, thereby greatly facilitating direct business access to capital
markets and exploring incentives for private sector funds that
make financing available for start-up companies, and for innova-
tive SMEs.

3.3. Deploying our external policy instruments

Global growth will open up new opportunities for Europe's
exporters and competitive access to vital imports. All instruments
of external economic policy need to be deployed to foster European
growth through our participation in open and fair markets world
wide. This applies to the external aspects of our various internal
policies (e.g. energy, transport, agriculture, R&D) but this holds in
particular for trade and international macroeconomic policy coor-
dination. An open Europe, operating within a rules-based interna-
tional framework, is the best route to exploit the benefits of glob-
alisation that will boost growth and employment. At the same
time, the EU must assert itself more effectively on the world stage,
playing a leading role in shaping the future global economic order
through the G20, and pursuing the European interest through the
active deployment of all the tools at our disposal.

A part of the growth that Europe needs to generate over the
next decade will need to come from the emerging economies as
their middle classes develop and import goods and services in
which the European Union has a comparative advantage. As the
biggest trading bloc in the world, the EU prospers by being open
to the world and paying close attention to what other developed or
emerging economies are doing to anticipate or adapt to future
trends.

Acting within the WTO and bilaterally in order to secure bet-
ter market access for EU business, including SMEs, and a level
playing field vis-a-vis our external competitors should be a key
goal. Moreover, we should focus and streamline our regulatory di-
alogues, particularly in new areas such as climate and green
growth, where possible expanding our global reach by promoting
equivalence, mutual recognition and convergence on key regula-
tory issues, as well as the adoption of our rules and standards.
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The Europe 2020 strategy is not only relevant inside the EU,
it can also offer considerable potential to candidate countries and
our neighbourhood and better help anchor their own reform ef-
forts. Expanding the area where EU rules are applied, will create
new opportunities for both the EU and its neighbours.

In addition, one of the critical objectives in the next few years
will be to build strategic relationships with emerging economies to
discuss issues of common concern, promote regulatory and other
co-operation and resolve bilateral issues. The structures underpin-
ning these relationships will need to be flexible and be politically
rather than technically driven.

The Commission will draw up in 2010 a trade strategy for
Europe 2020 which will include:

— An emphasis on concluding on-going multilateral and bi-
lateral trade negotiations, in particular those with the strongest
economic potential, as well as on better enforcement of existing
agreements, focussing on non-tariff barriers to trade;

— Trade opening initiatives for sectors of the future, such as
"green" products and technologies, high-tech products and ser-
vices, and on international standardization in particular in growth
areas;

— Proposals for high-level strategic dialogues with key part-
ners, to discuss strategic issues ranging from market access, reg-
ulatory framework, global imbalances , energy and climate
change, access to raw materials, to global poverty, education and
development. It will also work to reinforce the Transatlantic Eco-
nomic Council with the US the High Level Economic Dialogue with
China and deepen its relationship with Japan and Russia;

— Starting in 2011 and then annually before the Spring Eu-
ropean Council, a trade and investment barriers report identifying
ways to improve market access and regulatory environment for
EU companies.

The EU is a global player and takes its international respon-
sibilities seriously. It has been developing a real partnership with
developing countries to eradicate poverty, to promote growth and
to fulfil the Millenium Development Goals (MDGs). We have a par-
ticularly close relationship with Africa and will need to invest fur-
ther in the future in developing that close partnership. This will
take place in the broader ongoing efforts to increase development
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aid, improve the efficiency of our aid programmes notably through
the efficient division of labour with Member States and by better
reflecting development aims in other policies of the European Un-
ion.

4. EXIT FROM THE CRISIS: FIRST STEPS TOWARDS
2020

Policy instruments were decisively, and massively, used to
counteract the crisis. Fiscal policy had, where possible, an expan-
sionary and counter-cyclical role; interest rates were lowered to
historical minima while liquidity was provided to the financial sec-
tor in an unprecedented way. Governments gave massive support
to banks, either through guarantees, recapitalization or through
"cleaning" of balance sheets from impaired assets; other sectors of
the economy were supported under the temporary, and excep-
tional, framework for State aid. All these actions were, and still
are, justified. But they cannot stay there permanently. High levels
of public debt cannot be sustained indefinitely. The pursuit of the
Europe 2020 objectives must be based on a credible exit strategy
as regards budgetary and monetary policy on the one hand, and
the direct support given by governments to economic sectors, in
particular the financial sector, on the other. The sequencing of
these several exits is important. A reinforced coordination of eco-
nomic policies, in particular within the euro area should ensure a
successful global exit.

4.1. Defining a credible exit strategy

Given remaining uncertainties about the economic outlook
and fragilities in the financial sector, support measures should
only be withdrawn once the economic recovery can be regarded as
self-sustaining and once financial stability has been restored4.
The withdrawal of temporary crisis-related measures should be co-
ordinated and take account of possible negative spill-over effects
both across Member States as well as of interactions between dif-
ferent policy instruments. State aid disciplines should be restored,
starting with the ending of the temporary state aid framework.
Such a coordinated approach would need to rely on the following
principles:

— The withdrawal of the fiscal stimulus should begin as soon
as the recovery is on a firm footing. However, the timing may have

256



Appendix

to differ from country to country, hence the need for a high degree
of coordination at European level,

— Short-term unemployment support should only start to be
phased out once a turning point in GDP growth can be regarded
as firmly established and thus employment, with its usual lag, will
have started to grow;

— Sectoral support schemes should be phased out early as
they carry a large budget costs, are considered to have by and large
achieved their objectives, and due to their possible distorting ef-
fects on the single market;

— Access-to-finance support should continue until there are
clear signs that financing conditions for business have broadly re-
turned to normal;

— Withdrawal of support to the financial sector, starting with
government guarantee schemes, will depend on the state of the
economy overall and of the stability of the financial system in par-
ticular.

4.2. The reform of the financial system

A crucial priority in the short term will be to restore a solid,
stable and healthy financial sector able to finance the real econ-
omy. It will require the full and timely implementation of the G20
commitments. Five objectives will in particular have to be met:

— Implementing the agreed reforms of the supervision of the
financial sector;

— Filling the regulatory gaps, promoting transparency, sta-
bility and accountability notably as regards derivatives and mar-
ket infrastructure;

— Completing the strengthening of our prudential, account-
ing and consumer protection rules in the form a single European
rule-book covering all financial actors and markets in an appropri-
ate way;

— Strengthening the governance of financial institutions, in
order to address the weaknesses identified during the financial cri-
sis in the area of risk identification and management;

— Setting in motion an ambitious policy that will allow us in
the future to better prevent and if needed manage possible finan-
cial crises, and that — taking into account the specific responsibil-
ity of the financial sector in the current crisis — will look also into
adequate contributions from the financial sector.
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4 European Council conclusions of 10/11 December 2009.

4.3. Pursuing smart budgetary consolidation for long-term
growth

Sound public finances are critical for restoring the conditions
for sustainable growth and jobs so we need a comprehensive exit
strategy. This will involve the progressive withdrawal of short-
term crisis support and the introduction of medium- to longer-term
reforms that promote the sustainability of public finances and en-
hance potential growth.

The Stability and Growth Pact provides the right framework
to implement fiscal exit strategies and Member States are setting
down such strategies in their stability and convergence pro-
grammes. For most countries, the onset of fiscal consolidation
should normally occur in 2011. The process of bringing the deficits
to below 3% of GDP should be completed, as a rule, by 2013. How-
ever, in a number of countries, the consolidation phase may have
to begin earlier than 2011 implying that the withdrawal of tempo-
rary crisis support and fiscal consolidation may in these cases need
to occur simultaneously.

To support the EU's economic growth potential and the sus-
tainability of our social models, the consolidation of public finances
in the context of the Stability and Growth Pact involves setting
priorities and making hard choices: coordination at EU can help
Member States in this task and help address spill-over effects. In
addition, the composition and quality of government expenditure
matters: budgetary consolidation programmes should prioritise
'growth-enhancing items' such as education and skills, R&D and
innovation and investment in networks, e.g. high-speed internet,
energy and transport interconnections — i.e. the key thematic ar-
eas of the Europe 2020 strategy.

The revenue side of the budget also matters and particular
attention should also be given to the quality of the revenue/tax
system. Where taxes may have to rise, this should, where possible,
be done in conjunction with making the tax systems more "growth-
friendly". For example, raising taxes on labour, as has occurred in
the past at great costs to jobs, should be avoided. Rather Member
States should seek to shift the tax burden from labour to energy
and environmental taxes as part of a “greening” of taxation sys-
tems.
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Fiscal consolidation and long-term financial sustainability
will need to go hand in hand with important structural reforms, in
particular of pension, health care, social protection and education
systems. Public administration should use the situation as an op-
portunity to enhance efficiency and the quality of service. Public
procurement policy must ensure the most efficient use of public
funds and procurement markets must be kept open EU-wide.

4.4. Coordination within the Economic and Monetary Union

The common currency has acted as a valuable shield from
exchange rate turbulences for those Member States whose cur-
rency is the euro. But the crisis has also revealed the extent of the
interdependence between the economies within the euro area,
namely in the financial domain, rendering spill-over effects more
likely. Divergent growth patterns lead in some cases to the accu-
mulation of unsustainable government debts which in turn puts
strains on the single currency. The crisis has thus amplified some
of the challenges faced by the euro area, e.g. the sustainability of
public finances and potential growth, but also the destabilising
role of imbalances and competitiveness divergences.

Overcoming these challenges in the euro area is of para-
mount importance, and urgent, in order to secure stability and
sustained and employment creating growth. Addressing these
challenges requires strengthened and closer policy co-ordination
including:

— A framework for deeper and broader surveillance for euro
area countries: in addition to strengthening fiscal discipline,
macro-economic imbalances and competitiveness developments
should be an integral part of economic surveillance, in particular
with a view to facilitating a policy driven adjustment.

— A framework for addressing imminent threats for the fi-
nancial stability of the euro area as a whole.

— Adequate external representation of the euro area in order
to forcefully tackle global economic and financial challenges.

The Commission will make proposals to take these ideas for-
ward.

5. DELIVERING RESULTS: STRONGER GOVERNANCE

To achieve transformational change, the Europe 2020 strat-
egy will need more focus, clear goals and transparent benchmarks
for assessing progress. This will require a strong governance
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framework that harnesses the instruments at its disposal to en-
sure timely and effective implementation.

5.1. Proposed architecture of Europe 2020

The strategy should be organised around a thematic ap-
proach and a more focused country surveillance. This builds on the
strength of already existing coordination instruments. More spe-
cifically:

— A thematic approach would focus on the themes identified
in Section 2, in particular the delivery of the 5 headline targets.
The main instrument would be the Europe 2020 programme and
its flagship initiatives, which require action at both EU and Mem-
ber States level (see Section 2 and Annexes 1 and 2). The thematic
approach reflects the EU dimension, shows clearly the interde-
pendence of Member States economies, and allows greater selec-
tivity on concrete initiatives which push the strategy forward and
help achieve the EU and national headline targets.

— Country reporting would contribute to the achievement of
Europe 2020 goals by helping Member States define and imple-
ment exit strategies, to restore macroeconomic stability, identify
national bottlenecks and return their economies to sustainable
growth and public finances. It would not only encompass fiscal pol-
icy, but also core macroeconomic issues related to growth and com-
petitiveness (i.e. macro-imbalances). It would have to ensure an
integrated approach to policy design and implementation, which
is crucial to support the choices Member States will have to make,
given the constraints on their public finances. A specific focus will
be placed on the functioning of the euro area, and the interdepend-
ence between Member States.

To achieve this, the Europe 2020 and Stability and Growth
Pact (SGP) reporting and evaluation will be done simultaneously
to bring the means and the aims together, while keeping the in-
struments and procedures separate and maintaining the integrity
of the SGP. This means proposing at the same time the annual
stability or convergence programmes and streamlined reform pro-
grammes which each Member State will draw up to set out
measures to report on progress towards their targets, as well as
key structural reforms to address their bottlenecks to growth.
Both these programmes, which should contain the necessary cross-
references, should be submitted to the Commission and other

260



Appendix

Member States during the last quarter of the year. The European
Systemic Risk Board (ESRB) should report regularly on macro-fi-
nancial risks: these reports will be an important contribution to
the overall assessment. The Commission will assess these pro-
grammes and report on progress made with their implementation.
Specific attention will be devoted to the challenges of the Economic
and Monetary Union.

This would give the European Council all the information
necessary to take decisions. Indeed, it would have an analysis of
the economic and job situations, the overall budgetary picture,
macro-financial conditions and progress on the thematic agendas
per Member State, and would in addition review the overall state
of the EU economy.

Integrated guidelines

The Europe 2020 strategy will be established institutionally
in a small set of integrated 'Europe 2020' guidelines (integrating
employment and broad economic policy guidelines), to replace the
24 existing guidelines. These new guidelines will reflect the deci-
sions of the European Council and integrate agreed targets. Fol-
lowing the opinion of the European Parliament on the employment
guidelines as foreseen by the Treaty, the guidelines should be po-
litically endorsed by the June European Council before they are
adopted by Council. Once adopted, they should remain largely sta-
ble until 2014 to ensure a focus on implementation.

Policy Recommendations

Policy recommendations will be addressed to Member States
both in the context of the country reporting as well as under the
thematic approach of Europe 2020. For country surveillance, they
will take the form of Opinions on stability/convergence pro-
grammes under Council Regulation (EC) No 1466/97 accompanied
by recommendations under the Broad Economic Policy Guidelines
(BEPGs, Article 121.2). The thematic part would include Employ-
ment recommendations (Article 148) and country recommenda-
tions on other selected thematic issues (for instance on business
environment, innovation, functioning of the single market, en-
ergy/climate change etc.), both of which could also be addressed to
the extent that they have macroeconomic implications through the
recommendations under the BEPGs as indicated above. This set-
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up for the recommendations would also help ensure coherence be-
tween the macro/fiscal framework and the thematic agendas.

The recommendations under the country surveillance would
address issues with significant macroeconomic and public finance
implications, whereas the recommendations under the thematic
approach would provide detailed advice on micro-economic and
employment challenges. These recommendations would be suffi-
ciently precise and normally provide a time-frame within which
the Member State concerned is expected to act (e.g. two years). The
Member State would then set out what action it would take to im-
plement the recommendation. If a Member State, after the time-
frame has expired, has not adequately responded to a policy rec-
ommendation of the Council or develops policies going against the
advice, the Commission could issue a policy warning (Article
121.4).

5.2. Who does what?

Working together towards these objectives is essential. In
our interconnected economies, growth and employment will only
return if all Member States move in this direction, taking account
of their specific circumstances. We need greater ownership. The
European Council should provide overall guidance for the strat-
egy, on the basis of Commission proposals built on one core princi-
ple: a clear EU value added. In this respect, the role of the Euro-
pean Parliament is particularly important. The contribution of
stakeholders at national and regional level and of the social part-
ners needs also to be enhanced. An overview of the Europe 2020
policy cycle and timeline is included in Annex 3.

Full ownership by the European Council

Contrary to the present situation where the European Coun-
cil is the last element in the decision-making process of the strat-
egy, the European Council should steer the strategy as it is the
body which ensures the integration of policies and manages the
interdependence between Member States and the EU.

Whilst keeping a horizontal watching brief on the implemen-
tation of the Europe 2020 programme, the European Council could
focus on specific themes (e.g. research and innovation, skills) at its
future meetings, providing guidance and the necessary impulses.

Council of Ministers
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The relevant council formations would work to implement
the Europe 2020 programme and achieve the targets in the fields
for which they are responsible. As part of the flagship initiatives,
Member States will be invited to step up their exchange of policy
information of good practices within the various Council for-
mations.

European Commission

The European Commission will monitor annually the situa-
tion on the basis of a set of indicators showing overall progress
towards the objective of smart, green and inclusive economy deliv-
ering high levels of employment, productivity and social cohesion.

It will issue a yearly report on the delivery of the Europe
2020 strategy focusing on progress towards meeting the agreed
headline targets, and assess country reports and stability and con-
vergence programmes. As part of this process, the Commission will
present policy recommendations or warnings, make policy pro-
posals to attain the objectives of the strategy and will present a
specific assessment of progress achieved within the euro-area.

European Parliament

The European Parliament should play an important role in
the strategy, not only in its capacity as co-legislator, but also as a
driving force for mobilising citizens and their national parlia-
ments. Parliament could, for instance, use the next meeting with
national parliaments to discuss its contribution to Europe 2020
and jointly communicate views to the Spring European Council.

National, regional and local authorities

All national, regional and local authorities should implement
the partnership, closely associating parliaments, as well as social
partners and representatives of civil society, contributing to the
elaboration of national reform programmes as well as to its imple-
mentation.

By establishing a permanent dialogue between various levels
of government, the priorities of the Union are brought closer to
citizens, strengthening the ownership needed to delivery the Eu-
rope 2020 strategy.

Stakeholders and civil society

Furthermore, the Economic and Social Committee as well as
the Committee of Regions should also be more closely associated.
Exchange of good practices, benchmarking and networking - as

263



Appendix

promoted by several Member States - has proven another useful
tool to forge ownership and dynamism around the need for reform.

The success of the new strategy will therefore depend criti-
cally on the European Union’s institutions, Member States and re-
gions explaining clearly why reforms are necessary - and inevita-
ble to maintain our quality of life and secure our social models -,
where Europe and its Member States want to be by 2020, and what
contribution they are looking for from citizens, businesses and
their representative organisations. Recognising the need to take
account of national circumstances and traditions, the Commission
will propose a common communication tool box to this effect.

6. DECISIONS FOR THE EUROPEAN COUNCIL

The Commission proposes that the European Council, at its
meeting in Spring 2010:

— agrees on the thematic priorities of the Europe 2020 strat-
egy;

— sets the five headline targets as proposed in section 2 of
this paper: on R&D investments, education, energy/climate
change, employment rate, and reducing poverty, defining where
Europe should be by 2020; invites the Member States in a dialogue
with the European Commission to translate these EU targets into
national targets for decisions at the June European Council, tak-
Ing into account national circumstances and differing starting
points;

—invites the Commission to come forward with proposals for
the flagship initiatives, and requests the Council (and its for-
mations) on this basis to take the necessary decisions to imple-
ment them;

— agrees to strengthen economic policy co-ordination to pro-
mote positive spill-over effects and help address the Union's chal-
lenges more effectively; to this end, it approves the combination of
thematic and country assessments as proposed in this communi-
cation whilst strictly maintaining the integrity of the Pact; it will
also give special attention to strengthening EMU;

— calls on all parties and stakeholders (e.g. national/regional
parliaments, regional and/or local authorities, social partners and
civil society, and last but not least the citizens of Europe) to help
implement the strategy, working in partnership, by taking action
in areas within their responsibility;
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— requests the Commission to monitor progress and report
annually to the Spring European Council, providing an overview
of progress towards the targets, including international bench-
marking, and the state of implementation of the flagship initia-
tives.

At i1ts subsequent meetings:

— endorses the proposed integrated guidelines which consti-
tutes its institutional underpinning following the opinion of the
European Parliament;

—validates the national targets following a process of mutual
verification to ensure consistency;

— discusses specific themes assessing where Europe stands
and how progress can be accelerated. A first discussion on research
and innovation could take place at its October meeting on the basis
of a Commission contribution.

Iocepeno: Iosidomnennsa Komicii. Eepona-2020. Cmpamezia o po-
3YMHO020, CMAJI020 MA 8CCOXONJI0I01020 3pocmarHs// €aponeticoka Komicis,
Bproccenv. — 03.03.2010. — COM(2010)2020-ocmamouna eepcis [Enexmporn-
Huti pecypc]. — Peosicum docmyny: old. minjust.gov.ua/file /31493.doc
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